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SPHERES OF INFLUENCE

1. “Spheres” in China

The years which witnessed the opening up of the vast
resources of China to international capital also witnessed the
entrance of two new powers into the arena of imperialism:

- Japan, which was thrust into the foreground by her victory in
the Chino-Japanese War of 1895; and the United States, which
emerged as a first class power with her victory over Spain

in 1898. In that same year the first great “battle of conces-
sions” was waged in China.

China with her abundant resources and her population of
four hundred millions was an ideal place for the investment
of the surplus capital in the hands of European and American
business men and bankers. A new technique of imperialism
was evolving. “The days of territorial expansion by discovery
and colonization or conquest by force of arms” gave way to
the “more crafty kid-gloved methods of dominating weak and
improvident nations through the insidious operations of political
finance.” * A new terminology including such phrases as “sphere
of interest” and “sphere of influence” was evolved to describe
the new “conquest by railway and bank.”

A sphere of interest is “a portion of territory wherein a
nation has expressly or impliedly declared that it will permit
no other nation to exert political influence, and that itself
- will lead in the exploitation of natural resources.” 2 The control
of a sphere of interest was exerted in the following way:

First, the foreign investors secured a strategic base on the
seacoast; this was followed by buildidg a railway for the
1“Far Eastern Review,” v, II, p. 277. )
©  2Reinsch, “World Politics,” p. 114. =
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successful exploitation of the natural resources and the domina-

tion of the economic life of the “sphere.” The next step was
 to establish a bank or to obtain a first option on loans or
concessions, especially those covering railways and mines. To
safeguard their particular interests, the governments behind
the investors then forced China to agree not to alienate the terri-
tory under their economic control, and entered into mutual
agreements to respect each other’s spheres of interest.

2. The American Sphere of Interest: IManchuria

This new imperialist technique was applied to the economic
subjugation of China after the Chino-Japanese War of 1894—3
had demonstrated the helplessness of the Celestial Empire.
Russia acquired as her sphere of interest North Manchuria and
Outer Mongolia, with Port Arthur as a strategic base;?* Japan
acquired South Manchuria and Inner Mongolia with Formosa
and the Pescadores as a strategic base; 2 Germany leased Kiao-
chow, and thus obtained the Shantung peninsula as her sphere
- of exploitation ; ® Great Britain by the acquisition of Waihaiwai

laid claim to the Yangtse Valley, Thibet and the Szechwan
province; * while France controlled Southwestern China, in-
cluding Kwangtung, Kwangsi and Yunnan, and Kwang-
chowang.?

In this “battle of concessions,” lasting up to 1900, the United
States obtained no strategic base, but her victory in the Spanish-
American War had given her the Philippines. These islands,
- combined with its large Pacific seaboard, made the United
States a Far Eastern power. Furthermore, her merchants
had been carrying on an extensive trade, chiefly with Manchuria,
for over half a century. Hence, when the financiers of the
- various powers made bids for the construction of the great
central trunk line from Peking to Canton by way of Hankow,
the American Chinese Development Company entered the race.
1 MacMurray, “Treaties and Agreements,” v. 1, p. 1Ig.

2 Ibid., pp. 19-20. -
31bid.,, p. 112,

41bid, pp. 1, 04, To4, 152, .
- BIbid, pp. 28, 124, 128, .
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This company had among its participants the Standard Oil Co.
and the American Sugar Refining Co.> The American interests
obtained the concession for the southern portion of this line in
1808.2

The contract for the northern section of the railroad was
given to a Belgian concern. The American China Develop-
ment Company went to the expense of making two surveys
and building about thirty miles of railroad from Canton north;
but the death of its directing spirit, Ex-Senator Brice, forced
it to suspend work. In 1905 J. P. Morgan purchased the
Belgian interest® but did not go on with the project, not
beihg interested at that time in Chinese investment. Eventually
the Hankow-Canton railway contract was cancelled, and the
Chinese Government bought out all the property of the Amer-
ican China Development Company.* This first venture of
American finance in China ended badly, but it was used later
as a precedent for claims to the exploitation of Manchuria,
and proved to be the beginning of a tenacious fight carried on
by bankers and by the State Department for economic control
of that area.

