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The United States and the Hukuang Ra11ways A Case Study in Open
Door- D]plomacy (112 Pp. )

Director: Donald S. Spencer
This thesis is an analysis of President William Howard Taft's

dollar diplomacy and the open door in China through American
railway ventures in central and southern China from 1909-1913.

Documentation for the work consists primarily of the American

State Department correspondence on China cited in Foreign
Relations of the United States (Washington: Government Printing
Office, 1901-1905, 1908- 1913)

American participation in the Hukuang railway enterprise was
part and parcel of a gigantic American overseas commercial and
financial expansion during the first two decades of this century.
Throughout the negotiations of the loan, the American government

- under President Taft and Secretary of State Philander Knox took

the initiative in promoting American business interests in China.
The American banking group was organ1zed by the State Department
and used as a semiofficial instrument in securing a foothold in
the China market and in carrying out Taft's new economic policy
in China. The Open Door Policy was repeatedly invoked by various
powers during the negotiations as an effective weapon to justify
their claims and protect their interests in the Chinese empire.
American entry into the Hukuang project prolonged the loan
negotiations, intensified international rivalries in China, and
contributed directly to the outbreak of the 1911 Chinese
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Chapter 1
INTRODUCTION

The Sino-Japanese War of 1894-1895 pfoducedNa tremendous
political and}psycho1ogica1 impact on the Chinese Empire. For tﬁe first
Ctime in modern times, China was defeatediby Japan--a small nefghbor

which Tong had been conSidered inferior to tHe Great Central Kingdom.
-That humiliating war clearly revealed the fatal weakness and
ihcompetency of the empire, and inspire& a rivalry among imperialist
powers competing to expand at China's expense. The powers rushed to
the China scene end demanded their shares of the Chinese melon, wasting
no'time in taking advantage of the expected breakup of China.

The prob]em-riddeﬁ Ch'ing government could find no effective
‘means to resist the demands for specia]lecohomic and political

prtvi1eges put forward by these concession hunters. During the few
years fo]ToWing China's defeat, each major imperia]ist power carved
out a generous piece of China as its exclusive sphere of influence.
China's territorial integrity and political independence were gravely
threatened by Russia in Manchuria,_by_France'in southern China,'by
Germany in Shantung, by Jépah in Fukian, and by Great Britain in the
Yangtze River VaHey.1 |

The war also served as an eye opener to many of China's high

ranking officials, and particularly members of the'inte]]igentsia;

by making them more consciously aware of the 1n¢ompetency of the



empire aﬁd the urgency Qf the need for reform. Petftions and proposals
for economic, military,'po]itﬁcal, and institutional reforms‘were
submitted to the Imperial Government. Among the_vafious reform
programs, railway construction waslgiven priority as one of the chief
methods to modernize the country, to develop its interior, to
facilitate its:defense, and to stréngthen the authority of the Imperial
~Government so that one day the Great Central Kingdom mightionce again
be on itsifeet, a vital nation capable of competing with the
imperialist powers.?

One question, however, remained to be answered: »where could
China obtain the moﬁey needed to build its railways? On the verge of
total bankruptcy, the Chinese Imperial Government could not possibly
pkovide the funds to finance the railway projects. There was but one
a]ternative; to borrow money from the powers.

China was reluctant to approach the European powers and.Japan
for financial aid because past experience had taught the Chinese that
these powers sgke]y would make use of the opportunity to acqufre more
concessions from China and to extract more economic and political
privi]eges, Berrowing money from these powers, the Chinese authorities
feared, would further weaken China's position and gradually reduce her
to the status of a dependency to the imperialist powers. Besides, any
further complication in the already chaotic situation of the'empire~
~would probably give rise to widespread popujar resentment and unresf
~and well could contribute to the downfall of the Imperial Government.

Out of this consideration, China granted an important railway -
concession--the Peking-Hankow 1line--to the Belgians who presumably were

incapable of constituting a major threat to the Chinese Empire.?



But Chinese officials soon_discovered that the Belgian corporation was
- but a front for Frenchiand Russian financial interests. "There is
ground for believing that this Franco-Belgian-Russian project was but
part of an ambitious scheme," Historian Westel W. Willoughby wrote,
“under which'the Russian Sphere in the nofth would be ultimately united
~.to the French sphere in the south."* That was exactly what the Chfnese
had tried desperately to avoid. This tuhn of evénts helped Amefican
bankers in the conteét for the rights to construct qnother important
trunk line: the Hankow-Canton'railway;

After carefﬁ] considération, the Chinese government decided to
seek financial assistance from the Americans who éo fa} had not taken
advantage of China's difficu]ties by c]aiming political accommodations
in return for monetary assistance. In the éyes of the Chineseé the
United States was less aggressive than the European powers‘and Japan.
Although it had enjoyed, and had no-wish to relinguish, the same treaty
privileges and extraterritoria]ity in China as the other powers, the
‘UnitediStates had not, so far, made war to force concessions from China.
Furthermoré, in the field df railway devélopment, the Americans had
accumulated. valuable experience through the construction of thefr
_transcontinenfa] railways. |

On 14 April 1898;'Wu_Ting-fang, the Chinese Minister in
Washington, signed a Toan contraét with A. W. Bash, representative of
the American China Development Company. In the contract, the
Deve]opment'Company undertook to finance the Hankow-Canton railway,
aﬁd to supervise its construction and operate the railway dqrihg_the

50<year']oan period.® The Hankow-Canton project was the first



: important concession Amgrican bankers had acquired since China had
turned to seek foreign loans for the construction of its”railways.

After a survey of the projected route during thé winter of
1898-1899, the company requested a substantial revision of the Toan
contract to inc]ude several branch lines and absolute American control
.of the enterprise. Each of the fouf major branch Tines proposed by
the company was, by itself, long enough to be an independent railway.
Together with the Hankow—Canton line, they would cover two thirds of
southern China. |

The Chinese government considered the American terms excessive
and unacceptable, and was determined not to approve'them.6 The Toan
negotiations was deadlocked for a full year. Eventually, the
Deve]opmeht Company took the initiative to break the deadlock by
stepping_back.from some of its original proposals. On 13 July 1900,
a supp]ementaryfagreement‘was reached which_cdntained none of the major:
branch lines desired by the company. The»cohpany also relinguished -its
insiétence on absolute Amekican control of the 1ihe during the Toan
period.” There was much relief upon the conclusion of fhe contraét,
yet it was too early to be optimistic about the future of this enter-
prise. | |

}The Chinese governméﬁt granted this important concession fo the.
American,China Development Company with the express purpose of avoiding
pd]itica] entanglement with the European powers, whose position and
infduence a]ready had'been too solidiy established within the empire.
China's concern over its integrity was emphaticaliy specified in

Article 17 of_the~Hankbvaahtbn contract which provided that



no transfer of rights to any other nation or nationals would be
permitted.® |

The article clearly revealed the Imperial Government's fear of
foreign‘dominatfon and its ihcdmpetency to manage its domestic affairs
and deal with the powers. The Imperia]IGovernment was too weak to
‘challenge the deeply entrenched foreigh interests in China. The only
‘gamelleft for it to play was not how to reduce or eliminate foreign
spheres of interest in China, but how to maintain the balance of con-
cessions among the powers. Only by playing the powers against each
o;her and‘ﬁy keeping them in constant rivalry would the empire have a'
chance to survive. Any sharp increase or decreése of the strength and
influence of‘one particular power might well disturb the delicate
balance and pose a serious threat to the empire‘s_very existence.
That was why'China insisted that Article 17 be included in the
supplementary agfeement as a guarantee that the Americans, not the
British or the French or the<Russians or others, would control this
strategic Tine.® |

There is 1ittle doubt that the company officials perfectly
understood the message carried by thié vital provision and the'grave
po]itical'situation of the empike. Yet, consciously or unconsciously,
the company ignored this provision.and allowed its stock to be marketed
in order to make a profit. The Belgins, representing Russian and
partiéular1y4Frencﬂ interests and seeking to undercut‘the American
project, bbught‘contro1 of the company in‘the open market.!®

This butkight.vio]ation of the agfeement placed‘the Chinese .

~government in a difficult position re placating the opposition of the



provincial leaders who démanded the return of railway rights to their
hands and feafed foreign domination of their‘economic-and political
affairs through the construction and opération.of this trunk line.
They feahed not without cause what the Russians and Japanese had done
in Manchuria. If the French—Russién interests shoh]d now'gain hold
of the HankowéCanton~rai1Way through the purchase of stbck from the
Amefican company by‘their Belgian representatives, China's railway
system from its northern to its southern border would be controlled by
the Frenth and the Russians. The transaction would gravely disturb
the balance of'foreign'interests in China, estab]ish French-Russian
domiance over the economic afféirs of a 1érge part'of the empire with
obvious po]iticé] consequences, and gfve rise to more turbulent internal
aéitation and unrest. |
| Since the Opium War of 1840 and especially since the Taiping
Revolution of 1851;.the Manchu government had declined rapidly and
had lost much of its control over the provinces. Any further fofeign
encroachment upon China's kights or concession made to the powers
_ coU]d, at.any time, cause violent popular reaction and easily Tead
to an anti-Manchu revolution. What the American bankers were concerned
about was how much money they could make through the sale of the
company's stock in the open market. What concerned the Imperial
Government was the very existence of the empire. Outraged by the
conduct of'the»company and confronted by enormous pressure from the
provinces, the Chinese government decided to cancel the American .

concession. Other reasons for this drastic measure were due to the



7
delay and high cost of the construction, mismangement of the enterprise,
and inappropriate_use of the funds.*le |

Although the company had been deeply penetrated by foreign
‘capital, the American government regarded the company as "in good faith
Aherican“ and had declared that the American government would take the
sole responsibility to deal with all diplomatic problems affecting the

12 Seeing

company and continue'to.protett the rights of the company.
that the Americans had no intention -of admitting their violation of the
contract or of taking measures to remedy the situation, Shen Hsdan-huai,
Director General of the Hankow-Canton rafiway, responded by ordering
the American depository on 22 June 1904 fo refuse further bond
de]iveries'to the company; Construction on the entire line stopped.!?
This time, American financiers took China's warning seriously.
J. P. Morgan and Company, in an effort to save the enterprise, managed
to buy‘back from the Be]giané a majbrity share of the company‘s
stock.'* ‘Urged by American financial interests, and assured that the
company was back in Ameriean hands, Secretary of State John Hay started
~a new round of dip]omatiC~actions on behan of the compdny. He
declared that the American government would not "tolerate such an act
of spo]iatiqn," especially since the Amerieans had regained control
of the company after "great sacrificies."!®
Beeauee of strong provincial opposition to the loan, the Manchu
government was afraid of taking any step that might intensify the
widespread discontent and unrest in the provinces.'® The Imperial

Government could not afford to gamble with the destinay of the empire

merely to please the claims of American railway financiers.



Beéideé, the conduct of the Development Company in the past gave the
Chinese feéSon to doubt its sincerity to carry on the project. The
Chinese government had made up its mind to cancel the loan and offe}ed
to make reasonable compehsation'to the company for the termination of
‘the contract.ll7

To avoid direct confrontation'with the American government, the
Chinese legatfon in Washington quietly approached representatives of
the company for a settlement Qf tHe;dispute. On 3 June 1905, an
agreement was reached between the two parties. China agreed to pay
$6,750,000 indemnification fo cover the railway properties and}the
bonds sold by the company.!® The terms of the settlement were onerous
to the Chinese.'vThe indemnity they were compelled to pay, although
greatly reduced from the original American claims of $18,000,000,
was still $3,750,000 in excess of what the Americans had spent.!®

The American Minister in Peking, Mr. W. W. Rockhill, was
strpngly opposed to the sale ef the concession. In his cable to
President Theodore Rooseve]ﬁ, he severely ckiticized the_cbmpany and
pointed out that, as a result of the transaction, the Hankow-Canfon
railway project probably wouid fall 1nto’the hands of the European
powers which would produce harmful effects on American commercial
%nterests in China. He further stated that the cancellation of the
- enterprise had shaken belief in American'busihess integrity and that
~American financiers would not be ab]e to get new concessions’for years
to come.?° .Rockhill reported to the neW'Secretéry of State, Elihu
Root, that the company was taking advantage of China's difficulties
and China's desire to regain control of the railway by selling ihe

enterprise at an exorbitant price.??



Roosevelt also was against the sale of the concession. He
pkomptly intervened and asked;the American bankers to stay;in the field
~even though that meant a temporary setback to their best financia1

interestsg In his letter to J. P. Morgan, he guaranteed full
governmental support of the bankers and urged Morgan against the
cancellation.?? ‘Rooseve1t's argument against the cancellation df the
concession derived iarge]y from his,genera] conception of American
prestige and ihterestS'abroad..'He.was not so much concerned about
the company and the project as he‘was aboui the -honor and credibi]ity
of the United States. In his opinion, American interests in China
-would be endangered if the Chinese were allowed to annul foreign
contracts at will. He wanted to show the Chinese that the American
government was a]Ways ready to protect the American commercial
interests abroad. -He be]ieved that keeping the concession would pay
off in. the long run.?3 |

Nevertheless, a majority of the company's directors and
shareholders were apparently satisfied with the handsome profit they

could extract from the heavy indemnity,lénd théy were'determined to
$e11. The shareholders of the company voted on 29 August to accept
the indemnity agreement of June 1905{2“ Seeing thét the decision for
cancellation was irreversible, Acting Secrerary of State Francis B.:
Loomis notified the Chinese Minister in Washington on behajf of .the
American government that, because the company had decided to sell

the concession, the United States Government would ﬁof interfere with
the settlement. 25 Thus, after continuous bargaining and hagg]ing for

seven years and three months, with Tittle accomplishment, the
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American China Developmént Company lost the only important concession
obtained by Americans during the battle of concessioné‘after 1895.

The cancellation of the Hankow-Canton concession injured
American prestige in China. The high price exacted by the American
company left substantial i11 will among the Chinese toward American .
capital. Three years lafér, when the United'Stateé again entered the
contest for the control of the Hukdang railways, natives of the affected
provinces still were resentful of the actions of the American China
Development Company. Former Miﬁistér to China Rockhill referred tb
the cancellation of'the concession as the "greatest single loss the
United States had suffered in China."?® The impbftance attached to
‘the Hankow-Canton project reflected a growing conviction that if the
United States were to have a voice in China, it must héve investments
there. With investments went trade and influence. Without thenm,
American business interest could never expect to gain a foothold in the

China market.
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Chapter 2
AMERICAN ENTRY INTO THE HUKUANG LOAN

After thé Hankow-Canton railway was redeemed from the Americans
by the‘ImperiaT Government, the local gentry of. the affected provinces
agitatéd for placing the railway busihess'into their hands ds a
private bﬁsiness and began-toAraise~funds with the intention of
bui]dihg the réi]ways through their efforts. Construction was started.
“in Canton in 1906 and sections of rails were laid in the_KWUangtung
sectioﬁ of the Hankow-Canton trunk line.!

The example of the Cantonese in financing'and bUi]ding their
railways was enthusiastically followed in other provinces and, before
long, a natidnwide_moyement to undertake railway construction through
provincial efforté was taking form. Numerous organizations éprang up
to raise private capital for the constructionvof their railways.
Pub]ic'sentihent ih_favor of independent railway construction was so
strong and irrestible that the Imperial Government acquiesced in this
nationalistic movement.?

Despité a disp]ay of‘patriotism'and,public enthusiasm, however,
Tittle was accomplished. The Hunan provincial authorities planned to
comp]ete_thevsebtion of the Hankow-Canton Tine within the Hunan border,
but they managed to construct no more than 32 miles of the line
between Changsha and Chuchow at a cost of CN$8,000,000. The Hupeh

authorities raised an insufficient sum of CN$450,000 to build the

13
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'section wﬁthin the HUpeh province and accomplished nothihg until the
Impéria] Government had contracted the Hukuang loan with the powers.?
The capital required for the construction of a major trunk 1ine.suph as
the Hankpw-Canton railway was’enormous and far beyond the ability of
China's financial organizations of the period. The railway projects
that had been undertaken proved to be far too ambiinUS'for the
financial capacity of the local gentry, and they invariably failed.
‘With the exception of Kwuangtung, Kiangsu, Chekiang, none of the other
provinces had the means of carrying out even a substantial part of
its plans. The dream of constructing the entire line from Canton to
Hankow through provincial efforts remained 1arge]y'unfu1f111ed. By
1909, 1t was clear thdt only the national government coh]d undertake
the responsibi]ity of constructing the nation’s railway system.“

In 1909, Sheng Hsuan-huai, Director General of the Board of
Ports and Communicafions, sent a memorandum to the Throne in which he
urged the Imperial Government to nationalize all railway enterprises
in China and to take over all railway Tines built by private capital.®
Director Sheng's aim was to remedy the failure of private capital and
to speed up China's‘rai]way'development'through the efforts.éf the
central government. Sheng's petition soon was approved by the Tﬁrone.
Henceforth, according to the Imperial edict, all trunk 1fnes were to
belong to the government and all the.rai1way'companies organized in
the provinces were at once to revert to the government. The govern-
ment would complete these railway projects without further delay.
Branch Tines might still be constructed by local authorities and
priyate enterprises, but all previous permits from the Imperial

Government for the building of trunk lines were cancelled.® The
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first rai]way_taken over by the Imperial Government was the Hankow-
Canton line which the local gentry of Kwuangtung, Hunan, and Hupeh
had failed to complete after five years of controversy.’

The nétionéTization program was one of the governmeht's few
choices and probab]y was in the best interests of the natﬁon. Again,
the probTem was finanéial: where could the government;find énough
funds to carry out this program? Without sufficient means to fulfill
its ambitidus:goa1s, the Impefia] Government again turned to seeking
foreign financial assistance for the ‘construction of its railways.

% * *

The European powers lbng had coveted the rich economic
prospects of rai]Way enterprises in southern China. Even before
China's nationalization program was formulated, thé'powefs had begun
serious discussions among themse]veé about financing railway projects
inrsouthern_China without any previous'consu1tation with the Chinese
‘.government.8 Despite the:frustrations of the American China
Deve]obment Company,. the American government had no intehtion of
“Tleaving the China scene and relinquishing the entire field of
investment to the Europeans. Even before the cancellation of the
Hankow-Canton concession was made final, the.Americans‘became
interested in the construction of another railway trunk line Tinking
Hankow with Szechuan--one of the richest provincés in the empire.

In the summer of 1903, Minister E. H. Conger learned that
the Chinese railway.administratibn was planning this line. To prevent
competition from ofhér powers, Conger promptly applied to the ChinéSe
government for the rights to construct this line. At about the same

time, the British approached the Chinese government for this
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concession. They were notified by the Chinese gbvernment that, if
provincial authorities should fail to raise enough funds for the
construction of this 1ine, American and British interests would be
consulted as to the rights to finance this railway.®

Neither the Americans nor the British made much headway. The
provintial authorities still were trying to faise-mdney to constrdct
the Tine through their efforts. The Imperial Government was cautious
~and had no wish to intensjfy the tension between fhe provinces and
_ the central government. Encouraged by the American legation 1in
Peking, several bids had been made by American syndicates for the
‘Hankow-siechuan project, but the Chinese gbvernment did not give its
consent and refused to make any commitment. The American bankers
consequently Tost much of their:interest in the enterpriSe and turned
e]sewhere for investment opportunities.!®

The British did not give up easily. British and French bankers
met in London in October 1904 fo,dischss the possibility of organizing
a joint company and merging forces to finance'and build the Szechuan-
Hankow fai]way. Through the American legation in Peking,'they also
extended an invitation to American financiers to join the project. On_
two occasiqns, 25 July 1905 and 19 September 1905, the British
ambassador in Washington inquired at the State Department about whether
or not American capitalists desired to participate in this enterprise.!!

The State Department urged American ffnanciers to consider the
British 6ffer but failed to arouse sufficient American 1nterest.in the
project. Wishing to reserve American rights to the concession, the

State Departmeht informed the British government that, although the
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department was not able to supply an fmmediate reply to the British
ihquiry; the.American government by no means had relinquished the
right of American capita1.to participate in this enterpm’se.’-13 The
British authorities were impatient with the irresolute American answer
and-drged the Americans to give a definite reply at an early date. 'On
27 September 1905, in his letter to the British ambassador, Acting
Secretary of State Loomis expressed his regret that the State Department
sti]T was unable to inform the British government of the intentions of
American capitalists in connecfion with the proposed railway prdject
from Hankow to Szechuan. **

Since American.bankers had not shown any reél interest in the
enterprise, the British and French interests with their new partner,
the German group, decided,to proceed with the loan negotiations. The
railway negotiations revived in full a spirit of competition among the
British, French, and German financia1 groups. After arlong and
érduous-negotiation, ah agreement was reached and initialed by.the
representatives of the Chinese government and'Brﬁtish, Frehch, and
Germqn banks in Peking for a loan of £5,500,000 on 6'June 1909. The
]6an'was negotiated for the construction of the Hukuang railways which,
according to the contract, comprised the Hupeh section of the Hankow-
Szechuan line and the Hupeh and Hunan sections of the Hahkow-Canton
’1ine. The loan was guaranteee by'the Chinese government and was
secured by revenues of the projected fai]ways and general Iikine
(a.Chinese provincialrtax at in]aﬁd stations on imports or articles
in transit) and import taxes of the Huhan and Hupeh provinces. The

agreement was to be formally signed when approved by Imperial edict.'®



18

Through an arrangement between‘the three bankihg groups, the Germans .
surrendered their recently concluded Hankow-Canton loan to the British,
the British gave the Hankow—ézechuan loan to the Germans, and the French
received a one-third share in both loans andsa 5 percent commission on
the purchase of'réi1way materfa]s used in the construction.!®

The American State Department'had not lost its interest in
raﬁ]way investment 1n.southern China. Late in May 1909, the State
Department learned of fhe negdtiations between the three foreign
banking groups and the Chinese governmeht through press reports.
According to_these reports; the loan being negotiated would cover not
only the Hankow-Canton projeét but the Hankow-Szechuan line also.}?
The American government immediately reminded the Chinese and»éritjsh
governments that, by promise made in letters to the American Minister
in Peking by the Chinese government in 1903 and 1904, any foreign
concession for the Hankow-Szechuan Tine was first to be offered to
British and American companies.‘e. By the inclusion of this Tine in
the Toan negotiations, American business interests, contrary to the.
promises made by China, were being excluded from participation in the
concession.

On 5 June 1909, one day before the conclusion of the loan
agreement between the European bankers and the Chinese governmenf,
the American chargé d'affaires in Peking, Henry P. Fletcher, acting
under instruﬁtions,from the Staie'Department, sent a letter to Prince
Ch'ing, head of the Chinese Foreign Office, explaining the American
position and trying to make the Chinese government reconsider its

tkansaction with the European bankers. In his 1etter,.F1etcher
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reasserted that the United States had taken no action which could be
construed as a relinquishment of theiright of American capital'to
participaté in this enterpriéé. He fequested that Prince‘Ch'ing
notify Viceroy Chang Chih-tung and other officia]s.in_charge of the
enterprise that the American government insisted that the assurances
of 1903 and 1904 be obsérved, and that American capitalists be
consulted and allowed to participate in the loan about to be floated.!?

Washington's deepening interest in financing railway enterprises
'in China obviously was encouraged by the raf]way'nationalization
movement in China and the fruitful opportunities this deve]opment
woq]d'bring about. fhe construction of railways was the chiefrmeans.
of'internal development in China. It would open the way for greater
investment of foreigﬁ capital and create a larger market for'foreign
manufactured goods. Being denied the right to participate in the
raiiway loans would mean loss of markets.and investment opportunities.

The European financial groups and the Chinese authorities
-were annoyed by the United States' last minute_réquest;A None of them
had any intention of letting the Americans partiéipate in the present
loan because American financiérs never had given an affirmative response
to their repeated invitations. Now that the agreement was about to be
concluded, after so much time'and energy had been spent, neither side |
wanted to see the United States squeeze in and break the understanding
that just had been'reéched bétween clashing interests. None .of fhem
Ahad the patience to reopen negotiations merely to please American

business interests." Déspite loud protests from the Americans, the
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Imperia? Government initialed the Hukuahg,Loan Agreement with the
British, French, and German financial groups on 6 Juhe'1909.2°

China had a reason for concluding the agreement as fast as
possible.  For years, there existed in the Hukuang provinces a "strdng
opbdsitibh to the borrowing of foreign capital” for railway
c:onstru(:tic;n.'21 The Imperial railway nationalization policy had
arbused violent protests'from the provinces, and a movement to recover
railway concessions from the cont%ol of foreign power§ had spread to
severa]lpmvinces.22 ‘Chinese patriots resented foreign encroachment.
upon China's rai]wayé, resources, territorjes,'and political integrityf
This popular resentment had been nouriéhed by more than half a
century's foreign intervention in China's domesﬁic affairs, economic
and political. Past experience had taught the Chinese that they could
not expect any genuine he]p‘from the powers to modérnize their |
country. The construction of each railway with foreign capital always
had been followed by the extension of the political and economic
rights and privileges of one or more powers in China.

The heavyhanded dealings of American financiers and their
disrespect for contractual obligations in the case of Hankow-Canton
enterprise infuriated the provincial gentry and made them extfeme]y
suspicious of fbreign_capital. Besides, this Widespread.antiforeignism
was mixed with a strong anti-Manchuism. The imperia],Government under
the Manchus often was blamed for all the evils and misfortunes Chfna
had suffered since'the‘Opium War. It was not an unpopular belief
that the Manchus had.approached the end of their dynastic cycle and-

that their ru]é should be replaced by something new. Foreign loans



and concessions theréfore often had been cited as proof of the
government's betrayal of nationa]'interests.

The fundamental attitude :of the Imperial Government toward
foreign encroachment was not so much different from that of-the
pronncia] gentry. ~In one respect, the Manchu rulers were as
antiforeign as their subjects, but their antiforeignism was exhibited
in a fundamenta]]y different way. The Manchu ru]érs‘knew very well
that, unless the empire was substantially strengthehéd militarily
and industfia]]y, it never would be able to resist féreign
encroachment. They changed their tactics from open confrontation to
borrowing monéy'and technology from the Nestern powers fqr the purpose
of building up China's strength. They_hoﬁed that China eventually
would revive its past grandeur and successfully compete with the
powers. - This was a new kind of antifpreignism. However impractical
this policy might have been, the purpose of the Manchu rulers was not
to accommodate the foreign concession hunters but to revitalize the
dying empire and eventually overcome forefgn encroachment. Under the'
Ch'ing government, without a drastic revolution to change the dynastic
system, this could only be a dream. The:Ser-strengthen{ng Movement
at the end of the niﬁeteenth century, and the refbrm efforts before
the 1911 Revolution, were all part of the Imperia]uGovernment's grand
_effort to salvage the tottering empire and eventually resist foreign
encroachment and invasion.?3

The haste shown by the Imperial Government to have the contrac
initia]éd may be understood when local conditioﬁslin southern China
are considered because there would be less opportunity for local

radicals to agitate if the government; through Viceroy Chang Chih-tung
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who enjoyed great prestige_and}authority among the provincials, pushed
Qhead its railway plan without hesitation and argument. The'agreement
“with the three banking groups was especially welcome to Chang
Chih-tung because it prevented a pro]ongéd period of wrangling over
terms. American participation in the loan could only disturb the
~ settlement and start a new round of negotiations which could

indefinitely delay and eVentUa]ly.destroy the railway construction
program of the Imperia]:Government due to the unpredictable provincia]
opposition.

After the signing of ﬁhe June agreement, not only did
Chang Chih-tung objéct to American intervention, but so didkthe three
foreign groups, because any delay now might invalidate what had been.
accomplished. The British particularly were resentful of American
interference. In a memorandum to thé American State Department, Sir
Edward Gfey, the British Froeign Minister, informed the State Department.
that London had decided to procéed in the loan negotiations with the
Chinése'government on the assumptidn that American capitalists did ndt
desire to participate after their repeated inyitations extended to
‘American_bankgrs had not received“any favdréb1e restnse.

Grey pointed out that these negotiations had been a matter of
common knowiedge and that at no time since.their inception had any
intimétion been received of a desire of American financiers to take
part in them. Therefore, declared Grey,

His Majesty's Governmenf would scarecely féel justified in
interfering with the arrangements concluded, after such protracted

and arduous negotiations and under their auspices, by the British
financial group interested in the matter.?"
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The British government, Grey explained, had no fntention.of
prejudicing any rights-or obligations Which existed between the United
States and the Chinese government; but, insofar as the British
‘financiers were concerned, it was clear that they were entitled to act
.fndependently and, indeed, could not be expected, after what they had
done t6 invite American bankers to participate in the loan, to do
otherwise.2% Washington was asked by all four governments not to press
its claims at so late a date but to be satisfied with future
cooperation with the three banking groups.2®

Neverthe]ess; the State Department was determined to get a
share in the Hukuang loan for American business interests. The
départment\fe]t that the British had nq_%ight in their memorandum to
imply that the Unitéd States héd relinquished its right to participate
in the Hankow-Szechuan project. The department further maintained
'that the United States never had withdrawn officially from the Szechuan
project and that the American rights rested upon China's assurances.
The so-called assurances from China were nothing more than én
ambiquous reply that British and American,financia] groups would be
consulted in case foreign capital was needed for the cbnstructjoh of
the Hankow-Szechuan railway.?’

‘Chargé Fletcher admitted pri?até]y that the Conger
correspondence was none too favorable to the American cause; but, the
Chinese ‘recognized the Conger assurances as valid, thus permitting
Fletcher to go on pleading Washington's case.?® To justify its claims,

the American government invoked the Open Door Policy to achieve its
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,end. ‘The State Department instructed its ambassador in London to state
to the Foreign Office that
'fhe Government of the United Stétes regards full and frank
cooperation as best calculated 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 the end.?2?
China was not against American'participation in princip]é. If
the Americans had made their c]aims.ear]fer in the negotiations,.the
Imberia] Government would no doubt have admitted them into the
enterprise. Viceroy Chang Chih-tung informed Fletcher that if American
capifa]ists had come forward during the negotiations he wou]d have  had
‘no objections to~é]]owing them to pértiéipate, but he thought’the-
matter now had gone too far to be reopened. Viceroy Chang assured
Fletcher that other foreign loans would be needed and that American
participation in them would be welcomed by China.®® The three foreign
financia] gfqup; also favored American cooperation in future business
"but expressed the opinion‘that it was too Iate,4as well as inexpedieht,
to try to delay the final signature of the presént agreement which was
reached after much difficd]ty, Representafives‘of the three European
groups, according to Fletcher, probab]y.would use every effort to have
the Imperial edict issued at once.®’ |
Despite assurance§ made by the Chinese goveknment and the three
groups that American bankers would be welcomed in future loan
opportunities, the State Department had made up its mind to share in
the present loan. In his instruction to Fletcher, Secretary Knox
b]aﬁed the Chinese for not duly notifying the Uﬁited States of its

intention to f]bat.a loan for the Hankdw¢Szechhan railway. The

American government, Secretary Knox asserted,
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“holds that the fact that negotiations have gone so far and that the
~representatives at Peking of the foreign groups would have it now
considered too late to try to delay final signature of the present
agreement does not in any wise absolve China from her plain
responsibility to usf32
Knox further stated that the present assurance that American capital
would be granted participation in future loans could scarcely be
considered a quid pro quo sufficient to warrant a waiver of present
undoubted rights. China's failure to meet the just claim of the United
States would be, practically, to evade a solemn obligation and show an
unfortunate lack of appreciation for the consideration which the United
States Government had so long shown the Chinese government and which
would not be compatible with China's.repeated professions of friendship
and good will.®3 Knox announced that an' American banking group now
was
prepared immediately to enter on such negotiations with the British,
French, and German financiers when the Chinese Government has
fulfilled its clear duty by informing the representatives of the
groups with whom this loan has been tentatlvely negotiated that
American capitalists must be admitted. 3 :

Throughout .June and July, Washington kept after Peking while at
the same time trying to persuade the three European banking groups}to
admit American capitalists into the loan through direct contacts with
their governments. Under pressure from the American government, the
Chinese government decided not to resist further the American claim
to a share of the loan.  Viceroy Chang Chih-tung notified the American
legation. through the Chinese Foreign Office that he was willing to
allow Amehican~participation in the present loan if the three European

banking grbups would agree but that he did not wish to. take the

initiative in persuading the European bankers on behalf of "American
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interests. 3% Sécretary Knox directed Ambassador Whiteléw Reid in London
to point out to the British government fhe menace to foreign trade
likely to ensue from the lack of proper‘Sympathy betWeen_the powers
.most interested in the preservation of the prihcip]e of'equalify of
commercial opportunity, and to add that American participation in the
enterprise would strengthen the open-door énd the integrity of the
Chinese empire.3®

Under instructions from the State Department, Ambassador David
J. Hill presented the Ameriéan case to the German government. Hill
stfeSsed that because sbme.governments had used great pressure to
obtain economic advantages in Chipa_for their nationals, it could not
be to other nations a matter of indifference if their cftizens failed
"to reéeive due consideration——especfal]y when that had been specffica]]y
promised.®” Hill asserted that, in his opinion, the American government
was.the least aggressive of any of the great powers in demanding, from
the oriental countries, specfaT privi]éges of any kind, never having
asked for anything.but an open door and a fair field.