3. The Open Door Policy

One year after the American China Development Company
obtained the concession for the Hankow-Canton railway,
Secretary of State John Hay announced to the great powers the
policy which the United States Government would follow in
regard to the international battle for the exploitation of China.
With a view to preventing the partition of China, and especially
the absorption of Manchuria, which American business men
“considered their particular sphere of interest, Secretary Hay
‘in 1899 made the formal declaration of the Open Door Policy.®

1 Reinsch, supra, pp. 128-9.
2 MacMurray, “Treaties and Agreements,” v. I, pp. 519-22.
- 8Croly, “Willard Straight,” p. 287. »
21, S. “Foreign Relations,” 1905, pp. 124-5. MacMurray, supra, pp.
- §I0-22.
3 Overlach, “Foreign Finantial Control ig China,” p. 199.
Ve o .
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The Open Door Policy recognized special interests and spheres
~of influence, but insisted on equal opportunity in trade. In
its formal aspects, the proposition submitted by Secretary
Hay requested a declaration from ‘“‘the various powers claim-
ing ‘spheres of influence’ in China to the effect that each in
its respective spheres of interest or influence—

“First. Will in no way interfere with any treaty port or any
vested interests within any so-called ‘sphere of interest’ or leased
territory in China.

“Second. That the Chinese treaty tariff of the time being
shall apply to all merchandise landed or shipped to all such ports
as are within said ‘sphere of interest’ (unless they be ‘free ports’)
no matter to what nationality it may belong, and that the duties
so leviable shall be collected by the Chinese government.

“Third. That it will levy no higher harbor dues on vessels of
another nationality frequenting any port in such ‘sphere’ than shall
be levied on vessels of its own nationality, and no higher rail-
road charges over lines built, controlled, or operated within its
‘sphere’ on merchandise belonging to citizens or subjects of other
nationalities transported through such ‘sphere’ than shall be levied
on similar merchandise belonging to its own nationals transported
over equal distances.”?!

The purpose of the Hay doctrine was clear enough.
American business men had no other means of gaining entrance
into the markets of China. “There were created, through a
variety of circumstances,” according to Thomas W. Lamont,
“a series of ‘spheres of influence,” all tending to impair the
independence and sovereignty of China. This policy served
to divide up China commercially into almost water-tight com-
partments, and the nations like the United States which had
no compartment could not do much trading.” 2

4. The Boxer Rebellion

This doctrine was communicated at a time when the Chinese
were beginning to grow restless under foreign exploitation.

1. S. “Foreign Relations,” 1899, pp. 131-133, 142.
2 Lamont, “New Consort'um for Chma,” D 2
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The restlessness culminated in the Boxer uprising of 1900.
The revolt was crushed by the Powers, but its aftermath had
important consequences on American policy in China. Sec-
retary Hay took advantage of the occasion to reaffirm the Open
Door doctrine in a circular communication sent to Great Britain,
France, Russia, Germany, and Japan on July 3, 1900, in which
he urged the Powers to co-operate to “bring about permanent
safety and peace to China, preserve Chinese territorial and
administrative entity, protect all rights guaranteed to friendly
powers by treaty and international law, and safeguard for the
world the principle of equal and impartial trade with all parts
of the Chinese Empire”.* This doctrine was accepted on
paper by the Great Powers, chiefly because the “balance of
world power was delicately adjusted” and “they feared the
consequences of independent action.” 2
Despite the formal acceptance of the Open Door doctrine, k
American interests in Manchuria continued to be threatened
by Russian capitalists. In 1901, Russia, taking advantage of
the Boxer Rebellion, established a measure of military control
in the province. More important, she opened in the same year
the Chinese Eastern Railway and established the Russo-Chinese
Bank. She secured the privilege of importing oil free of tax
into China. As a result the sales of the Standard Oil Company
in Manchuria fell off.?
The policy of the United States toward China was clearly
formulated by President Roosevelt in a speech delivered at
~ San Francisco in 1903, in which he proclaimed that the United
States was a great Asiatic Power:

“The extenision of the area of our domain has been immense;
the extension in the area of our influence even greater. America’s -
geographical position in the Pacific is such as to ensure peaceful

10, S “Foreign Relations,”f 1001; “Appendix. Affairs in China;”
p. 12, ‘ ‘

‘2 Straight, “Politics of Chinese Finance” p. 3. et
; 3 Plebs League, “Outline of Modern Imperiatism,” p. 48. Pan, “Trade SoE

b of the U. S. with China,” pp. 227-232. . e
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domination of its waters in the future, if we only grasp w1th
~ sufficient resolution the advantages of that position.” *

5. The Manchurian Bank Project

The fight of American capital for control of Manchuria
did not begin in earnest, however, until the Russo-Japanese War
of 1905, and seemed temporarily to sidetrack one of the chief
contestants in that sphere. In this war, which was the result
of Russian and Japanese rivalry in Manchuria, the Japanese
were in part financed by Edward H. Harriman and his bankers,
~ Kuhn, Loeb & Co.? The American government took an active
part in the negotiations. The completion of the Panama Canal
at this time gave the United States a strategic point for the
struggle for commercial and political supremacy in the Pacific.
The treaty of peace was signed on American soil at Portsmouth,
New Hampshire. These facts were not without significance.
American interests were conciliated by a reaffirmation of the
Open Door doctrine in Articles IIT and IV of the treaty, apply-
ing specifically to Manchuria, America’s sphere.®

Immediately after the signing of the Portsmouth Treaty,
Harriman concluded a memorandum for an agreement with
Marquis Ito and Marquis Katsura of Japan for joint American
and Japanese ownership of the South Manchurian Railway,
together with the various coal, timber and mining concessions
~ which went with the railroad. At the time this agreement was
made, the railroad was still Russian property, but was due to
be transferred to Japan by Article VI of the then unratified
Portsmouth Treaty. Harriman wanted the South Manchurian
Railway as part of his scheme to build a railway line around
the world; Japan was willing to agree to share the road with
- Americans while the treaty was still unratified. But one month

after the ratification of the treaty, Japan and China signed |

1 Roosevelt, “Works,” v. 1, p 303.
2 Croly, “lelard Straight,” p. 230.
3 Bland, “Recent Events iy, China,” p. 306.
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the King agreement of December 22, 1905, by which American
capital was to be excluded from the South Manchurian railroad.

The scheme was opposed by powerful Japanese statesmen and

never went through.t

American financiers did not give up their fight for the con-
trol of Manchuria. When the South Manchurian Railway
scheme fell through, Harriman laid the plans for another line
which would meet his purpose. His plans received powerful
assistance from the State Department, particularly from the
American consul-general at Mukden, the principal city in Man-
churia. After conference with Harriman in the United States,
the American consul-general reached an agreement with Gov-
ernor Tang Shao-Yi of Manchuria for the creation of a Man-
churian Bank with a capital of 20 million gold dollars to act as
financial agent for the Manchurian government. This bank
was to be established by American financiers and was to sta-
bilize the Manchurian currency and promote railway and in-
dustrial enterprises, particularly the line from Hsin Mintung to
Aigun, to be part of Harriman’s round-the-world scheme. A
memorandum to that effect was forwarded to Harriman in the
United States on August 7, 1907. On that day the consul-
general at Mukden wrote these significant and prophetic words
in his diary: ‘“Tang approves draft. Letter mailed! Fraught
with tremendous possibilities. If adopted it means we play
principal part in the development of Manchuria. Qur in-
fluence in China tremendously enhanced.” 2

Consul-General Straight returned to New York in 1908 with
the draft of the agreement for the Manchurian Bank. A series
of conferences followed involving E. H. Harriman, Jacob H.
Schiff, and Otto Kahn for the bankers; the United States State
Department and the Chinese representative, Governor Tang of
Manchuria, who had come to the United States expressly for
the purpose of putting through the Manchurian bank deal. At

1 Bland, supra, pp. 309-I0.  Straight, supza, p. 4. Croly, supra, p

239. MacMurray, supra, V. I, P. 554,
2 Croly, supra, p. 241,
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no time did the Chinese representative negotiate directly with
the American financiers; all these negotiations were carried on
through the State Department.* _

The negotiations for the Manchurian Bank fell through, how-

~ever, owing to the death of the Emperor of China and Empress
Dowager in November, 1908, and the fall of the party in power
which was negotiating the loan for China.?

In the same month—on November 30, 19o8—>Secretary of
State Root and the Japanese ambassador at Washington en-
tered into an agreement pledging their governments to respect
each other’s spheres of interest in China. The Root-Takahira
agreement reaffirmed the Open Door principle in the Pacific,
and pledged Japan and the United States to maintain the status
quo in that region.?