On the other hand, Hill did not think that the American
government would find it possibTe to neglect the interests of American
‘capital and enterprise in the Far East by passing over in.si]ence'the
efforts of other governments to Secure speciaT favors for their
nationals to the exclusion of Americans. He_expressed a wish that the
German government would understand the position of the United Stafes.38
Similar American presentations were made to the French_goverhment.39

| In the 6 June Agreemenf'with the European powers, the Chinese

government pledged general Tikin and_provincia]Irevenues as security



for the Toan.*® Since the United States, by a treaty with China in
1903, had promised to support China in securing an increase in the

customs tariff in order that likin might be abolished,*? the American
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government found another excuse to force its way into the Hukuang Toan.

Fletcher warned the Chinese that this vital provision in the agreement

could prodUce4sérious political consequences. = In case China fai]ed to.

fulfill its treaty.ob]igations or execute its payments according to th
loan agreement, the,provincia]‘revenues and general 1likin of Hupeh
and Hunan would be controlled by the Europeans.

Fletcher noted that because the Toan was to be secured on
provincial revenues, it was important that the United States should.
participate in the enterprise in order that the American governmeht
would be in a position to exercise an influence equal to that of the
‘other three powers in any question that should arise, and to énab]e
the United States, at the proper time, to again‘supporf China in her
endeavor in securing the abolition of Tikin and the increase of the
customs tariff.*2?  Fletcher emphasized that, in view of the constant,
unwavering friendship which the United States had shown toward China,
the Chinese government shouid be the first to desire the sa]utéhy
influence of direct American'intereét in this great 1nvestment.“5'

fo make things easier for'the'Eufopean interests'to accept
American part{cipation, the Americans proposed to extend the
Hankow-Szechuan line to Chengtu.so that American bankers could get an
equal shake in-the loan.** The 6 June'Agreement'Eovered only the
Hupeh section of the Hankow-Szechuan line. if the line could be

extended to Chengtu, the loan controversy could be settled without

e
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much difficulty; however, Chinese authorities were opposed to the
proposal. ~Viceroy Chang Chig-tung explained to Fletcher fhat the
American proposal to inc]ude,the-ehtire Hankow~Szechuanvline was
impracticable at theApresent time because the people of‘Szedhuan‘we?é‘
opposed to employment of foreign capital and were raising funds from
local sources fér.the consfruction of the Szechuan porinn of the line.
Later, it might be possible to employ foreign’capita]_in the
consfruction of the Szechuan portion; at the moment, tﬁé~nativés of
that province were éonvinced‘fhat they were able to finance it.*?

At the insistence of'the State Departmeht,_the_thrée European
groups agreed to accept American participation in principle.“® Yet
the inclusion of American capital in the loan was not without
restrictions. The British Foreign Office'explicit1y expressed its
_hopé that the Unitéd States should not use the opportunity to.p]ace
obstacles in the way of the issue .of an Imperial edict approving the
agreement for the construction of the Hukuang railways which a]ready
had been Signed.57.,The Imperial German Government, in equally
explicit terms, expressed its wish that American bankers should neither
delay nor éssentia]]y modify fhe exiSting‘agreement with the Chinese-
government, and should make its conditions as light as possible.*®
“Seeing that the European powers'had decided to include American bankers
inAthe enterprise, Chang Chih-tung promised to delay memorializing for
“an Imperial edict to ratify the ]oan'agfeement until time had been given -
for American financiers to reach an -understanding with the European

bankers."?
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The inclusion of American capital in the Hukuang loan apparently
was an American success. It was too early, however, for thé'Americans
to congratu]ate themseTves on this diplomatic victory.- New problems
. arose as.éoon as the fdur bénking groups entered into serious
negotiations concerning the shére of the loan and specific‘rights to

the construction of the Hukuan railways.
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Chapter 3
'RIVALRY AMONG THE FOUR POWERS

Having made considerab]e'progress toward American participation
.fn the Hukuang‘lqan, Washington,tufned next to Néw York to search for
sufficient financial ihferests to ¢arry,out:thé'govérnment's economic
'program in China. An American group of Nevaork bankers was hastily
éfganized to participate in the entekprise. Members of thé group who
'signed the articles of organizatioh on 11 June 1909 were J. P. Morgan
and Compdny, the National City Bank, Kuhn, Loéb and,Company, the First
National Bank, and Edward Henry Harriman. Washington's invitation to
the bankers did not promise any immediate reward. It streésed the
patriotic responsibility of preserving the China market as an Qut]et
for the products of American ihdustry.l_

In the case of American participation in the Hukuang loan,
fromlthe start the initiative came from ihe State Department. Although
it.isva usual practice to see private business.ihterests pulling the legs
Of'the American government, trying to influence its policy to meet
théir‘needs, it is unusual to see the American government taking the
initiative in promoting private buéine55>enterprise abroad. During
Taft's_administration; this role was reversed. The Stétement
Department had, in effect,'pkopOSed to a group of Americén financiers
_thé desirability of business investments in China as a matter of

American national policy -and asked them to form an American banking
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group to carry out this policy in China. The group inc]uded,three or
four of the most powerful financial groups in the United States and was
used as a semiofficia]-instrument by the American government;2 which
now was poSitivé]y interested in promoting-American'inf]uence‘in China
by means of American investment. The American government under Taft

.had formulated this new China pb]icy and began to support it with all
the diplomatic resources of the State Department.

According to the terms of the 6 June Agreement, ‘the Britfsh and
the Germans enjoyed greater Eights in regard to chief engineers and
auditors than the French, who participafed Qn]y in the financing of. the
project and had équa]lpreference in regard to furnishing'mater{ais for
the railways.® Mr. Fletcher, unable to provide satisfactory answers to
inquiries from representatives of the Eukopean,grOUps in Peking as to
how far the United States would desire to change the present égreément,f
sehf a telegram to the State Department asking if the American group
wou]d be content to participate in'the loan on the same footing as the
French group, and how much of the loan it would be satisfied with."

In his reply to the inquiry from the-Ameriéan legation in
Pekihg, Secrétary Knox informed Mr. F]etcher that the American group
was willing to participate in the loan on»the Ffench basis, i.e., 25
percent.bf the total loan on terms identical with those of the French,
having equal preference with the French, British, and the Germans in
regard to all financial relations as well as to materials.® Because
the British, French, and German groups had S0 nearTy reached tﬁe
conclusion of their negotiations prior to the formation of the American

‘syndicate, Knox stated, the American group would not insist upon rights
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in regard to chief engineers and auditors. Mr. Fletcher was directed to
inform the thfée EUropean'governments, thfodgh theirv]égatibns in Peking,
that in‘taking this position the American group was influenced by its
desire to establish hatmonioué relations Qith the British, French, and
German bankers in order to secure cordia1 cooperation in future
enterprises, and that the American action in wéiving what might be
claimed to be its just right should not be regarded as creating a
precedent as to the basis for future participation in foreign financfa]
operations in the Chinese Empire. Knox authorized Fletcher to sign the
agreement on:behalf of the American group in case‘the threerthef foreign
groups were ready to accept American participation on the basis stated
above. ®

The European groups did not want to give the American group an.
equal share in the entire loan because the United States had made its
claim at the last minute and had disturbed the entire proceedings of
the enterprise. The German'gfoup'proposed that American capital cover
one fourth of the Hubeh section of the Hankow-Szechuan line, provided
the American group did not participate in supplying éhief engineers and
materials.’” The British and French'groups responded favoréb]y_to the
German proposaT. Jointly, the three banking groups informed Prince
Ch‘ing that they'had:agreed to assign one quarter of the Hupeh'seétion
of the Hankow-Siechuan.1ine as the American share, and that they would
not accept the American claim of a 25 percent share-of_the entire loan.®

The Chinese government wa$ most anxious to have'the loan
concluded, fearing,thét any further delay might intensify provincia]

opposition to the Imperial Government"s policy of employing foreign
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capital for the constfuction of China's railways. Liang Tun-yen,
President of the Board of Foreign Affairs, informed Fletcher that the
Chinese government would wait until the American group had settled its
differences with the European grdups. He expressed a hope, however,
'that.the differences éou]d be speedily adjusted and that the United
Staies.wou]d accept the European offer and not insist on an equal
right to furhish materials.?

The American State Department refused to consider the offer
made by the three European groups. It insisted that the Aﬁérican
groupfshou1dbreceive one fourth of the entire Hukuang loan,
including the Hupeh-Hunan section of the Hankow-Canton 1ine-énd the
Hupeh section of the Hankow-Szechuan Tine.'® The insistence of the
Americans on a'25 percent share offended the represéntatives of the:
three'grqups; they refused to make any concession to accommodate the
Americans. The loan negotiations were adjourned indifinitely.lls

Representatives of the American groub negotiating with the
European bankers were practical businesémen who viewed the.]oan
negotiation not as the State Department but through consideratiéns
of their business interests."Ho]ding up the proceedings of the
loan negotiations by insisting on an absolutely edua] share in the
enterprise did not make sense to thebAmerican bankers. They
disapproved of the stubborn position of the State Department and .
proposed to make some necessary concessions to keep the whole thing
going. On 7 July 1909, representatives of the.American group
communicated to the State Depaftment-a pré]iminary basis of American

participation, proposing to break the dead]dék by expressing the
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willingness of. the American group to participate on a basis less than
25 percent of the loan.!?

The new basis proposed by the American bankers was about 20
percent of the entire»1oang only slightly revised from the original
American request.!® The American government declined to accept the
~proposal-on the ground that any concession would injure America's
interests, as well as its honor and prestige, in the Far East. In the
opinion of the State Department, it was not a matter of 20 or 25
percent but princip]ef The principle involved was equal opportunity.
To preserve an oben door in China and maintain the principle of equal
commercial opportuhity, the United States, dec]afed the State
Department, would on no account accept less than equal participation
in the loan.!'*

A;ting Secretary Huntington Wilson claimed that, according to
the assurances made to Mihistér'Conger by the Imperia]kGovernmént, the
American right assured in the whole railway systém then contemplated
was vastly more than equivalent to 25 percent of all that was definitely
involved in the present tentative agreement of the European bankers.
He also pointed out that this tentatiye Toan agreement, in the absence
of an Imperia]ksanction, amounfed to 1Tittle more than an,appTication,
which, as the Chinese-goverment'had stated, conferred no right to
anyone. . Therefore, there was room to renegotiate and re&ise the
agreement to admit American bankers on equal footing with the European
bankers.?®

Wilson warned the American group that the American government

would not recede from its position and that if the American group,
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which had undertaken to sustain the Americah-po]icy‘of'equa]
participation, ignored the national éspe¢t‘of.the'transaction:or fai]ed
to cooperate in the broad purpose in view, the government would seek
- other instrumentalities to sécure proper American recognition. Wi]Son
wanted the American group to clearly understand that the Aﬁerican
government was interested in the loan purely for broad national reasons,
and that the government held such rights as~eqUal participation for the
good of general American interest in China.®

The position of the State Departmént stifféned'reaétion from fhe
European groups and the Chinese government. The European bankers
pressed Viceroy Chang Chihmtung and the Chinese Foreign Office to ratify '
the originaT 6 June Agreement on the‘ground that American bankers had
been offered reasonable participation and had refused.’ The Chinese
Foreign Office warned the Americans that, although the office had
promised to wait until the American group settled with the Eurqpean
bankers, the matter could not be delayed indefinitely. It urgéd a
speedy settlement of their differences.18 On 13 JQ]y, when Fletcher
called at the Chinese Foreign 0ffice, Mr. Liang Tun-yen told Fletcher
that he thought the Americans ought to be satfsfied with one fourth‘of
the loan for the Hupeh section of the Hankow-Siechuan line, and- that he
considered the American rights to one half of the loan for the
Hankow—Szechuan Tine to be rather vague since the Imperial Government
néver had madevany-definite commitment but promised bh]y to consult
the Americans in case foreign capital should be needed.!®

Fletcher, in emphatic terms, asserted that the American

government regarded China's assurances as positive and unequivocal. and
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that China had pledged a one-half share in the entire. Hankow-Szechuan
1oan to the United States. He warned Mr. Liéné'that if any action.
should now be .taken by China inconsisteﬁt With hér’assbrances, it would
have a most dep1ofab1e effect in thé United States{ ‘Liang was -
requestédAnot to take any action which would place China'in an éwkward'
position and seriously affect}the friendly relations of the two
gdvernments.‘ Fletcher felt sure that the EUkopean financiersAwould
agfee'to American participation on the basis of 25 percent when they
}edlized that the attitude of China and the United States was firm
on this point.?2?

Meanwhile, ViceroyAChang'Chihvtung, who was d{rectly involved
in the Tloan negotiations, was impatient_with the delay. He wanted
" to go ahead and wind up the present loan as it stood.?! On 14 July,
Prince Ch'ing tommunicated'a 1dng dispatch from Chang Chih-tung.to
the American government through Fletcher. In his dispatch to the
Chinese Foreign Office, Chang pointed out that Aherﬁca,>in entering
into the discussion at such a late hour, was the cause of delay and
that.even.if the'three'banking groups were willing to come to an
understanding with the American group and make an equal divisfon of
thé 1oan,.the agreement already was signed and‘could not beAchanged,zz
The Viceroy was-partic01ar1y feséntfu1 when_he 1earned_that the
Americans declined the offer of a one-quarter share of the loan for the
Hupeh section 6f the Hankow-Szechuan railway and demanded another one
qUakter of the Tloan for the Hupéh—Hunan section of the Hankow‘Cantqn
line to make up the total of 25 percent in the entire IOén. He made a

strong statement in regard to the American claim:
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With regard to the Canton-Hankow Railway I learned that
formerly, because the American-China Development Co. secretly sold
two-thirds of the capital shares to the Belgian, thus breaking the
agreement, a loan was sanctioned by the throne of £1,100,000 to
redeem to China all interest in this railway. It is unreasonable
now once more to borrow American capital to construct this railway.
‘Moreoever, there has been no record since the 31lst year of Kuanghsu,
the 12th moon (December, 1905), when China had redeemed the Canton--
Hankow Railway, that that line has authorized the borrowing of any
American capital. Why does America now, without any pretext, still
desire to lend funds for the purposes of this railway? Most
emphatically, no such course can be considered. At the mere mention
of it the literati and people of the three Privinces would rise up
in protest against it as absolutely out of the question; unfavorable
criticism would rise up like a flood. I, also, would be most
unwilling, after this railway has been redeemed from the Americans,
to again borrow American capital for its construction. 23 '

In commuhicating Chang's dispatch to the American government, Prince
Ch'ing expressed the hope of the. Chinese government that "stringent
orders” would be sent to the American group to come to an immediéte
}agkeement with the European groups so that the desire of China to
foster the friendly relations between the two countries would not be
disappointed.?*

Chang Chih-tung's resentmehp was not without its reasons.
The internéT position of the Chinese government has grown stéadi]y
worse as a result of the wrangling among the~power; and the delay of
the conclusion of the agreement concerning the Hukuang railways. Due
to growing opposition to the Imperial Government's railway policy in
the Hukuang provinces, the government could not afford much time playing
diplomatic games with the powers. Yét this did not seem to hasten
a compromise among the powers. As sobn'as one group or government

seemed ready to end the deadlock, another power renewed it with further

demands.
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The picture of these foreign banking groups and'governments
clashing for their selfish economic interests in Chiha was not one to
encouragé the Chinese hope in foreign cooperation or Peking's |
reliance on provinéial support. Throughout the countfy, antipathy
towa}d,foreigners and provincial opposition to the Imperial Government's
kai]way policy hastened the Chinese_governmént‘s effort to have the
Hukuang loan agreement concluded as early as possible. At the same'
time,'it'stiffened Peking's resistance to the American claim of an
absq]ute1y equa]}share in the enterprise. Viceroy Chang's-dispatch
communicated to the American government was somewhat an ultimatum:
the‘United States must accept a one-quarter share of thé Toan for the
Hupeh section of the Hankow-Szechuan line or receive nothing at all.

The American position was in such danger that on 15 July, 1909,
President William H. Taft resorted to the. extraordinary procedure of
taking a personal pért in the struggle by cabling vigorously to Prince
Chun, Regent of’the Chinese Empire:

I am disturbed at the reports that there is certain prejudiced
opposition to your government s arranging for equal part1c1pat10n
by American capital in the present railway loan. To your wise
judgment it will of course be clear that the wishes of the United
States are based, not only upon China's promises of 1903 and 1904,
confirmed last month, but also upon broad national and impersonal
principals of equity and. good policy in which a regard for the best
interests of your country has a prominent part. I send this message
‘not doubting that your reflection upon the broad phases of this
subject will at once have results satisfactory to both countries. I
have caused the legation to give your minister for foreign affairs
the fullest information on this subject. I have resorted to this
somewhat unusually direct communication with Your Imperial Highness,
because. of the high importance that I attach to the successful
result of our present negotiations. I have .an intense personal
interest in making the use of American capital in the development
of China an instrument for the promotion of the welfare of China,
and an increase in her material prosperity without entanglements or
_ creating .embarrassments affecting the growth of her independent
*polltlcal power and the preservatlon of her territorial 1ntegr1ty.
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President Taft's intervention not only ignored Viceroy Chang
Chih-tung, who was direct]y responsible for the railway project, but
bypassed_the Chinese Foreign Office as well, It is unusual that the
President of the United States_shou]d have communicated with the head
of another government on behalf of private bdsiness interests.
Obviously, President Taft.took this drastic measure in the hope that
the authority and prestige of his office would inf]uence the decision
.of the Prince Regent so fhat Chang Chih-tung could be pressured from
above to wait until a compromise was reached between American and

'Euorpean bankers.

In a following telegram, Secretary Knox instructed Mr; Fletcher
to make sure of the delivery and friendly explanation of fﬁe President's
telegram to the Prince Regent. Reinforcing Tafﬁ'% telegram, Knox
demanded prompt Chinese acceptance of equal American partiéipation in
the Hukudng Toan and warned the Chinese government that, if the
reasonable wishes of the American government should be thwarted, the
whole reSponsibiiity would rest upon‘the Chinese'government.26 He
informed the Chinese government fhat,there was no reason to doubt that,

~as a result of early meetings in Paris or Berlin, the American‘group
soon would,reach an agreement with the European bankers for equal
'participation'in the preseht Toan by Americanltapital, and that it
would be inconsistent with the'dignity and moral Fight of the United
.States and with a policy hitherto friendly on the part of China if the
United States were expectéd for one moment to consider less than equal-
participation.?? Knox emphasized in'his telegram that,

This govexnment greatiy deplores a situation in which it seems
that individuals in China or elsewhere are able to defeat the
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practical operations of the policy of the open ddor and equal
opportunity, and if the objections of -bankers of other countries
to equal American participation are so insistent as not to be
overcome by the wishes of China and of their own Govermnments,
the time has arrived when China should exercise its right to
.determine the matter by confining her dealings to those who are
willing to respect her highest interest. . . . Americans would
welcome an opportunity to arrange for the whole loan, if necessary,

" by reason of further persistency of the 1nd1v1duals who refuse to
meet the situation broadly.28

The individuals to whom Secretary Knox referred was no doubt
representatives of the European groups, who had been urging China to
~conclude the agreement as it stood without American part1c1pat1on and
Vlceroy Chang Chih- -tung, who was grow1ng hostlle to the American c]a1m
and declared that he would wait only a few days more before sending a
memorandum to the Throne for Imperial sanction of the loan agreement
.w1th the European groups.?

The telegrams of President Taft and Secretary Knox achieved
their intended results. Confronted by the American determination to
secure an equal share in the loan, the Prince Regent decided to comply
with the wishes of the American government. Orders went out from the
Imperial Palace to include the United States in the loan. The
ministers of the Chinese Foreign Office were instructed to negotiate
with the American chargé d'affaires in Peking so as to come to a
suitable decision and take action accordingly.3®

Negotiations at Peking about the Hukuang loan were resumed
somewhat fitfully after the Prince Regent's cable to President Taft.?®!
This time, the Americans adopted a more flexible attitude to secure
equa] participation and avoid direct confrontation with the established

interests of the European groups in the loan. Even before the American

government received a positive response from the Prince Regent,
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Fletcher tried to effect a way to break the deadlock. Oh the afternoon
of 15 July, Fletcher called at the Chinese Foreign Office to suggest

to Mr. Liang the feasibility of increasing the loan by 12.5 percent and
admitting equal American partiéipation.Without challenging the
esfab]ished‘interests of the other foreign groups.3?

Fletcher explained that the original'offer made by the
EUropeén bankers waé about 12.5 percent of the entire loan so that, if
the Toan were increased by the difference, an agreement shoUid be
possible. He added that; from what he had learned, the amount of the
présent loan would be insufficient for the construction of the two
sections mentioned in thel16an‘agreement. _Mf. Liang.personally approved
the idea andlpromised to have it presented fo Viceroy Chang Chih-tung
for his consideration. ®?

'The.Stéte Départment approved Fletcher's suggestion and regarded
such an arrangement as satisfactory, provided‘American interests enjoyed
absoldtely equal rights in every particular. In his telegram to-
F]etéher, Secretary . Knox cohf{rmed the department's apprqva] bf his
suggestibn and instructed Fletcher tb understand that "equal rights'in
evefy particular" stated ih the deparfment's 16 July telegram included
all rights with regard to materials, engineers, auditors, and ahy other
benefits Which would natufé]]y accompany a 25 percent interest in the
Toan. **

With the approval of the State Department, Fletcher preéented'
-~ the American proposal to the European groups.3® The proposal was
carefully.discussed between the European bankers and the Chinese

government. After an understanding had been reached, Mr. Hillier of the



45
HOnngong and Shanghai Banking Cdrporation informed Mr. Flether that
the_bankersehad agreed to accept the Ameriean proposal in principle,
and ‘that the bankers were about to telegraph to their prihcipa]é‘to
inform them of the development and obtain their approval.3® According
to the understanding reached between the bankers, the original loan
of £5,500,000 was to be increased by £500,000 to be allotted to the
Hupeh section of the Hankow-Szechuan 1ine'end,'by an arrangement of the
the European bankers, the Amerieah group would finance £1,500,000 of the
Toan thus revised.?’ By this arrangement, American financiers wou]d'
be ensured 25 percent of the entire»]oan without disturbing the European
intefeefs.

Mr. Hillier wanted the Americans to understand that no other
conditions of the loan agreement should. be changed in any respect. He
stated that more money would -be required in the future for the
construction of the Hankow-Canton Tline and, because the UnitedVStates
had no Tegal claim whatsoever on the Henkow-Canton Tine, the American
group should be content with one half of any sum which would be needed
in the future fo}'the completion of the Hankow-Szechuan line.3®
Fletcher related fo Mr. Hiller Secretary Knox's instruction that the
‘American government would not fetreat from the position that American
participatien in the present loan, revised as proposed, should be equal
in every particular to that of other groups. Mr. Hillier remarked
that American bankers now were claiming more than they had claimed
before. He promised to_confer.egain wfth his fellow bankers and.to

communicate the new American position to their principals in Europe.3®"
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The European bankers and the Chinese'government seemed to -
‘attach great importance to'reaching a settlement on the basis of the
_originé] 6 June Agreement, a]tered only as to the amount of the 1oan.
Chang Chih-tung openly stated that he did not wish to use any American
money on the Hankow-Canton 1ine and the Euhopean'bankers‘had
endeavored to have.American participation in the Hukuang loan limited
in all respects to the Hankow-Szechuan line.*® Fletcher did not think
the matter was a serious problem; he offered no objection to having the
increased amount of £500,000 allotted to the Hankowvsiéchuan Tine. He
advised fhe State Department to comply with the limitation set by‘fhe'
European bankers and the Chinese government, but he demanded that
American participaiion in the present and future benefits of the
Tagreement absolutely mdst be equal énd just as if American bahkers
were a party to the original agreement.*?

American insistence on equal rights in every particular again
'blocked the way to an early conclusion of the loan. Pressed by the
internal situation, -the Chinese government was anxious to'have the
loan concluded. Liang Tun-yen, President of the Board of Foreigﬁ
Affaires, appealed to Minister Rockhill, who was on leave in
Washington, to help solve the problem. Liang asked Rockhill to
inform.President Taft of the difficulties of the Chinese government

2 In his

so that the matter could be settled at an early date.”
telegram to Rockhi]],_Liang informed him thaf the Chinese goyernmeht
already had agreed to increase the loan by £500,000, and that in_

arranging for the participation of the United States in the Toan to

be floated, the Chinese government had done ifs best to accede to
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‘the wishes of the American government. The prihcip]e of America's
participation in the loan on an equal basis in every particular, in
Liang's opinion, was not of great importance. It would only cause
further delay and prevent the negotiations from being successfui]y
'Eoncluded. Liang pointediout that the‘United States had'put forfh
its claims at a Tate.hour and that the Chinese government.was willing
to admit American bankers into the Toan and do whatever was possible
to'gratify the wishes of the American government only because the
Chinesé government wished to maintain harmonious re]ations with the
“United States. Liang hoped that the American governhent would
understand China's difficulties and give up its claim for absolutely
equal participatioh so that an.agreement could be reached;us

_ Despite the appeal of the Chinese government for an early
'conclusibh of the loan, the official proposal of the American
government made to the European groups made few concessions.on the
basis of American participation. The American government insisted
that American bankers take one fourth of the 1oan‘aﬁd, in the same
proportions,'have and enjoy all the rights, powers, privileges, and
discretions granted to and vested in‘the'EngliSh, German, and French
bankers under the terms on the 6 June Agreement concluded between' the
European bankers and the Chinese government. Americans and American
goods, products, and materials should be entitled to the same privileges
and preferences reserved in_the agreement to British, German, and
French nationals and materials. Besides,‘the American gbvernment
proposed that a board of engineefs be set up for each of the two

railways: that the chairman of each board be the chief engineer;
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that an American engineer, to be approved by American bankers, should
be a member of each board; that the chairman of the Hupeh-Hunan section
be English; that the chairman of the Hupeh section of the Hankow-
Szechean Tine be German; that an American chief engineer should be
‘chosen_for_the‘next section of the Henkpw-Szechuan line constructed by
foreign capital; and that American bankers were to have their
proportioﬁate representation in -the purchasing agencies for the
railways to be constructed and their proportionate share of all
advantages therejn.““

The proposal of the American government was not received
favorably by the Chinese government and the European groups. The
Chinese authorities refused to accept the part of the American
proposal which related to_the appointment of an American chief engineer
‘fof the Szechuan section of the Hankow-Szechuan line. Mr. Liang
Tun-yen'pﬁivate1y informed Fletcher that any reference to_the Szechuan
.extension at this time.wou1d evoke .a storm of cbitfcism|from the
people of Szechuan."® The European bankers said that they had no
authority to accept the American proposal for the creation‘of a board
of engineers. To do S0 would hecessitéte a change in the present
Tloan agreemeht, whicH they did not believe Chang Chih-tung or their
principals in Eﬁrope would accept. Mr-. Liang was of the same opinion.
It also was thought that the creation of such a board would give rise
to many diffiéu]ties in practice. Fletcher then asked if the bankers
would object to the appointment of American engineers in subordinate

capacities, The European bankers replied that they would have no
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objections'in this respect'and promised that such appointments would
be made.*©

When the question of materia]s‘was raised, the European‘bankers
proposed that American participation in this respect be Timited to
one half the preferred materials on the Hankow-Szechuan line. Fletcher
pointed out the impracticabi]ity of the proposition and insisted that
American materia]s.shou]d participate equally on both Tines as enjoyed
by British,.French, and German materia]s.. F]etcher's position was
supported by Mr. Liang. Finally, the_European'representatives agreed
to let the Americans.have equal rights in fUrnishing materials for both
lines. The understanding: reached was incorporated in the a]ternative.
proposa1.§7 | |

As to future .loans, the European bankers made it clear that
“they did not wish to let American buéiness interests have anything to
do with the Hankow-Canfon line, no matter how much money would later be:
.needed for thé completion of the line. They woujd,<on the other hand,
c]ear]y recognize the American right to fufnish_one half of any foreign
capital borrowed by China for the completion of the Hankowfséechuan
line."® After the fiasco of the American China Deve]opmeht Company,
‘American participation in any loan for the Hankbw-Cénton railway would
encounter serious opposition from.the Cﬁinese authorities who tried to
avoidvloca] opposition as much as possible. Besides, Americah
partiéipation ih the present loan was based on assurances which had
réferenée so]e]y to the Hankow-Szechuan line. In view of these facts,

Fletcher agreed to accept the European terms."?
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The .representatives of the three'European groups raised
tho question of additional Security in connection with the
increase of the loan to £6,000,000. Mr. Liang considered that the
security pledged by the Chinese government was sufficient. After a
short discussion, the bankers'waived the question becauSe it was
,evfdent‘that they could not insist on a change in the agreement in
this respect while resisting all other a1teration§; Further
discussion of the -details of the intérbank agreement was postponed
until a definite reply had been received from the American State
Department'and~the European bankers' principals on the alternative
proposal . 5° |
In the endeavor‘to secure equal American participation in the
Hukuang loan, Mr. Fletcher was more f]éxib]e than-the'American State
Department. In his telegram to Secretary Knox, Fletcher expressed his
opinion that he did not believe that:much pracfica] advantage could be
gained from insistence upon a provision for subondinate engineers. He
urged the State Department to adopf a more conciliatory attitude to
help conclude the loan.®! Under the promptings of Fletcher, the State
Depariment authonized hfm to inform fhe Chinese government that the
American government would consent to the arrangement as to chief
engineens as set out in Article 17 of the 6 June 1909 Agreement,
provided the Chinese government would assure the employment of -American
éngineers by the managing directors. The deparment made it clear,
however, that(the American-government did not waive equai rights in

regard to materials in all lines and branches covered by the contract.®?
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New prob]ems:arose as soon as the old ones were so]ved._ Qn.;
27 Auguét, Mr. Flétcher received new instructions from the State
Department. Two points were emphasized. First, the Uniteﬁ States .
Government insisted upon an amendment to give the American group an.
‘”equa1 voice 1in the_purchasing agencies. Second; Mr. F]etcher.was
instructed to urge a sihg]e agréement including "all alterations and
aﬁendments now involved in the substance of the suppTementéry and
amendatory points now accepted by all pafties or herein fﬁrther
suggested." Secretary Knox'exp1ained that the origina1,agreement had
been essentially changed because of the American partic{pation;
therefore, the American government saw no reason for iso]ating,'in'a,
supplementary agreement, éhanges entire]y germane to the change ih
amoﬁnt as well as to all other provisions of the original agr‘eemen‘-‘ﬁ.53

| On 19 August 1909, Mr. Willard Straight, representative of the
American group, arrived in Peking. A conference was held the next day.
Present were representatives of the four foreign'banking groups and
the Chinese government. The European bankers had prepared a draft of
an agreement embodying the pqints on which a common understanding seemed
to have been reachéd. This draft agreement was discussed article by
artic]e. No objection was raised to the arrangement of engineering
rights and the furnishing of materials for the railways.S"

In regard to the purchasing agencies, Straight and F]etcher
endeavored to secure a provision that one of the agencies should be
nomihated by the Deutsch-Asiatische Bank and the American group and the
other by the English and French groups. This American proposal was not

accepted.  No_changes.were made in the original agreement, provided
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that the Deutsch-Asiatische Bank would act as the purchasing agent for
thevHankow-Szechuan'1ine_and a company nominated‘by the Hong Kong and
Shanghai Bénking_Corpdration'for the Hankow-Canton Tline. The
arrangement did not give the American group as much voice in the
: purchaSés as would be desired in order to see that American materials
,re;éived due consideration, buf it was agreed that all commissions
would be pooled and the Amefican group would receive 25 percent Qf the
total comrﬁissions.55

The American insistence on a sihg]e agreement'caused objections
from the European groups and Chang Chih-tung. F]etchér reported to
Fhe-State.Department that the Peking agent of the German group was
taking advantage of the American position to inform the Chinese
government'that "the Americans do not really want to participate in the.
lToan, but desire to defeat any loan at all." The German agent ‘pointed
out that the Americans "no sooner receive concession in regard to one
point" then they raised new ones..56

Chang Chih-tung, who was very ill, wantéd‘to have~£he Toan
concluded while he still could make decisions. He strongly opposed any
changes of the original agreement except as'to the- amount of the loan,
but he was willing to sign a supplementary'agreement proViding for-
American participation. Mr. Fletcher believed it would not be “polftic
or expedient to insist further" Qh'American inclusion in the original
agreement because "Chahg has set himself againsi any further change in
that particular-agreement.” Rather than risk a crisis and consequent

“anti-American recriminations, Fletcher reported to the State Department,
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he had decided to accept the less simple so1utiqn and withdraw the
proposal for a single agreement.57

As a result of the rival interests, the Chinese were becoming
"restive" and were "comp]aining" about the American,action. Fletcher
expressed his fear of "the effect on future American enterprises of
similar nature if too obdurate a position is taken on thfs matter of
the form of the agreement." . He recommended its solution "as soon as
possible."5® The State Department accepted Fletcher's reasoning and
raised no further questions as to the form of the agreement. After all,
the United'States could gain nothing by.iﬁsisting on a single
agreement. It merely was a matter of the American group béing included
in the original contract which might be related to American prestige
as a power second to no other European power. The compromise on the
part of the Américans did not bring the dispute to an end. The
_engineéring rights of the HankoW—SzechUan line soon became another
major point of dispute.