6. The Buaitle for Manchurian Railways

The death of the Empress Dowager of China and the fall of
Yuan-Shi-Kai from power in 1908 brought the manceuvres for
. a Manchurian bank controlled by American financiers to a
standstill. But Edward H. Harriman and his bankers, Kuhn,
Loeb & Co., were not ready to give up their plans for the ex-
ploitation of Manchuria. Harriman was still intent on his
plan of a railroad which should girdle the globe. For such a
railroad he needed a line running from some point on the trans-
Siberian line to a port on the Pacific free from ice most of the
year. He had been carrying on since 1906 a series of negotia-
tions with the Russian Government for the purchase of the
Chinese Eastern Railway. Russia was willing to sell this line,
provided Japan, her rival in Manchuria, would give up her
strategic advantage by selling to the American Bankers the
South Manchurian Railway. Japan refused to do this. Har-
riman’s next move was to plan for a parallel line running from
Chinchow at the head of the Gulf of Pechili to Aigun on the
Amur River.*

1 Croly, supra, p. 277.
2 Bland, supra, p. 314. Straight, supra, p. 5.

8U. S. “Foreign Relations,” 108, p. 510 see also Appendix III.
¢ Croly, supra, p. 297. .
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For the successful carrying out of this plan and of other and
more important moves in Manchuria, the American bankers
interested would need the fullest possible co-operation from the
State Department. Assistance was promised them by the new
administration. In advising against a reduction in armaments,
President. Taft, in his inaugural address of March 4, 1909,
declared :

“In the international controversies that are likely to arise in
the Orient growing out of the question of the open door and other
issues the United States can maintain her interests intact and
can secure respect for her just demands. She will not be able to
do so, however, if it is understood that she never intends to back
up her assertion of right and her defense of her interest by
anything but mere verbal protest and diplomatic note.” *

This declaration of intentions was the first avowal of the
policy which, under the Taft administration, won the title of
“Dollar Diplomacy.” An opportunity soon presented itself.
In May, 1909, the Chinese Government made an agreement with
German, British, and French bankers for a loan to construct
the Hukuang railways, involving the lines from Hankow to
Szech and from Hankow to Canton.? Immediately a group of
American bankers was organized to finance any concessions for
railroads which American capitalists might obtain from the
Chinese Government. This group was headed by J. P. Morgan
& Co., to whom the management of the business was entrusted,
and included Kuhn, Loeb & Co., the First National Bank, the
National City Bank, and Edward H. Harriman® The Amer-
ican bankers at once began to struggle for admission into the
international group of bankers which was to float the Hukuang
loan. Secretary Knox, four days after the announcement that
China had signed an agreement with the German, British and
French bankers, applied to China for the admission of the
American group.*

17, S. “Congressional Record,” v. 44, p. 3.

2 Blakeslee, “Recent Developments in China,” p. 127.

8 Croly, supra, p. 281.
4+U, S. “Foreign Relatxons,” 1909, P. 144
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 However, as the loan had been under negotiation for several
~ years, the Tripartite bankers and the Chinese Government ob-
jected to the delay which would be involved in reopening
negotiations for admitting the American bankers. But the
State Department was insistent.? While the financial rep-
resentative of the Morgan group was negotiating with the Tri-
partite bankers in London, Secretary Knox brought diplomatic
pressure to bear upon China. The American Chargé d’Affaires
at Peking was ordered by the State Department to “solemnly
warn the Government of China that there appears no reason
to doubt that, as a result of early meetings in Paris and Berlin,
the American group will reach with the European bankers an
agreement for participation in the present loan by American
~capital.” The American envoy was also to inform China that
“Americans would welcome an opportunity to arrange for the
whole loan, if necessary, by reason of further persistency of
the individuals who refuse to meet the situation broadly.” ?
Other emissaries of the United States Government were
equally busy fighting for participation by American bankers in
- the Hukuang loan. Ambassador David Jayne Hill informed
the German foreign minister that he did not think his govern-
‘ment “would find it possible to neglect the interests of Amer-
ican capital and enterprise in the East.” 3
All these diplomatic efforts seemed futile. The Chinese
- Government drifted, hoping the Powers would quarrel among
themselves. At this point President Taft stepped in. Break-
ing all diplomatic precedent, he sent a personal message to
Prince Chun, regent of the Chinese Empire, in which he stated :

“I am disturbed at the reports that there is certain prejudiced
opposition to your Government’s arranging for equal participation
by American capital in the present railway loan ... I send this
 message not doubting that your reflection upon the broad phases
of this subject will at once have results satis:ictory to both coun-
‘tries. . . . T have resorted to this somewhat unusually direct com-
munication with your-Imperial Highness, because of the high
1. S. “Foreign Relation,” 1909, pp. 144-178.