. | * * *

A British proposal came on 8 September 1909 to,soiVe the
present loan disputekby dividing, as equally as was practicable, the
engineering rights of the who]e Hankow-Szechuan line from Hankow to
Chengtu among the four powers. This new proposal covered the Szechuan

'section of the Hankow-Szechuan line from Ichang to Chengtu which was
not included in the origina] 6 June Agreement. If the Chinese
government_shou]d "object to the making of any definite arrangement
at present'for the construction of the Szechuan line beyond the Hupeh

section," the British proposed, the Chinese government should promise -
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later to "apply to fhe four powers.fdr the capital required" for the
extension. The British government appealed that each European group
should make some sacfifice so as to a]]ow the participation of the
American group.°®

The aim of the British proposal was primari]y not to accommodate
_the Americans but to curtail, if not eﬁtiré]y'eliminate, the German
interests in thevYangtze raf]way loans. The British a]ways'had been
opposed td the extension of German fnf1uence into the Yangtze River
Valley-~the British sphere ofTintereSt; British and Gérman capitaT
had_fought for the right to construct the Hankow-Canton line. .The
Germans obtained the concession only because they had offered more
liberal terms to the Chinese than the British offered. Although a
compromise finally was reached by the transfer of German interests
in-the Hankow-Canton line to the Hankow-Szechuan line, with the
1909 signing of the Hukuang 6 June Agreement, the British failed to
keep the Germans away from their sphere of interest.®®

The entire Hankow-Szechuan 1ine was about 2,400 ki]ometers in
length of which the Hupeh section from Hankow to Ichang was 800
vki]ometers and the Szechuan séétioh was 1,600 ki]ometers. According
to the intergroup agreemenf of the threerpowers before the .6 June
Agreement with the Chinese government,'the Germans were to engineer
the 800 kilometers of the HupeH section and the British and French
interests were to share the 1,600 kilometers of the Szechuan
'sectfon;61 To satisfy the Americna’c]aim to appoint an engineer on
one half of the Szechuan section, the British proposed that, in strict

equity, the Germans should surkender_267 kilometers of the-Hupeh
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section and the Anglo-French interests surrender 533 kilometers of the
Szechuan section.®?.

Well aware of the intentions of the British, the Germans
protested that, since the Chinese goyernment never had granted
permission to extend the line into. Szechuan, the British and French
interests would make no éacrifice at'aTl'and German'bankers alone
would sacrifice theif right:to engineer the entire Hupeh section.
According to the views of the German financiers, it would only be
fair that, should the Hankow—Szechuén line be dividedvinto.four, the
Hankow-Canton line also should be divided.®® The British refused to
consider any suggestion that the Hankow-Canton line be divided into
four. It appeared to the British government that under the arrangement
proposed by the Germans, fhe British groupiwou]d be making'é double
sacrifice--one on the Hankow-Szechuan'1ine and one on thé'Canton~Hankow
line--while the Gérmans would be compensated for their sacrifice on the
Hankow-Szechuan line by what they gaihed at British expengé on the
‘Canton-Hankow line, which would be no sécrifice at all.®*

During September 1909, with Vicefoy Chang'CHih-tUng's death
now an early possibility, feverish efforts were made to reach»an
agreement in the Hukuang loan dispute which already was three and
one-half months o]d. The German Qroup appea]ed to London to aid .in
securing an'agreement, leaving details for the:future._ The Peking
agents of the four groﬁps did reach an agreement on 24 September; the
American State Depéftment prombtly approved it the next day.®®
Fletcher notified the Chinese Foreign Off{ce that the American bankers

'Were ready to close and that they would not bear the responsibi1ity for
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further delay in the signature of the agreement.®® ’Thé‘agreemeht of
the banking groups was, however, again delayed, this_time by‘the action
of the British government which requested that the British
representatives‘delay signing the agreement, insisting on-fts proposal
of dividing the engineering }ights of the HankqwaSzechuanzline.67

On 4 October 1909, Viceroy Chang Chih—tung~died in Peking,
leaving the Hukuang loan negotiatidns dead1ocked.69 The British
government's “embargo" on signing a compromise agreement remained
effective. The deafh of Chang Chih-tung gave the British goVérnment
"an opportunity of reconsidering the whole Yangtze railway loan
qUestidn and of undertaking the negofiations de novo."®?

The enfire matter of thé'rai1ways in the Hukuang provinces'had
been in the hands of Chang Chih;tung. The British and German rightS'
in the Hukuang rai]Ways rested 1arge1y'on the assurances of Chang
Chih-tung which had never. received the definite approval and:sanction
6f the Imperial Government. .In a time of emergency, however, the
British Hong Kong goveknment had advanced £1,100,000 to the Chinese
government_for the redemption of the‘Hankow-Cahton Rai]way_]oah from
the American'China Development Company.’® To express his'grétitude,
Chang Chih-tung, on 9 Septembef:IQOS, via a letter to the British
consul at Hankow, Mr. E. HL Fraser, had given assurances to accebt
British'financiél.aid if foreign capital were required again to build
the Hankow-Canton railway.’! The British therefore seeméd to have a

moral claim on the Chihese government which would be impossible to-

evade.
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The change of attitude on the part of the British government was
due, in Fletcher's opinion, 1afge1y to the influence of Mr. Valentine
Chirol who criticized in the Times the action of his government for
sufrendering to the Germans and>f0r fai]ing.to cooperate with American
| interests.”’? There was a strong inclination in certain influential
| British quarters to try to curtail and gradually eliminate German
ihterests in the Yangtze River Valley.’® Viceroy Chang Chiﬁ¥tung's
death was seized upon as a favofab]e opportunity to'effect such a
change. The British government intended to support an ab§o1ute1y equal
American participatioh in the:Hankow-Szechuan line in every respect as
an effective means of decreasing German financial interests in the
Yangtze region--the British sphere of influence.”"

The American legation in Peking, annoyed by the British
government's last minute change of attitude, had no intention of
siding with the British in their unilateral action to build up their
s%rength in thé Yahgtze River Valley. The course the British were
about to take, Fletcher understood very well, would lead to a sharp
“conflict between German and British interests and, if fhe Germans
~were forced out of the Yangtze region, they certainly would insist
~upon compensation via loans in Shangtung and elsewhere, thus the
- "sphere of influence" policy would be revived in another form.

F]étcher therefore advised.the Stété Department that conclusion of
the present agreement or, better, an agreement frankly providing for
the eqha]-treatment of all parties fis far preferable to a reobening
of the whole question, when sbecia] local rights and interests

will be insisted upon." He urged the State Department to send strong
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representations to pressure the Britiéh government for an early.
.séttlement of the Hukuang loan.”?®

The American‘State Department was in full agreement with.
Fletcher's ana}ysié_bfxthe situation. Acting Secrétary of State
HHuntington'Wi]son instructed Ambassador Whitelaw Reid to inform the
British government that the United States Government "would be
constrained to feel keen disappointment" .if the Government‘of Great
Britain_should continue to disregard the agreement reached by the
- four banking groups and cause further dé]ay in the conclusion of the:
Hukuang Toan.’®
| Viceroy Chang Chih-Tung's death also created substantial
difficu]ties'for the Chinese Imperial Government. People in the
Hukuang provinces long had been opposed to the borrowing of foreign
capital to build China's railways. - Nevertheless, during the lifetime
of Chang Chih-tung this opposition would have amounted to Tittle more
than talk because, having so long been viceroy of fhe‘Hukuang
provinces, his influence and-prestige had been sufficient to overcome
the opposition of the local gentry. The Imperial Government had, for -
a long time, relied on Chang Chih-tung to pacify the‘Hukuang provinces.
The death of Chang Chi-tung removed the one man from pub]ic‘iife who
might have been able to prevént a bitter clash between Peking and these
,provincesuin which the slogan of "no foreign financial control" had
been employed widely as an effective weapon with which to attack the
central government.

De]ay in finding a quick solution for the Hukuang loan gave

provincial antiforeign and antirailway centralization forces a chance
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to stir up feelings against foreign influence and against the authority
.of the Imperia] Governmént. Although the Imperial Government weii:knew
that the provincia1'gentry'were financially incapable of undértaking the
construction of these railways, and had no intentibﬁ of allowing the
_dpposition forces to interfere with the consummation of this important
enterprise, . it.was woefully weak and might, now that Chang Chih—tung'é
influence in the Yangtze region was withdrawn, hesitate to adopt the
strong line with these provinces.

Representatives of the four groups recognized the danger of
de]ay and tried, according]y, to break the deadlock. The British
government denied that its action had delayed the negotiations.
Nevertheless, seeing tﬁat there was no way to curtail German interests
without support from the United States,fthe British agreed to back
down. A new proposal was made in which the Germans were requested to
surrender only the Hsiangyang-Kuangshui section, estimated at 200
kilometers, as a contribution of sbme 600~ki1ometers imposed upon the
~ Anglo-French interests by the American.claim to one half of the
Ichang-Chengtu extension.”’

Flefcher was encouraged by this sign of compromise and proposed
to the Germans on 26 Octdber that an American engineer be appointed
for the Hsiangyang-Kuangshui section of 200 kilometers to cooperate
with aﬁd'be subject to general direction of the German chief engineer.”®
The.Ameriban proposal was accepted by the Gérman<Foreign Office and
the German bankers were authorized to sign the agreement with the
Chinese at once.”® Since the American proposal was substantially in

harmony with the conciliatory proposal offered by the British, the -
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British government decided to comply with the wishes of the American
and German governments for an ear]y.settlement. An understanding_was
reached‘between the American, British, and German interests.®®

By the new arrangement, the entife‘HankowrSzéchuan Tine would
be divided among the powers as follows: first section, 500 ki]ometers,
French chief engineer; second seétion, 600 ki1ometeks, American chief
engineer; and third section, 500 kilometers, English chief engineer.
The Germans were to retain the entire 800 kilometers of the Hubeh
section, provided that the 200 kilometers from Hsiangyang to Kuangshui
- be constructed under an American engineer subordinate to the German
chief.engineer, and that the Americén engineer fbr the:Hsiangyang—
Kuangshui section should not interfere with judgment of the German
chief engineer regarding the purchase of materia]s.81

French interests had not been éonsu]ted during the entire
prdceeding of the arrangement. Now that the three groups were ready
to sign the final agréement with the Chinese government, the French
government regarded'the arrangement as unsatisfaétory and raised
objections to the division of engineering rights of the_Ichang-Chengtu.
extension.®? fhe three governments urged:the French government to
_instruct its bank representatives to sign the original and supplementary
agreements as they stood, leaving the details of possible future
extension to be settled 1ater‘by private arrangement.®?® Secretary
Knox warned the French government that, in view of the increasing
opposition in China's pfovinces; the United?States government believed
it would Be for all concerned a misfortune of the most far-reaching .

conséquence if the French government failed now to instruct its
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bankers to complete the arrangement without further delay.®" Yet the
french gdvernment refused to comply. . It declared that as soon as it
Obtained,:in the Hankow-Canton and Hankow-Szechuan_]ines,-a‘share equal
to the share of other powers, it would be ready to sign the loan
agreement. ®®

The French goveknment pdinted out~thét'the projected_Hukuang
railways COmprised about 3,200 ki]ometers, 800 for each participant,
and that the American and German groups each had received its legitimate
share, which represented a quarter of the enterprise, whereas the
Britishfreserved 15400 kilometers, 900 on the Hankow-Canton line and
500 on the Hankow-Chengtu Tine, broposing to the French to be content
wifh.an eventual 500 kilometers on the Szechuan Tine. The French
govefnment thus regarded the prbposed dﬁvision of engineering rights
as unacceptable td France. As soon as'the Frehch group was ensured a
share equal to that of its partners, the French government expounded,
there would bé_no further_opposition. Should it be otherwise, the
French government was determined not to sign.és

To hasten the conclusion of the Hukuang Toan, the British
:Fofeign Office instructed'representatives of the‘British group to
sacrifice in favor of the French demand for additional mileage so that
the Ffench aﬁd German sections could be:equal in 1ength.87 According
to the information received by the American State Department,‘France‘
‘h0u1d Withdraw its objection to the signing of the Hukuang 1oan‘
agreement if the French group received engineering rights on an
additional 100 ki]ometeré of the Chengtu extension.®® Secretary Knox

instructed that if this report was well founded, the United States
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Government was willing to "share_equa]ly with Great Britain in makiné
such sacrifices of engineering rights" on condition that the original
and subplementahy'agreementé were signed without further delay. The
Secfetary also wished to méke it clear that the surrender by the United
-States of such engineering privileges should not be mistaken as a
: compromise on -its other rights insofar as the Qﬁkuang loan was
conce.r‘ned._e;3

The British intended to make no sacrifice at all. On 3 January
1910, the British Foreign Minister F. A. Campbell made a new proposal
to divide the entire Hankow-Szechuan line into four equal engineering
© sections. Each group was to receive 600 kilometers.®® France and |
Germany raised no objections'to the’British proposal.®! By the new
British proposal, the French were fo gain 100 kilometers of enginéering
rights, thus putting tﬁem on an equal footing with the three other
groups. German interests were not éffected because their chief engineer
still would have the entire 800 kilometers of the Hupeh section under
his supervision. The British also gained 100 kilometers on -the Szechuan
Tine so that their engfneering rights would be increased to the toté]
of‘1,500.ki1ometers on both Tlines. The American group was to be the
on]y'Toser in the new arrangement. The American share in the Chengtu
extension was to be reduced from 600 to 400 kilometers and, according
to the agreement between the American and German interests,'the-American
group could provfde only a subengineer for tﬁe section from Hsiangyang
to Kuangshui. The actua]_miieage under the American chief engineer
therefore would be 400 kilometers. Secretary'Knox deciared that the

British proposal was "entirely unacceptable" to the American government
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because it would cancel the agréement already reached between the
United antes'and Germany which Great Britain had approved. °2

Since the déath of Chané Chih-tung, no progress in the Hukuang
~loan negotiations were made at Peking,' The American State Department
had learned through newspapers and from commercial houses that the
Szechuanese.élready had begun'constrUCtion of the line from 1chang to
Wénhsien, a sectfpn of the Szechuan 1ine,®® which suggested that thé.
provincial authoritiés still were trying to build thé line through
théir effofts despite the nationalization program of the Imperial
Government. The American State Department, in its negotiatidns with
the other powers concerned, he]dvit to be unwise to imperil the
succesé of the present loan for the sake of an agreement'as to
engineering rights upon a line for the financing of whigh a ‘concession
might never be obtained.®%.

The French government informed the British government that fhe
_division of the Hankow-Szechuan 1line was "not unacceptable" tp the
French government which provided that the principle of equality
between the French and British groups be extended to‘thenHank6w~Canfon
'line by the appointment of a'French.subengineer.95 The American State
Department still insisted on its proposal fhat the American group
yield in'févor»df the French groupIIOO kilometers of engineering rights
on the Szechuan extension provided that the British should satisfy the
French group's desire to have a French subengineer on the Hankow-Canton
1ine.tvIt urged the acceptance of the American proposal as the "most
feasible andvequitable."SG. The American proposal was received favorably

by the French government because it could gain more from the American
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proposal than from the British. _The proposal also appeared-acceptab]e‘
to the German interests.®’? |

The fundamental difference in the position assumed by Great
:Britain, and that of the other three powers, was that while the latter
regarded engineering rights oﬁ'the Hankow-Canton Tine as an integral-
part Qf the Hukuang;loan arrangement, Great Britafn insisted upon
tréatihg that~secfion as separate and reserved to herself. To festrigt
this principle of division into four equal parts to the Szechuan line
aTone; as proposed‘by the British, seemed unjust to the American State
Départment. The departmeﬁt.fai1ed to follow the reasoning by which
the British group contended that the Canton-Hankow line, while included
as an integral part of the Hukuang-agreement in respect to financing,
supply of materials, and all other important respects, was excluded
~from the scope of the agreementvin engineéring rights a]o’ne.é8
Ambassador Reid, in his note to the British Fbreign Office, emphasized
that the Hankow-Canton line, being an integral part of the Hukuang
agreement,'should:be considered in connection with the edﬁa] division
. of engineering rights among the four groups.?® )

The British government was strongly against the appointment of
a French subengineer.to'the,Hankow—Cahton line. It stated that neither
'the American nor the French group could reasonably ciaim engineering |
rights on the Hahkow-Canton Tine because, by the 19 May 1909 arrangement
made between the British, French, and German groups, the chief engineer
of thié line was clearly specified to be British and- because the
American government, being a latecomer in the field, had agreed to

waive its rights as to chief engineers and reserve them only on

future extensions.!?®



The British government admitted that the Hankow-Canton line
undoubtedly formed an integra]lpart of the entire loan agreement.
Nevérﬁhe]ess, British officials c]aimed, British financial inferests
wére'entit]ed to a privileged position insofar as the'Hankow-Cantoh
'section was concerned because British financial interesfs alone had
‘advanced the funds requiked to enab]e,China to redeem the concession
of this line from the~6rigina] American holders and, thus, obtained

“the pkeference to this line from the Chinese government in case

o

foreign capital should again be required for the construction of this

line. .Moreover, the British Foreign Office pointed out, the preference

claimed by‘the British now was confined to a mere guestion of
engineering rights, absd]ute.equality as finance and materials were
regarded having already been cpngeded.1°1 | |

In his letter to Reid, the British Foreign Minister told the
Ameri;an ambassador that he was aware that the Germans’had given the
Amefican group only 200 kilometers of subehgineering righté} The
200 kilometers, however, were part of a line a]ready'conceded by
China and, therefore, were more valuable than a concession of an
extension.which was ”mere]y'problematical."'_To show that it was ndt
the British government's intent to satisfy its se]fish interests, the
British Foreign Minister 6ffer¢d to change sections with the Américan
grodb4if American bankers were not satisfied with the arrangement.
The minister expressed his earnest hope that the American government

should accept the British government's viewpoint. He asserted that

American consent to the British proposal would greatly facilitate
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z-an,agreementvbetween the four groups which, in view of recent events
in the Vangtze region, was "daily becoming more urgent,"192

| Seeing that it would be difficult to pressure the British
government to change its position, and that further delay coU]d
affect the conc]ﬁsion of the entire 1dan agreement, the American:
government withdrew its objections and decided to accépt the British
proposa1, Ambaésador Reid;'undér instructions from the.State-Departmeht,
informed the British government that, while still dissenting from the
princip]e df equal division of the Hankbw—Szechuan 1ihe; the Unitedv
States Government was disposed to accept 406 kilometers of chief 
engineering rights on the extension to Chengtu and 200 kilometers of
subengineering rights with Germany on the Hupeh section, provided
‘that such acceptance would close the negotiatidhs.1°3 The British
government expressed pleasure with the decision reached by the
United States.®" “

The conciliatory attitude of the United States largely was
precipitated by the-interna] situatioh of the Chinese Empire. Two
chief factors were enough to worry tﬁe Imperial Government:“increasing
domestic outcries_against policies éf the Imperial.Governmeﬁt and
growing impeffa]ist rivalry within the empire. The Manchu government
could find no trustworthy aid to discourage domestic discontent or to
remove the danger of foreign domination. Chang Chih-tung. was dead,
the Hukuang loan was in cold storage awaiting agreement amdng the
'powers who were contending for a bigger share for-fheir business

“interests, and provincial criticism was increasing.



If Peking urged haste in concluding railway loans such as the

Hukuang loan of 6 June 1909, nothing but long, drawn-out negotiations
ensued between the rival powers. If Peking favored one foreign
. government or,group,'opposition was bound to deve]op at home or
abroad. What would China's.fate be as a result? Judging from pasf
experiences, the imperialist powers would try to strengthen but not
abandon their privi]eged positions in China. Evén-the Uhited States
was joining thé EUropean pdwers in the fight for conceésions and
privileges in China. From the active role played by the Americans

in fhe Hukuang loan dispute, the Chinese govérnment discovered a

new force cqmpeting with the estéb]ished European interests jn seakch
iofhébﬁceSsions in China.

The Hukuang negotiations wéfe comp]icatedlby the action_of
the Szechuanese who had taken the Szechuan extension into their hands
and had started construction. If provincial enterprise'should build
a-line from Ichang westward”toward Wanhsien, as reponr"ced,,“;5
the four banking groups would not be able to include this extension
in their proposed agreement with Peking.‘ On the other hand, if the
powers were to insist on the inclusion of the Chengtu extension in

the agreement, the Chinese government would be placed in a quandry:
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it would be obliged to incur greater provincial hostility by supporting

foreign demands or to refuse the inclusion, thereby antagonizing the
four powers capable of 1ending‘the much needed funds for China's
development and reforms. It would be a difficult choibe for the
Imperial Government. The Szechuanese plan to/bui]d a railway without
the assistance of Peking or foreign loans was but a samp]e_of fhe

agitation'Spreading‘through China at that time.°® It was no easy
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matter for the government to persqade'the provinciaf'gentry to accept
its rai]&ay concentration program. :

By the end of‘January 1910, the Chinese government, under the
guidance of the young Prince Regent, was facing impending crises.
Provincial Tiberals demahded more po]itfca] rfghts and quicker reforms.
The reform problems in turn reinforced a‘COnstaﬁtly increasing

“struggle befween the Imperial'GoveYnment and prOvihcia] authorifiesfl°7
‘What made matters wokse,';hese refdrms implied a foreign'dem0cratic
influence in China, weakening rather than strengthening an already
'crumbling'lmperia] administration at a time when actual authority was
greét]y needed to sustain the central authority.

The railway loans embittered'Peking‘s‘relations with the
provinces which opposed national control as.wé11'as foreign funds and
supervision. With the Hukuang loan in a state of deadlock, the four
foreign banking groups still were competing for advantages with total
disrégard for any effect on Chinese opinion. The prestige of the Ch'ing
government and its édministrative integrity had been seriously impaired‘

by imperialist riva]ries in the empire. With the provinces demanding
more freedom from the Throne, with the powers insisting on Peking's
'abpr0va1 of their rival claims, and with no OUtstanding-]eader visible
in‘China to gufde the‘ybung Prince Régent_throughvthe crises, the
‘beginning of a new year did not bring much hope and joy to the empike,
but seemed to anticipate a year full of trouble, more ominous than thé
year that had just passed..

Conflicts among the péwers injurgd the preétige of the Chinese
Imperial Government and posed a potentiaT threat to the administrative

integrity'of China. Popular sentiment turﬁed even more against the



Manchu authorities who-were blamed, on thé one hand, for yielding to
foreign pressure and, on the othef, for not granting enough rights to
the provinces. Rioting and:déstruction of foreign property in
Changsha, capital of Hunan province, incidentally exemplified a
growihg provincial hostility to tHe.Peking government and foreign
activities in China.!°® The Prince Regent had reason to fear foreign
complications ih the Yangtze region and sent orders. "to take all
precautions against further troub]és, as . the people in Hunan province
are tdrbU]ent and pugnacious."?®® An Imperial edict dealing with

the Changsha situation was issued on 21 April at Peking.''® Yet the
next day, “ﬁerious disturbances" affecting missions in Hunan, the
destruction of business houses at Changsha, the evacuation of
foreigners, and the arrival of foreign warships at Changsha were
reported.!!?

International riva]ry in connection with Chinese railway loans
and China's internal unrest.led the Prince Régent's government to feel
resentful and fo threaten calling off all pending negotiations. So
apprehensive was the Peking government over the protracted'delay in
conc1uding.the Hukuang loan negotiations and over popular oppositidn,
espééia]ly in Szechuan, to foreign loans and‘control,'that,Wi1]ard
Straight, representative of the American group, cabled J. P. Morgan an
Company that China‘wanted'to drop the whole business.?2 Yet the
division 0f enQineéring rights on the Szechuan line seemed to be a
stumb]ihg block to the foreign banking groups who quarreled over the

size of their respective shares of the Tine.
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The compromise made by the American government to accept the
.'Bripish proposal helped to bring the exhausting intergroup negotiations
.concerning the Hukuang loan to a conclusion. eMenaced by the imminent
danger of Tosing the.entire enterprise, the four foreign groups finally
compromised their differences at Paris and prepared to present an
identie note to the Chinese government deﬁanding Imperial sanction
of the okiginai and itsfsupplementary agreements, as approved by the

3 A quadruple agreement

four foreign groups and their governments.!!
was signed at Paris on 23 May 1910 by represehtatives of the British,
French, German, and American bankihg groups and, as a resh]t, a
four—power Consortiuﬁ was formed.11§

Peking's objection to the inclusion of the Szechuan extension.
in the contract seemed to carry little weight at the negotiation; of
the foreign powers. The extension.was included fn the intergrbup
agreement, and bahkers of the four groups were determined to secure that
exténsien from the Chinese government despite ominous rumblings in the
two Hukuang provinces and especially in Szechuan against using any
foreign capital for China's railways.'!S

- The agreement of 23 May 1910 provided for a £6,000,000 loan to
}be shared with any subp]ementary loan to be issued in connection with
the Hukuang railways equally among the four groups. All orders for
materials were to be divided equally among the fbur groups. In regard
to the long-disputed engineering rights, it was agreed that the chief
engineer for the Hankow-Canton Tine was to be appointed by the British

and that a German chief engineer should be providedkar the Hupeh

section of the'Hankow-SzechUan line, a length of about 800 kilometers.
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The German group,'however, was to appoint an American subengineer for
about 200 kilometers of the Hupeh section from Hsiangyang to‘Kuahgshui.
In regard to the proposed éxtensibn;of.the Hankow—Szechuan'line from
Ichang to Chentu; a total length of about 1,600 kilometers, the chief
engineer of the first 400 ki]pmeters was to bé American, a British
chief engineer for the next 606 kilometers, and a French chief
engineer for the remaihing 600 kilometers of the line.!!®

The four groups also accepted a héw British proposal before
signing the intergroup agreement whereby it was agreed that if the
Szechuan extension shbu]d‘prove to be Tess than 1,600 kilometers jn
length, the engineering rights of each group would be reduced
_proportionately; if the extension should prove to be over 1,600
kilometers and under 2,200 kilometers, the engineering rights would
be proportioned equally among the American, Britfsh, andﬂFrench
groups; and if the extension should exceed 2,200 kilometers, the
appointment of chief engineers of the'surp1us_dver 2,200 kilometers
should be divided equally, as nearly as possible, among the four
groupslll’ |

With the conclusion of the intergroup agreement, the long,
drawnfoUt loan dispute among_thé four grohps finally was brought to
a'temporary truce. Now the task of the four groups and their .
' 96vernments was to concert their efforts in pressing the Chinese-
goVanment for ratification of the origina]'and supplementary agreeménts_

‘endorsed by the‘foreign bankers.
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Chapter 4

CONCLUSION OF THE LOAN AND AMERICAN
WITHDRAWAL FROM THE CONSORTIUM

Between 23 May and the end of June 1910, the governments of
the United States, Great Britain, France, and Germany had given their
official appfova] to the.inférgroup agreement.! 0On 13 July, an

“identic nofe was presented to the Chinese‘Foréign Office by the
Eng]ish, German, French,'and Amefican légations notifying‘the Chinese
Foreign Office of their governments' acceptance of thé'intergroup
égreement and urging an Imperial sanction of the 6 June Agreement
and its supplementary agréement without delay. This‘was.claiméd,to'be
"in accordance with the expressed wiéhes’of the Chinese'Governmentr."2
The'British‘and American governments, in suppTementary notes on the
same date, reminded the Ch{nese government of the 1903 and 1904
promises'fn regard to the Hankow-Szechuan line.é'

After the death of Chang Chih-tung, the Hukuang loan
negotiations had been turned over to the.Board of Posts and
Communications for a sett]ement with the foreién banking groups.“‘
The Chinese Foreign 0ffi¢e informed the foreign bankers 6f this changé
and negptiations resumed between presidents of this board and the
foreign bankers early in October 19103 The Chinese representatives

x'notified the foreign bankers that China was not ready to close the

_negotiations on the éxact terms presented by the four banking groups

because: the agreement had been worked out exclusively among the

/8
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bankers without consulting the Chineée authorities concerned. They :
argued that the original egreement of 6 June 1909 could not be feken as
final but as a draft open to modification. The basis for this argument
was that the 6 JeheuAgreement had beeﬁ initialed on]y: It had fecieved_
neither the approval of the Board of Finance nor the sanction of the
Throne. Further-negotiations were necessary because "the state of
popular feelings was such in Hunan and Hupeh that the agreement in its
bresent form could not be concluded without risking seripus_}bca]l
trouble." It‘thefefore was necessary to modify some of the
objectionable terms.®

Representatives of the banking groups be]ieved that the
presidents of the board exeggerated the danger of local trouble in_order
te obtain easier conditions, that China should be able to cérry out the
original terms without_riéking serious disturbances, and that ehe
should be pressed to do so by the four governments. If, however, their
gevernments,were not inclined to take this view, the bankers suggeSted
‘that their legations invite the bhinese government to state the desired
modifications in order to find a mutual basis for understanding, at the
same‘time upholding the inviolability of the initialed egreement. In
the opinion of the foreign bankers, the vé]idjty of the initiaTed
agreement had to be maintained.. Should it be otherwise, the
‘negotiations wou]d‘not rest on solid groun_d.6

Minister W. J. Calhoun, Rockhill's successor in Peking,
concluded in his te]egram_to the Secretary of State that,:because the
presenf comp]ications and delay had been attributed to the action of

the United States in demanding its participation the year befqre,'the
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-State Department shoujd COntinue its policy of concerted action with
the otﬁer three powers even if it did not seem that a contractual value
‘CQUTd properly be attached to the.initia]ed agreément.7

The State Department was more cautious thah'Minister Calhoun.
Oh 7 October, Acting Secretary of State_Alvey A. Adee informed Mr.
Calhoun that the steadfast pdiicy of the department had been to démand
a just share in any contemplated loan for a Hankow-Szechuan railway but
~not to force a Toan on Chiﬁa. Mr. Calhoun was instructed to avoid
taking the lead in pressing China to ratify the initialed and
supplementary agreements but to continue to act jn-concért with the
other Consortium governments fo-bring about an amicable and early
adjustment of tﬁe matter.® This conciliatory attitude to the Chinese
government was further stressed a few days later when Washington
approved a Chinese request for "local settlement" at Hankow of the
Changsha riot claims.®"

The news of the quadruple agreement gave rise to a storm of
protest among'the gentry and inte]]igéntsia'of the affected provinces
who always had objected to the Imperial Government's supervision of
the projected Hukuang railways and Péking‘s intention to use fbreign
funds for the construction of the entire system. Trouble already had
occurred even two months before the intergroup agreement. was signed.
The Changsha riot was a major incident in the general unrest in the
Hukuang provinces and Szechuan; indeed, those trqubles carried the
potential for a major antiforeign‘chusade.