2 Ibid., p. 179.
~81bid, p. 131
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- importance that I attach to the successful result of our present
negotiations.” *

As a result of this pressure, China and the four powers made
a virtue of necessity. The American group was admitted. A
preliminary agreement for the Hukuang loan was drawn up
by the German, British, French and American bankers at Paris
on May 23, 1910.°

The final agreement for the Hukuang loan, however, was not
signed until May 20, 1911.% It was signed by the Imperial
Government of China, the Deutsch-Asiatische Bank, the Hong-
kong and Shanghai Banking Corporation, the Banque de
I'Indo Chine, and the American group, J. P. Morgan & Co.,
Kuhn, Loeb & Co., First National Bank, and the National
City Bank. In this agreement the Imperial Government of
China authorizes the bankers of the four Powers to issue a
five per cent Gold Loan for six million pounds sterling. The
term of the loan was forty years. The security was to be the
likin, salt, and rice taxes. British, German, and American en-
gineers were to work on the sections in which their groups were
interested. The loan was made that year.t

7. Chinchow-Aigun Railway Concession (1909)

Willard  Straight, former consul-general at Mukden, was
now agent for the Morgan group in China. He had been active
in obtaining participation in the Hukuang loan. He was also
negotiating with the Manchurian authorities for the proposed
Chinchow-Aigun Railway, which was to give American capital
a strategic point against its Russian and Japanese rivals.
‘On October 2, 1909, an agreement was signed by which the
- Morgan group was to furnish the sum necessary to build a
 railway between Chinchow and Aigun, to be constructed by a
- British firm, Pauling & Co.®

17, S. “Foreign Relations,” 1g0g, p. 178.

2Tbid., 1910, p. 280. .
© 3MacMurray, “Treaties and Agreementg,” v. 1, p. 866.

' *Lamont, “New Consortigm for China,” p. 3.
- © 8 MacMurray, “Treaties and Agreements,” v. I, p. 800.
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The Chinchow-Aigun agreement was signed on October 2,
1909, between the Viceroy of Manchuria and the Governor of
Fengtien and the representative of the American group. The
group consisted of J. P. Morgan & Co., Kuhn, Loeb &
Co., the First National Bank, and the National City Bank.
The contract was also signed by the British engineers, Pauling
& Co. By this agreement, the provinces of Manchuria and
Fengtien were to borrow from the American bankers the sum
necessary to construct the railway from Chinchow to Aigun at
a rate not to exceed five per cent. The interest and amortiza-
tion were guaranteed by the Imperial Government. The secu-
rity was to be the railway line. At the same time an agreement
was drawn up between the American bankers and Pauling &
Co. that at least one-half the material and equipment purchased
in Europe and America for the construction of the railway
should be American and that certain American engineers to be
recommended by the American bankers should be employed to
work on the construction of the road.®

When the Morgan representative returned with the agree-
ment for the Chinchow-Aigun line in his pocket, the State De-
partment thought it saw its way to realize Harriman’s old
scheme of neutralizing the Manchurian railways by placing them
in the hands of an international group. On November 6, 1909,
therefore, Secretary Knox sent a note to DBritain, calling at-
tention to the new agreement between the Chinese Government,
the American financiers, and the British construction company,
and making the following proposals: That China should be
given a large international loan from the interested Powers
(1) to bring the Manchurian Railways under an economic,

. scientific, and impartial administration by some plan vesting in
China the ownership of the railroads through funds furnished
for that purpose by the interested powers willing to participate.
(2) Such loan should be for a period ample to make it reason-
ably certain that it could be met within the time fixed and
should be upon such tcrms as would make it attractive to bank-
ers and investors. (3) Nationals of the participating powers

1 MacMurray, “Treaties 2ud Agreements,” v, 1, p. 802,
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should supervise the railroad system during the term of the
loan, and the governments concerned should enjoy for such
period the usual preferences for their nationals and materials
upon an equitable basis inter se. (4) Japan and Russia should
participate in the plan as well as Great Britain and Germany.?