The genera]:unrest_in Szechuan, Hunan, andAHupeh over the

Hukuang loan delayed the negotiations between the Chinese government
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and the four Consortium banking groups for several more months. The
issue between these provinces and the Imperial‘Govefnment was the
control of the Hukuang railways. The Imperial Government decided not
to.make any"furthér compromise to provincial agitation because it
‘would further.weaken the authority of the Imperial Government and
totally destroy its prestige and credibility. Besides, no compromise
on the.part of the'Imperial Government at this sfage cou]d‘quénch'the
hostility of the provincials whose aim now was the termination of
Manchu rulé.

Government policies, whatever their nature, were bound to
encounter strong opposition from the'provinces. _The policy most;like1y
to gfve the tottering regime a chance to survive waé‘to strengthen
its authority by firm-handed action. In am Imperial edict of May 1911,
the Throne reasserted fts determination fo natjona]ize all the
nation's major railways:

The Government must have, in all directions éxtending to the
borders of the empire, great trunk lines in order to carrxy on
government effectively, and to maintain centralized authority.
Hitherto the methods have been ill-conceived, and there has been
no fixed plan, with the result that the railway administration of the
whole country has fallen into confusion. There has been no
distinction between trunk and branch lines and no estimate of the
powers of the people. Requests on paper to act hastily have been
granted. Commercial railway enterprises have been carried on for
many vears. In Kuangtung shares have been withdrawn, and only a
small section of railway has been built. In Szechuan there has
been misappropriation of funds and fruitless attempts to recover.
In Hunan and Hupeh offices have been opened for many years, capital
has been vainly wasted to the exhaustion of the people's resources:
If this period of waste continues longer, the burdens of the people
will be the heavier and both Government and people will suffer.
injury. How.can we contemplate the consequences of such mistakes?
We now clearly proclaim to the whole Empire that the trunk railway
lines are to belong to the Government. !°
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The Imperial Government's decision to continue its policy of fai]way
concentration and employment of foreign cépita] later broved to be a
contributing cause_to the rapid spread of the revojution after the
Wuchang outbreak in the fall of 1911.

The‘new_ChineSe National Assembly, convoked in the fall of 1910
as part of the politica].reform, was entitled to pass all government
16ans. Theigssembly reprgsented the sentiment of the Hukuang
provinces and Szechuan being opposed to the Hukuang loan which, the
assembly members understood, would strengthen the-Peking government at
the expense of Tocal authorities. Sheng Hsuan-huai, Minister of
Communicatféns who how was in charge of the.Hukuang loan negotiations,
therefore avoided the assembly and confined his dealings exc]QsiQe]y
with the four—powef Consortium on the ground that he was completing
an ob]igation entered into prior to the National Assembly's existence.
The government's disrespect for this newly created nafiona] 1egis]ativé
body intensified the tension'between the central government and the
provincials and quickened the process toward a showdown in a
revolutionary outbreak.?!?

With "conditions of unrest prevalent throughout the Yangtze
basin,"'? the Consortium powers continued to increase their pressure
on China for the sancfibn of their recent agreement on the loan. Their
request for-“imperial'sanction of the aforesaid agreements" about the
Hukuang loan "fo‘be definitely'signed and put into operation for the
benefit of the commercial development of China and of Her foreign
relations"*?® entirely ignored China's internal problems and changes

‘since June 1909 when Chang Chih-tung was alive.
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In an effort to persuade Peking to accept the intergroup
‘agreement, Secretary Knox_exp]ained to China's Speqia] Envoy Liang
»Tun;yen that "the aim of American policy," in the negotidtions td
secure Amerfcan participation in the Hukuang loan and.other enterprises
in China;'had_béen "to secure a sympathetic and.practicé] cooperation
of the great powers in_maintaining the political integrity of China by
making it to the interest of each»to support suéh a po]icy.“"He also
tried to convince Liang that “where the nations invest their'capital;
there they are intent on preserving peace and'prbmoting thé development:
of natural resources and the prosperity of the people."!*

When it had become more obvious'that, due to provincial
opposition and unrest, it was unlikely that the Imperial Government
would fatify the original and sqpp]ementary agreements as they stood,
the Corisortium powers agreed to modify their terms. On 18 March 1911,
the four Consortium groups met at Brussels to settle their modified
Hukuang agreements. A settlement finally seemed possible and
fundamentals were approved.!® Meanwhile, Sheng Hsuan-huai was trying
to get easier terms from-the Consortium.  He insisted, as late as
29 March, on no further yielding to foreign pressure which might arouse
a storm of fresh protest. Willard Straight, the American representative,
worked strenubus]y to convert Sheng, and Sheng evident]y'rea]ized,that
a firm attitude would mean no loan.- On 30 March, after a seven-hour
cbnference, Sheng’yieided practically everything to have the 1oén
concluded. The foreign bankers were "delighted."1®

Meanwhile,zthe political situation of the Chinese Empire daily

was growing more dangerous. Rumors of China's probable partition,
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protests against Peking's policy of railway ébncentratﬁon,and foreign
loans, and criticism of the imperfa]'system under the ‘Manchu rulers
combined to create a situation which made it difficu]t_for_the Prince
Regent to approve the pending Hukuang loan contract. Oh 27 April, a
vio]ehf uprising occurred in Canton which addedvto the'gravity of |
conditions. A leading British newspaper at Shanghai pointed out that,
while this upriSing was not antiforeign but basica]]y»anti-Manchu, it
showed that "no small part of thé comp1aint against the Manchus is the
humiliations tb'which they are declafed to have expoged China from
abroad."!? The rebellion was suppressed only after numerous execuffOns;'
leaving south China in a "dangerous state of mind."!®

Opposition to the government's railway plans aided this
antidynastic movement. Various public groups such as the provincial
gentry, the native press, and provincial assemblies weré warning Pekiﬁg
.against the.loan. After years of yielding to provincia] démands,lPeking
found it difficU]t,abrupt]y to take a contrary position and to conclude
"a loan which had aroused such popu]ar resentment. The foreign bahkers'
could do little but await the decision of the Chinese government.!®

Aftér much delay and strénuous negotiations, China finally
agreed to sign,and'ratify the amended'Hukuang loan ;ontrdct.2° The
final agreement for the Hukuang railways was signed on 20 May 1911,
and the event was promptly followed by Imperial sanction. The major
concession made by the Consortium bankers to Chinese sentiment was
: exclusion of railway construction in. the Kwuangtung'and'Szechuan
provinces. But the Chinese government made a promise that the four

banking groups would be given first priority if foreign capital



shob]d be reduired in the futﬁre'for the construction of railways
within these two provinces.?!

The agreement essentia]]y'was similar to;the 6 June 1909
Agreement supplemented by the intergroup agreement of 23 May 1910.
“The final agreement aufhorizedAthe banks to issue a 5 percent gold
'1oanlin the amount of £6,OOO,OOO;V The interest and principal of the
1oan; according to the agreement, was to be paid, if possib]e, from
the revenues of the Hukuang railways. Should these revenues not be
“sufficient, -China agreed to make other arrahgements for payment of
interest and principal. If fufther foreign loans should be needed
for the construction of Hukuang kaiTWays, the'ansortium groups by
this agreement'secured the right to issue a supplementary ]oah,.
not to exceed £4,000,000, on the same terms as the present loan.
Should a greater amount of fdreign money be needed, it was to be
proyidedd by'the Consortium groups on terms to be arranged.22

In regard to purchasing agents, the fina]Aagreement was
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“essentially the same as the 6 June 1909 Agreement ekcept thaf the final

agreement provided that rails and their accessories be purchased from

the’Hanyahg Iron Works in consideration of promoting China's domestic

industries. The division of éngineering rights, over which the

Consortium members had wrangled for so long, was in the final

agreement somewhat altered from the provisions of the original and its

supplementary agreements because of the changes made during the winter

of 1911 in the projected lines. As finally provided, China was to
appoint a British éhief engineer for the Hupeh-Hunan section of the

Hankow-Canton 1line from Wuchang to Yichang, a:German chief engineer
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for the Kuangshui-Ichang section of the Hankow-Szechuan line, and an
American chief engineer for the section of that line from Ichang to
Kueichoufu.?3 - |

'The.Méy 1911 Agreement brought the protracted loan
negotiations to an end. _The chaotic and rapidly changing situation-in
. China did not, however, permit the Imperia1'Governmeanor the
-Consortium powers to be optimistic. The settlement of the Hukuang loan
-was the beginning of'greater trouble. It was ironic that the
conc]usioh of the Hukuang loan should help to precipitate the outbreak
. of the.Chinese Revolution.

Following the conclusion of the Toan came an immediate'upsurge
of doméstic chiticism against‘the Imperial Government. That this loan
© Was ratified withqut constitutional procedure through submission to‘
the Advisory Senate soon was seized upon by critics of the Prince
Régent. In Szechuan, an active anti-Peking movement was launched to
défeaf the newly-reasserted railway concentration program. Also, the
Imperial decision to take over the lines already constructed by. the
provinces of Hunan' and Hupeh aroused violent outcries against Peking.?*

The Imperial Government tried de;perate1y to ward off disasters,
but too many grievances, domestic and international, comp]icafed matters
thereby preventing a united policy and denying the central government
time and scope to deal with each problem separately. In the far of f.
Szechuan province, a provinéial‘railway‘1eague'cbnvened'on 4 August
1911 and adopted a prdgram completely defying the authority of the
Imperial Government. The provincial newspapers chakged‘the Manchu

government with "se]]ihg Szechuan to the foreigners" and condemned
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Sheng Hsuan-huai as a "traitor to China." A rai]way protection
~association was formed by Szechuan patriots including many of the
prominent businessmen and provincial -assembly members. WHén the
‘Viceroy of Szechuan province took action to suppress the anti-Ménchu
- movement, the patriots, by the first week in September, took up arms
‘and initiated an open rebellion against.the Manchu dynasty.zs»

The Szechuah rebellion soon was followed by the Wuchang
Uprising of 10 October 1911. Its spirit inspired a nationwide
revolution against the Manchu rulers. The corrupt regime was éntire]y
incompetent to resist the fide of the reyo]ution. qur months later,
~on 12 February 1912, the Hsuan~t'ung'Emperor formally abdicated the
‘monarchy, thus putting an end to the dynastic system which had lasted
for more than two thousand years in China.?®

The outbreak of'the‘Chihese Revolution brought down the Imperial
Government. With the disappearance of the central authority,
governmental control of’the entire country went also, temporarily at
least. The chaotic.situation made ahy kind of~rai1way construction
'practicaiiy impossible. A]though the authorized loan was issued in
'1911, construction did not begin unfi] two years later. The four
Consortium groups never fully carried out their plan as specified
in the Toan agreement with China.2”

| * * *

After the establishment of the Republic of China, the Chinese
government was.cohfronted with almost insuperable difficulties. Its
treasury was'empty and its resources were drained. Soldiers were
underpaid and, in many cases, were without pay at all. The government

was desperately in need of money to set its administrative machinery
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ih full motion. In order to improve the situation, the only chpicejfor
the government was to resort to foreign loans. In the middie of
February 1912,'China approached representatives of the Consortium
powers for a large loan to reorganize the Chinese administration.?2®

’In response to fhe Chinese request, the Consortium made two
aavances to the Chinese government to meet its emergency need and,
at the same time, began negotiations with China for a reorganization
loan.2® Meanwhile, the Consortium was enlarged into a six-power
Consortium through the admission of Russia and Japan.®® At Paris,
the banking groups of the six powers concluded a formaj_agreement
for equal participationrin the loan under disCussion. The reorganization
loan négotiations henceforth began to be almost wholly occupied with
discussions of the terms of supervision or control between China and
the six powers.?®!

The reorganization loan was different from any of the previous
Toans because it was not to be used for a definite program but for
_génera1 administrative purposes. Too much control by'foreign creditors
over the reorganization work of the Chinese government certainly would
IeadltO'infringement upon China's administrative integrity. One of the
conditions attached to the loan by the Consortium powers c]ear]y -
specified that, for a period of ffre years, China should appoint the
~groups' financial agents to assist the admfnistrafion in its work of
reorganization.?®? It was natural that the Chinese government'fdund it
hard -to accept the terms of the Consortium. Strong internal opposition
made the Peking government shrink from accepting them and, as a resd]t,

the negotiations came to a deadlock.
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Because the Toan negotiations were. being obstructed by the
powers for political reasons, representatives of the American group,
1mpatient.with the de]éy in the conclusion ofAthe loan and finding it
impossible to oppose the actibn of the other membersiof the Consortium,
suggested that the American group withdraw from.the loan negotiations.?3
The American Minister in Peking, William J. Calhoun, reported to.the
. State Department'that, in his opinion, "it is no longer a question.of"
friendly international cooperation to help China but a combination.of
_big powers with common interests to accomplish their own selfish
political aims."3* The President-and the State Department were opposed .
to American withdrawal from the Consortium on the ground that any
sudden change of attitude on the part of the American group would
embarrass the goverhmentnand injure American prestige and interests in
China. After conferring with the President, thé:American group decided
not to make'any decision on the matter until the next administration
had declared its policy toward the Consortium.?3®

In the midst of this situation, a new administration came to
power in the United States with Woodrow Wilson as President and William
Jennings Bryan as Secretary of State. Upon inauguration of the new
-Pres%dent, the American group immediately asked the~State,Department if
the policy of the new administration toward the international Consortium
was to be the same as that of its predecessor. The bankers stated that
they had participated in the Consortium upon-the solicitation of the
State-Department, had spent much time and money in acting as an
instrument of the‘American Far Eastern policy, and that they would not

continue their efforts unless the government renewed its request and
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gave the American group its full support.3® As Bryan recalled it, the
American group insisted on government assurance that no other American
financiers would be permitted to enter the loan and that the American
group would control future loans. The group also demanded that the
loan was to be secured by control of Chinese government revenues, and
that, if necessary, the government would use force in cooperation with
other powers to compel China to live up to the terms of the contract.?’
President Wilson and almost all his associates were against
continued participation in an enterprise which they believed would’
establish a monopoly of loans for a small group of bankers to the
exclusion of many others and, above all, interfere with China's freedom
and independence. Differing substantially from President Taft's dollar
diplomacy, Wilson did not Tike to advance American political interests
by encouraging a group of financiers to participaté in an international
.competition for special profits and rights.?®

The President decided to withdraw American support from the
Consortium. He issued a statement on 18 March 1913 which marked a
radical change in American foreign policy and occupied a significant
page in the annals of Sino-American relations:

The representatives of the bankers through whom the administra-
tion was approached declared that they would continue to seek their
share of the loan under the proposed agreements only if expressly
requested to do so by the Government. The administration has
declined to make such request, because it did not approve the
conditions of the loan or the implications of responsibility 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 administration’
does not feel that it ought, even by implication, to be a party .
to those conditions. The responsibility on its part which would
be implied in requesting the bankers to undertake the loan might

conceivably go the length in some unhappy contingency of forcible
interference in the financial, and even the political, affairs of
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that great oriental State, just now awakening 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 encouragement of a loan
thus secured and administered is plain enough and is obnoxious to
-the principles upon which the government of our people rests.

The Government of the United States is earnestly desirous of
promoting the most extended and intimate trade relationship between
this country and the Chinese Republic. The present administration
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. This is its duty. This
is the main material interest of its citizens in the development
of China. Our interests are those of the open door--a door of
friendship and mutual advantage. This is the only door we care to-
enter.

In a telephone conversation with the State Department,
representatives of the American group were told to consider Wilson's
stafement as the government's reply to the group's request as to its
future conduct in the loan negotiations.*® Upon learning the decision
of the government, the American group ‘immediately notified the Secretary
of State that it was withdrawihg from the six-power Consortium in
regard to the Reorganization Loan.*! It notified the other five groups
that 1t would remain bound by the sextup]e agreement of 18 June 1912
| until its termmatwn..-2 A statement was issued to the press on the
Same day:

As the American group has been ready to serve the Administration
in the past, irrespective of the heavy risks involved, so itnwas
disposed to serve the present Administration if so requested. But
differing to the policy now declared, the group has withdrawn

entirely from the Chinese loan negotiations and has so advised the
European and Japanese banking groups."3
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The American group took this occasion to notify the State
Department of the commitments to which it already was é barty. The
‘important commitments were the Hukuang,Loan‘Agreement, a one-fourth
share in the Currency Reform Loan advance, and a one-sixth share in the
Reorganization Loan.advanée.“" In regard to commitments such aélthe”
‘Hukuang agreement and,tﬁe currency reform loan, whith the Amerfcan
group already had’undertaken, it delegated the Ihternatibhal Banking
Corporation to act for it in China."®

Although £6,000,000 of the authokized Hukuang railways loan
was issued on 15 June 1911, construction was delayed by the Chinese
Revolution until the fall of 1913. On 12 Septémber'1913, China
issued final and detailed regulations for‘the transfer and expenditure
of loan funds and for carrying out.the construction and purchase of
materials. These regulations were accepted by the Consortium banks."*®
This marked the commencement‘of the Hukuang'rai1way project. .By 1927,
however, on}y'286 miles of the British sectioh from Wuchang to Changﬁha
had been constructed, and abdut 75 miles of the German séction from
Hankow toward Ichang. On the so-called American section, no
constructibn had been done."” With the withdrawal of the American
interests from the Consortium, thé United States, for a short time at
least, ended its effort in China and left the field of investment in

China.
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Chapter 5
CONCLUSION

By the end of the nineteenth century, the United States loomed
as the'gredtest industrial nation on earth and enjoyed the greatest
prosperity it ever had witnessed since the founding of the repub]ic.
But prosperity'brought'a series of new problems. ' America's rise to
world power largely was the consequence of its unique geographic
position, abundant natural resources, and the'dynamic energy of its
people. . Throughout the nineteenth century, the American péop]e had
devoted themselves to internal deve]opment and continental expansion
with lit§1e entanglement with the outside world. By the turn of the
century, American cdntinenta] expansion had been brought to an abrupt
~end by the Great Pacific. The completion of western sétt]ément énd
“the close of ‘the frontier, together with the widespread Agrarian
distresS of the 18905,1 created gréat anxiety among the people and
compelled them to look for new ways to solve their prob]éms.

The tremendous growth of American industry after the Civil
War spawned, perhaps inevitab]y,‘é_huge surplus of domestic
manufécturing'which was becoming increasingly difficu]t for the_nation
to absorb.? More and more peop]é had come to see the importance of
acquir%ng new overseas markets and the necessity of discarding the
traditiona1 jsolationist foreign po1i¢y inherited from the Founding

Fathers. Immediate economic need prepared people to accept an

96



97
expansionist policy as a foo] to sustain the nation's strength and
pkosperity.

The Spanish-American War of 1898 marked a significént turning
point in American foreign policy.. With the annexation of Puerto
Rico, establishment of a protectorate over Cuba, and the éeizure of
Panama, complete American control was established over the Caribbean.
The occupation of Hawafi, Guam, Samoa, and the Philippines extended
the new American frontier across the Pacific to the Far East. The
Unitéd States suddenly had become a fui]-f]edged;wor]d power with
possessions and po]onies’in the Caribbean and the Pacifie. 0verseas
expansion marked a eomp]ete-breakdown<of America's physical isolation
of early days. Success brought joy to the people and muted- the
protest of the antiimperialist crusaders.?

What was more significant, however, was that the occupation
of'the Philippines had brought America so ciose to the legendary China
market, The American dream of a great China market; rich and Timitless,
was as old as the American nation. Since Daniel Webster's days,‘some
American dip]omatists‘predicted that American trade with the Far East-
would eventually exceed its trade with Europe.“‘ The Spanish-American
War revived and deepened American interest in the Far Eestern'trade.
An enthusiastic senator proc]aimed, fhat exciting summer of 1898,

The booming guns of Dewey's battleships soﬁnded<a new note-on‘the
Pacific shores, ‘a note that has echoed and reechoed around the
world, and that note is that we are on the Pacific, that we are

there to stay, and that we are there to protect our. rights,
promote our interests, and get our shares of the trade and commerce

of the opulent Orient.>
- Developments in the Far East were not, however, favorable to

American commercial expansion in that region. The gate of the Chinese
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Empire was forced open by British soldiers.and gunboats. From_the
Opium War of 1840 onward, China gradually was reduced to the status of
'a:semicolony through the unequal treaties_imposed on China by the
imperia]iét powers.® The Sino-Japanese War of 1894-1895'revea]ed the
fata]‘weaknesslof the empire and'brOUth a flood of speculators and |
concessionaifes to the China scene.. THe'Treaty Powers and Japan,
competing with each other,'busi]y_carved out great portions df China
as tﬁeir exclusive spheres of interest within which they ciaiméd to
enjoy preferential rights in the granting by China of railway and other
industrial concessions; By the turn of the century, China faced the
imminent danger of being partitioned'by the imperialist powers.

American interests in China, which had grownioutAof the trade
with Cantdn initiated at the close of the eighteenth centhry,7 were
safeguarded by the most favored nation principle incorporated in the
first AmericanQChinese treaty--the Treaty Of Wanghia of 1844--and
by the rights and privi]egeé embodied 14 yéars_]ater in.the Treaty of
T1"en’cs_1°n.'8 Except for a brief experience in the joint military
operation to suppress the Boxer Uprising, the United States never had
made war on China. Neither had it sought outright territorial
- concessions from_China; Nevertheless;'the,United States did not
hesitate to insist on its right to share whatever priViTegeé England,
Frahce, and other Treaty Powers might-wring from the fmpotent:Cthese‘
gdvernhent.by‘a force of arms. It was not averse to enjoying the
fruits of European imperialism,

The Unfted Statés was a latecomer to the China scene. When it

decided to claim interests in the empfre, the European powers and
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Japan a]ready had consolidated their strongholds in China. There was
littlé room left for American interests to expand. At a time when
world markets were most needed, and just as the acquisition of the
Philippines provided a base for American financial and commercial
expansion in the far East, American businessmen saw the doors
- swinging shut in China. The exclusive spheres of interest blocked
the way for American businessmen to fu]fi]]_their economis'ambitions
in the China market.

Unless the United States promptly did something to protect
its interests, American businessmen, financiers, and government
Tleaders fe1t, it might find itself completely excluded from the
potential China market. The historic interest in Pacific expansion
and inlthe China market soon convinced them that the opportunity to
strengthen America's'position'in the Far East by taking the Phi]ippines
was an opportunity_that must not be neglected. “Something had to‘be
done to prevent the potential markets in the Far East from falling
under the control of dominétinn of the European trade rivals and
Japan. The situation-c}eated,a demand fof a more vigorous Far Eastern
po1iéy and the demand for prompt American action as a world power.
In 1898, that meant imperialism.

Although the greatest industrial power among the natfons, the
‘hnited States was not yet strong enough to compete with.the European
~powers militarily. Besides, American public sentiment, except for a
‘brief period during the Spanish-Amekican War, was strongly against
overseas territorial acquisiton and the use of force in international
re]atidns.- Something new‘had,to be worked out to meet -the urgent need:

for American commercial and financial expansion.
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Out of this need for overseas commercial expansion came the-
first_fermal expression of a policy which had its roots in the Treaty
of wenghia in 1844: the Open Door Notes. In response to the need for-
overseas commercial expansion and mounting imperie1ist economic rivalry
in China, John‘Hay's qrtieu1atien of the Open Door Policy wes desjgned
to secure and preserve access to the China market for Amerfcan business
interests. . It was derived from the conviction that; in fair and square
‘competition, the'overwhe[ming economic power of the_United States
.eventually would triumpth over European and Japanese business interests
in China.

The Open Door Polfcy conSisted of two basic principles: the
equality of commerciai?opportunity to all poweré in China and the
preservation of China's territorial and administrativevintegrity. "Both
principles were invoked to serve the<Americh purpose of commercial
expansion. Without the assurance of equality of'opportunity, the
United States could not possibly promote its own business interests
in China, especially not in those economically importanf areas that
already had been marked out~by-the other powers as their spheres of -
influence. If China'Were carved up among the‘powers and ceased to be
an independent state, the United States never would beIAble to enter
the China market.

The affirmation of the Open Door Policy was not deemed
,inconsﬁstent with the establishment of spheres of influence, neither had
it prevented.the creation of special interests. The United States
Government had no intention of challenging the established interests of

‘the powers. The primany concern of the American governnent was to




secure its share of the China market, not protect the rights and
interests of the Chinese Embire. Indeed, thn Hay's first round of
Open Door Notes to the powers concerned solely the equa]ify'of
cohmercia] opportunity, accepted the existing spheres of influence in
China, and mentioned.nothing about the empire's territorial and
political ihtegrity. The latter principle was added to the Open Door
Policy with an awareness that}China's existence as avsovereign’state
would serve the best interesfs of the United States.

In plain words, an open door in China meant that she shou]d
welcome the imperialist powers with open arms when they descended
to grab her resources and promote theif persona]_interests. The‘

principle of equa]ity'meant that everybody should have a share. Any
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power, having once established a sphere of interest in China, should |

continue to enjoy its privi}eges'without disturbing the privileges
of other nations which had no spheres of interest in China.v The
presé}vation of China's integrity meant that China should not be
divided into separate colonies but be preserved for collective
exploration and enjoyment. The policy was extremely hardheaded and
practical. In urging the powers to accept the Open Door Policy, the

American government acted in the best interests of the United States

- to safeguard the,countfy's commercial interests in China at a time when

these interests appeared to be_serious]y threatened by the rival
'schemeSvof the European powers and Japan.

President William Howard Taft.came to office at the beginning

of one of the greatest eras of expansion of American foreign investment

in history.® Unlike his predeéessor, Theodore Roosevelt, whose major
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concern was America's military strength and political influence, Taft
was more interested in American commercia1'expansion. He declared
that his policy was one of "substituting 'dollars for bullets," and
thét'itiwas the policy of the United Sfates to "extend all proper
:support to every legitimate and beneficial American enterprise
abroad."!?

- Taft's Secretary of Staté, Philander Knox, also was an
enthusiastic proponent of overseas economic expansion and a}discip]e
of Taff's dollar diplomacy. In a Tong State Department memorandum
of September 1909, Knox pointed out that

the nafions that finance the great Chinese railways and other
enterprises will be foremost in the affairs of China and the
participation of American capital in these investments give the

voice of the United States more authority in political controversies
in that country.

- . . . . . - L4 . L4 . . - . . . . . L - - . . L] . . L L4

So long as the United States holds the Philippines, the
dominatin of China by other nations to our exclusion would be
fraught'with danger and it isunthinkable that this country should
"be squeezed out of any combination exercising an influence at
Peking. . . . Our interests in Asiatic waters require the
prevention of the establishment of predominant interests and
influences at Peking on the part of other powers and that American
prestige in China be undiminished.?!?

From the beginning of their administration, Knox and Taft took
the initiative in promoting American financial interests in China. For
four years they endeavored to pump American capital into China. Their
“tactics were to demand the admission of American capital, on terms of
equal participation, into every foreigh loan floated by China.
American railway ventures in central and southern China were but part
of this grand campaign to secure a foothold in the China market for

American business and financial interests. The Hukuang Toan was one of
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the most important Toans the United States had intruded into during
Taft's administration.

,After.the cancellation of the Hankow-Canton concession, the
proviﬁcia]s tried, with Tittle sqccess,‘to construct the railways.
through their efforts. The capital required for the construction of

‘China's rai]ways was enormous and far beyond the ability of China's
financial organizatidns‘of thaf time. Despite strong provincial
opposition, the Chinese government again assumed the responsibility
of constructing the nation's railways through its railway nationali-
-zation program and turned to seek‘foreign‘financial assistance.

The original Hqﬁuang loan agreeﬁent was initialed on 6 June
1909 between the Chinese government and representatives of the British,
French, and German banking groups. During their intergroup
negotiations, the three European groups had, on two'occasions,
extended an invitation to Amefican Bankefs to share in the Toan.
Despite the solicitations of the State Department, American financiers
failed to show much interest in the enterprise. The three European
'banking groups undertook negotiations with China on the assumption
that American capitalists did not want to participate.

The State Department did not like to see this great‘project
fall entirely into the hands of European financiers. When the Toan
hegotiations were about to be concluded, the State‘Department
.declared that the promises made by the Chinese government'to Minister

" Conger in 1903 and 1904 gave the United Stétes a 50 percent share of

the Hankow-Szechuan line, and that an American banking group was ready

to participate in the Hukuang project. The European poWérs and the
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Chinese government, annoyed.by America's belated claim, concluded the
.1oan with little attention paid to'American_protests.

By invoking'the Opén Door Policy in an effort to block imperial
sanction of the agreement, the American State Debartment succeeded in
‘persuading the powers and China to accépt American parficipation in
principle. The consequential negotiations were eXtreme]y complicated
and strenuous. The‘American,govefnment refused'to accept the European.
offer of a one-fourth share in the Hankow-Szechuan loan and demanded a
25 percent share of the entire Tloan with absolute equality in every
particular. fhe uncompromising position of-ihe United States enraged
the powers and China; they decided to close the loan as 1£.Stood;

Facing the imminent danger of American interests being excluded
entirely from the enterprise, President Taft intervened persohaT]y by
taking the extraordinary measure_of communicating direct1y4to'the
Prince Regent'of China on behalf of private_American'bu$iness interests.
Under pressure from the United States, the'Chinese‘Imperia1 Government
agreed to wait until the United States had settled its differences
With the Eufopean powers. Clashing interests creatéd'numérous
problems and delayed the loan for almost a year. As a result, the
loand was not conc1uded until May 1911.

The loan negotiations had been.carried on againsi the backdrop
of an impending Chinese Revolution. 'The unpopd]drity of the Hukuang
1oha, the fierce competition among.the banking groups and their
gogernments, and the_end1ess delay of the project combined to stiffen
pkovincia] opposition and lead to the outbreak of the Revolution.

Fighting began in the Szechuan province with a popular uprising against
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the Hukuang railway program which soon developed into a nationwide
reVolution against the imperial system under the Manchus. The
Revolution had betome more anti-Manchu than antiforeign; but, to an
extent, the Manchu rulers were scapegoats for the foreign money
Tenders and concessionaires because their selfish claims and disputes,
after‘a]]; had intensified provincial opposition and hostility
toward the'ImperTa],Government.

'The_initiative to force American entry into_the Hukuang loan
- caime a]most‘entire]y from the American government. It was the State
Department, not Wall Street, that hastily Qrganfzed the American
groﬁp to serve as.a'semiofficiai instrument in carrying out the policy
of the government and led the American group during the entire proceeding
of the negotiations. Taft's dollar diplomacy had far from fu]fi]]ed
its pronounced objectives. It had not stimulated.internationa]k
cooperation but, rather, intensifﬁed'international competition. The
pp]icy impaired rather than sfrengthened China's integrity and and in
a sense contributed directly to the disinfegratidn,of the Chinese
Empire. During the negotiatibns, more than once the Open Door Policy
was invoked by different grodps,tq defend their positions and to
justify.their claims. Iroﬁica]ly, the Open Door Policy, with its
professed prupose of maintaining China's,SOVereiQnty,.now had become
an effective weapon in international rivalry in China and'creafed
chaos, disorder, and‘hisfortune for that land and its government.

After the upheaval of the revolution, the new Chineée
~government was ‘confronted with enormous difficulties, financial

and administrative, To avoid utter collapse, the government under
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General Yuan Shih-kai negotiatéd‘a large Reqrganization.Loan with the
International Consortium, which had been en]érgéd from its original
four members to a six-member. Consortium with the participation of -
Russia and Japan. Very harsh terms were attached to the Toan. The
powers bluntly requested to participaie in the reorganizatiqn of the
Chinese government. By taking advantége of the chaqtic situation in
‘China, the Consortium powers again threatened its independence.

Upon the inauguration of Woodrow Wilson, the American group
in the Consortium immediétely asked the new administration for full
" governmental support of the Consortium. HWilson and his associates
considere the terms of the Reorgahization'Loan as subversive to
China's administrative integrity and withdrew American support from .
the Consortium. With this drastic change of policy, the American
bankers had no choice but to withdraw from the Consoftium, thus
temporarily ending American economic activity in China.

American withdrawal from the Consortium did not help to
strengthen China’s integrity. Other Consortium powers tightened
rather than loosened their control over China's financial and
political affairs. American influence in that country suffered a
general decline and the position of the United States'fn China daily
became less tenable. This development was inconsistent with the
American po]icy of overseas commercial expansion formulated at the
turn of the century. Under such circumstances, Wilson drastically
revised his China policy during his second term. America
reentered the China market throUgh the organization of the new

Consortium.!?
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