In this way American bankers, with the help of the State
Department, hoped to prevent the absorption of Manchuria by
Russia and Japan. But once more Japan refused to give up
her advantage in Manchuria, and Russia would not give up
the Chinese Eastern so long as Japan held on to the South
Manchurian.?

France, Russia’s ally, and Britain, Japan’s ally, backed up
their allies, and thus Knox’s neutralization scheme was turned
down by the Powers involved. Instead of prying their rivals
loose in Manchuria, the American financiers, as a result of the
Knox diplomacy, had forced Russia and Japan, who five years
before had fought a bloody war, into an entente. On July 4,
1910, Russia and Japan signed an agreement to respect each
other’s spheres of interest in Manchuria.

Balked once more in their attempt to acquire shares in the
Chinese Eastern and South Manchurian railways, the American
bankers returned to their contract of October 2—that is, they
proceeded with the Chinchow-Aigun railway. But Japan and
Russia were not only unwilling to let American bankers con-
trol their railroads ; they would not allow a rival road to be built.
Although the contract of October 2 had been ratified by a
Chinese Imperial Edict, and China was nominally a sovereign
nation, Russia and Japan both protested to the State Depart-
ment that the proposed Chinchow-Aigun railway was inimical
to their interests in Manchuria. Britain tacitly supported her
ally ; and since the United States was not in a position to oppose
the three great Powers single-handed, the Chinchow-Aigun
scheme was allowed to lapse temporarily.

But by this time America’s role in the Far East and the - e
timate connections between the State "Department andﬂ the

1U. S. “Foreign Relationsd’ 1910, p. 234.
. 2Ibid., pp. 249, 251. =
o
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financial houses with investments in that part of the world had
become firmly established. The policy was clearly expressed by
W. W. Rockhill,* United States minister to China during the
Hukuang loan and Chinchow-Aigun negotiations, when he said:

“Tt seems clear to me that so long as we shut our eyes to the
undoubted fact that, in the East at least, from Stamboul to Tokyo,
politics, finance, and trade go hand in hand, and that neither the
_ profits of trade can be fully reaped nor our influence and prestige

be ‘adequately upheld without incurring the responsibilities inci-
e ~ dent to political and financial activity, we must be content to play a
i modest effaced rdle in the Far East, unworthy, in my opinion,
of our great country and its vast interest in the Pacific.”

8. The Six Power Loan

The international battle for financial concessions in the
Hukuang loan had two immediate effects on China:  first, the
Celestial Government was impressed by the power of American
bankers, backed by the government at Washington, to break
their way into European combinations for the exploitation of
China ; second, the empire was confronted with the apparition
of possible and probable bankruptcy and the possibility of the
complete control of China’s finances by foreign capitalists.?

The Manchu dynasty was tottering under the strain of foreign
exploitation ; unless it could stabilize the currency of the coun-
try/ ruin seemed likely. A plan for a loan of 50 million
doilars for the purpose of stabilizing the currency and develop-
ing the resources of Manchuria was worked out. The finan-
cial concession was offered to the American group. This plan
was a new version of the agreement drawn up by Governor
Tang of Manchuria and the American consul-general at Muk-
den in 1907 for the creation of a Manchurian bank. In effect :
the American group was making another attempt to carry i
. through its plan for obtaining an “economic stranglehold” on
- " Memschuria.
el “\4}‘/;1:1611 this plan becémg known in the chancelleries of Europe,
e 1 Overlach, “Foreign Financial Control in China,” p. 214.
"~ 2Bau, “Foreign Relations of China,” p. 63.
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the British, French and German bankers suggested that the
Manchurian currency and development scheme be undertaken
jointly by the financiers of the four Powers. At first, the
American group refused, although it had just invoked the Open
Door Policy in order to obtain a share in the Hukuang loan.
Later it was forced to accede to the demand for several reasons:
(1) the desire of American finance to strengthen its position
in Manchuria against Russia; (2) the necessity for limiting
financial competition; (3) the inability of American banks to
float any large volume of Chinese securities on the American
market, as America was not yet a large investor in foreign secu- -
rities and big industries were still absorbing American capital.

The era of international financial trusts had begun.?

On April 15, 1911, an agreement was drawn up by the
bankers of the United States, Great Britain, Germany and
‘France for floating the Manchurian currency and development
loan.? The agreement was signed by the Imperial Chinese
Government, J. P. Morgan & Co., Kuhn, Loeb & Co., the
First National Bank, and the National City Bank; the British
Hongkong and Shanghai Banking Corporation; the German
Deutsch-Asiatische Bank; and the French Banque de I'Indo
Chine. The agreement provided for the loaning of 10 million
’ pounds sterling (approximately 50 million dollars) for render-

- for the promotion and extension of industrial enterprises in the

three Manchurian provinces. The rate of interest was to be
five per cent and the time of the loan was forty years. As
security the bankers of the four Powers were to have a mortgage
on the taxes on tobacco, production, consumption, and salt.
These taxes were declared in the agreement to be free from
all other loans, liens, charges or mortgages. The bankers were
to have first claim on them in case of default. China could
not abolish nor decrease these taxes without the permlssmn

-

o Croly, “lelard Straxght “ p 370 Bland, “Recent Events in Chma ” 

: 2MacMurray, supra, v. I, p 841. “ey
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This drastic agreement was known as the Chinese Currency
Loan. It marked a new stage in the financial control of China.
Willard Straight, the American consul-general who had engi-
neered the Manchurian Bank agreement, was the financial
representative of J. P. Morgan & Co. and had engineered the
Currency Loan. Two days after the signing of the loan, he
wrote to Morgan: “The significance of the Loan Agreement
signed on Saturday will be better realized five years hence
than it is today. It is the first tangible result of the new
policy inaugurated by Secretary Knox.” In his diary, on the
day the agreement was signed, he wrote: “The Currency Loan
is finished. Dollar diplomacy is justified at last.”* The

" agreement, in fact, laid the foundation for the first Chinese

Consortium, which later developed into the present Consortium.
It attempted to create a monopoly for the bankers of the four
Powers involved. Article XVI provided that “should the
Chinese Government decide to invite foreign capitalists to
patticipate with Chinese interests in the Manchurian business
contemplated under this loan, or to be undertaken in connection
therewith, the contracting Banks shall first be invited so to
participate.” In this way, the American bankers were ready
to disregard the Open Door Policy which had proved so useful
to them when other Powers attempted to set up a monopoly
for the exploitation of Manchuria. Against the monopoly
engineered by American finance, Russia and Japan protested,
demanding to be admitted on equal terms.

In the midst of these discussions the Chinese revolution of
1911 broke out. * The Boxer uprising eleven years before had
been a protest against the first scramble by European and
American business men for concessions. The revolution of
I0IT was a protest against the Manchu dynasty under whose
weak and corrupt rule the intrigues of the second scramble
for concessions had rendered China a vassal of foreign finance.
When the Chinese Republic was established and the various
Chinese factions had finally adjusted their differences, the
coalition government under Yuan Shi-Kai informed the Four

1Croly, supra, p. 402z,
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Power Consortium that China proposed to borrow $125,000,000
for general administrative reorganization. The respective
governments of the groups were informed also that it was
desirable that Russian and Japanese bankers be included in the
consortium.* After long and complicated negotiations the
Chinese were prepared to sign a contract embodying all the
important demands of the bankers of the six Powers. The
terms of the draft agreement were approved by the govern-
ments, who insisted in addition that foreigners be employed in
important administrative posts, and as tax collectors and cus-
toms supervisors.?

This was in 1913. In that year Woodrow Wilson began his
first term as President of the United States. The American
bankers asked the new president what his attitude toward the
proposed Six Power Loan would be. The form of the inquiry
was a request that the new administration ask the American
group to participate in the loan. Two weeks after taking
office, President Wilson issued a statement on the new policy
of the American Government toward investments in China, in
which he withdrew official support from the American group

headed by J. P. Morgan & Co. The statement read in part:

“We are informed that at the request of the last administration
a certain group of American bankers undertook to participate
in the loan now desired by the Government of China, . . . The
present administration has been asked by this group of bankers
whether it would also request them to participate in the loan. . ..

The administration has declined to make such request because it did

not approve the conditions of the loan or the implications of
~responsibi1ity on its own part which it was plainly told would be
involved in the request.

“The conditions of the loan seem to us to touch very nearly
the administrative independence of China itself; and this admin-
istration does not feel that it ought, even by implicatidn, to be a

party to those conditions. The responsibility on its part which o

would be implied in requesting the bankers to undertake the loan

~ might conceivably go to the length in some unhappy contmgency'

1Straxght “Politics of Chinese Fmance,. p. II. i
- 2Blakeslee, “Recent Develgpments in China,” pp. 110-161I. U. ,S.; :
“Forezgn Relatxons,” 1013, Pp. 170-171. a s
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‘of forcible interference in the financial, and even the political,
- affairs of that great oriental state, just now awakenmg to a
consciousness of its power and of its obligations to its people.
The conditions include not only the pledging of particular taxes,
some of them antiquated and burdensome, to secure the loan, but
also the administration of those taxes by foreign agents. The
responsibility on the part of our government implied in the en-
couragement of a loan thus secured and administered is plain
enough and is obnoxious to the principles upon whlch the govern-
ment of our people rests.”

This official indictment of the tactics and aims of financial
imperialism contained an important passage which showed that
the chief motive behind it was the fact that the first Wilson
administration represented the industrial, rather than the finan-
cial, interests of the country. “The government of the United
States,” the passage declared, “is earnestly desirous of pro-

- moting the most extended and intimate trade relations between
this country and the Chinese Republic. The present adminis-
tration will urge and support the legislative measures necessary
to give American merchants, manufacturers, contractors, and
engineers the banking and other financial facilities which they
now lack, and without which they are at a serious disadvantage
as compared with their industrial and commercial rivals.” 2

As a result of the withdrawal of government support the
American banking group dropped out of the Six Power Con-
sortium, indicating the necessity of the diplomatic support for
financial imperialism. The withdrawal of the American group
left a Five Power Consortium, “under whose auspices the
so-called Reorganization Loan of 25 million pounds was made
in 1913.”® Again, though the ambition of American finance to
exploit China did not materialize at the time, it served to bring
out clearly the dominant réle which American capital was
beginning to play in the Far East. This role was bringing it
into sharper and sharper conflict with Japan, which was also
striving to dominate the Pacific. An editorial on the Six Power

1 “American Journal of International Law,” v. 7, pp. 335~341.

21bid,, pp. 338-0.
3Lamont “New Consortium for China,” p. 4.
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loan in the Asahi Shimbun (a Japanese paper) of Osaka of
May, 1912, declared:

“The United States, having no territorial concessions and no
geographical facilities, has assumed the political and financial
guidance of China. . .. By bold and skillful diplomacy she has
"~ outmanceuvred Japan, Russia, and England, whose rights and
interests are predominant, and forced them to take a back seat.”

The outbreak of the World War in 1914—a climax in the
clash of imperialist interests in various parts of the world, and
not least in China—put a stop to active concession hunting,
The United States, for a time the only investing country not
involved, did a slight business during the carnage. In May
1916 the American International Corporation, a Morgan sub-
sidiary organized for foreign business, obtained a contract
for a loan from the Chinese Government for the improvement
of the South Grand Canal in Shantung province. The agree-
ment provided for a loan of $3,000,000 at seven per cent for
thirty years secured by the land and the taxes on the land
affected by the improvement on the canal and by the tolls and
taxes on the canal? In the same month the Siems and Carey
Co. of Chicago obtained a concession for building 1500 mlles
of railroad in China.?

The year 1917 found the United States an active participant
~in the World War. It also found Russia in the midst of a-
social revolution, and thus definitely out of the imperialistic
race in China. The two remaining rivals in Manchuria could
now come to an understanding. It has already been pointed

out that at the height of competition for spheres of interest

- the competing groups agree to respect each other’s spheres.

‘For the purpose of reaching an understanding on China 'a

Japanese mission headed by Viscount Ishii arrived in the

- United States and on November 2 signed a secret agreement

with Secretary Lansing that was to have far-reaching effects.

- The Lansing-Ishii agreement frankly committed the Umted
‘1 Bland, “Recent Events in China,” p. 331

2MacMurray, “Treaties and Agreements, v. 2, p. 1287,
‘ Sbed, PD. 1313-1324. Lo mis W
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