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ABSTRACT
This thesis investigatac and provides support for the conclusion that foreign trade

and investment were leading factors in the industrialization of China during the
period, 1860 to 1945. The three main types of foreign economic influences were:
Foreign Direct Investment (FDI), Technology Transfer, and Market Access.

The year 1860 was selected arbitrarily as a start date. Its only significance was
that by this tirne trade data had become available for many treaty ports in China.
However, the period, 1860 to 1890, was mainly a time of rapid foreign trade
expansion, but modern industtialization efforts were meagre. The main period of
foreign trade and investment expansion in China that promoted the growth of
modern industries occurred primarily during the years, 1890 and 1945.

In order to examine the interaction of foreign trade and investment with the
development of modern industry, three regions were setected for study: Shanghai,
Manchuria, and Shansi. Industrial take-off occurred in Shanghai in the 1 8 9 0 ' ~
in~
Manchuria during the period, 1900 to 1910, and in Shansi during the 1930's.
Shansi was a late industrializer due to its remoteness from foreign influences. The
international influences mentioned above were al1 important, but the magnitude of
each type of foreign influence often differed between regions.
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A Definition of Industriafization

For the purpose of this thesis, it is important to clearly understa~dwhat is meant
by industrialization. industrialization can be thought of as a change in technology

from pre-industrial to industrial technologies such as, use of the steam engine,
electricity, and reliance on petroleum and coal. Industrialization includes the
diffusion effects of these technologies throughout the economy, ie., to the
manufacturing, mining, agricultural, transportation, and commercial sectors.
Although, agriculture, transportation and commerce are al1 industries, the term
industry as it is used in this thesis primarily refers to the mining, manufacturing,
and public utilities (electricity) sectors. Therefore, the use of the terms, pre-

modern and modern industry are meant to refer to the mining, manufacturing,
and public utilities sectors of industry. Pre-modern refers to the technologies
which were used before the Industrial Revolution, ie., before the invention and use
of the steam engine and electricity. Modern, as in 'modern industry', refers to the

use of the technologies of the Industrial Revolution. I n this thesis, the use of the
word 'industrialization' should be thought of as being synonymous with the word
'modernization'.

Industrial Take-Off I n Three Reqions: Shanqhai, Manchuria, And Shansil
Industrial take-off in Shanghai was achieved during the 18901s, because this
decade witnessed the establishment of foreign and domestic textile mills in the
city. Manchurian industrial take-off occurred during the first decade of the 20th
-

' Plcasc rcfcr to tablcs and charts found at thc cnd of this introduciory scaion.
1

century because Russian railroad construction on the Chinese Eastern and the
South Manchurian railway had k e n completed by the turn of the century. This
had the effect of stimulating Russian investment in agri-food processing

industries. I n 1905, the Kwantung Leased Territory was ceded from Russia to
Japan. This ushered in a period of investment in modern industry which lasted
until the collapse of the Japanese Empire in 1945.

Shansi's industrial take-off did not occur until the 1930's due to its relative
remoteness frorn foreign influences. Although railroads were built prior to 1930,
these were inadequate to efficiently link Shansi's commercial and industrial
the
~ industrial sector continued to be
centres together. Prior ta the 1 9 3 0 ' ~
dominated by pre-modern industries,

je.,

industries which did not use steam

power or efectricity. However, the industrialization program which was

undertaken by the Warlord, Yen Hsi-shan during the 1930's provided clear
evidence that a modern industrial sector had been successfully established within
the province by 1937. Unlike the other two regions, the greatest stimulus to

industrialize Shansi arose from the Provincial Government's military and political
concerns. However, it should not be forgotten that the construction of the
Chinese Eastern Railway and the South Manchuria Railway by Russia was initially
done for strategic reasons, rather than economic ones.

Foreign Economic Influences
There were three main types of foreign economic influences: (1) Foreign Direct
Investrnent (FOI), (2) Technology Transfer, and (3) Market Access.

First of alt, capital, in the form of foreign direct investrnent played a leading role.
It played a decisive role in the industrialization of Shanghai and Manchuria.

Secondly, technology transfers also affected the rate and spread of
industrialization. The diffusion of knowledge to Chinese businesses increased the
likelihood that newly established infant industries would be able to compete
against foreign producers. Knowledge diffusion occurred from foreigners working
in China and from Chinese students who had either studied abroad or had
attended a Chinese institution of learning which was organized and run along

Western Iines. There was a process of learning from FDI, ie., Chinese learned new
technologies and managerial procedures frorn foreign employers. Additionally,
technology was imported in the form of industrial machinery, and machine tools.
Technical training was achieved either by educating students in newly established
Western-style educational institutions or by study abroad.

The industrialization process was accelerated by the use of expatriate specialized

labour, ie., imported foreign labou?. The largest exgatriate labour populations
were composed of British, Russians, and Japanese. I n 1931, the foreign
populations of these three nations residing in China were respectively: 20,000;
140,000; and 280,000 (Remer,1968:364).

Specialized labour in the form of

expatriate workers with scientific or technical training were important, but
represented a very small proportion of the total populations of the regions studied.
The demand for highly skilled expatriate workers

'

became more intense as the

Thc icrm 'cxpatriatc' is a gcncral tcrm which rcfcn to a pcrson of forcign nationality, who
tcnds to bc uscd very spccir~callyfor pcrso~elfkom Advanccd Dcvclopcd Countrics(ADCs) working in
Lcss Dcvclopcd Countrics(LDCs). Thcy arc cmploycd by govcmmcnts or busincsscs in LDCs at a high
cost bccausc of üie large wagc ditTcrcntial bctwccn ADCs and LDCs (PC~TCÇ,
1986-141).

Pace of industrialization quickened. This becarne especially apparent in Manchuria
between 1932 to 1945, during which time massive amounts of Japanese capital

was injected into its industrial sector. However, as was already stated, this
expatriate population was small, and it should be kept in mind that the successful
operation of modern enterprises in China was partially due to these workers. The

most notable example of the use of expatriate labour occurred in the regions of
China that were incorporated into the lapanese Empire.

A third factor which affected industrialization was market access. The free

rnovement of i m p o a and exports had the effect of increasing industrial
specialization and a division of labour. For example, the rise of textile industry in
Shanghai (exports of filature silk, and imports of cotton products which competed
against a growing domestic modern textiles sector), bean oil and metallic products
processing in Manchuria, and coal output expansion in Shansi. Shansi's exports
and domestic savings financed imports of industrial equipment which were needed
to establish a modern industrial sector.

The first chapter of this thesis is quite general, and will discuss the
industrialization process in China. The next three chapters concentrate on three
distinct geographic regions - Shanghai, Manchuria, and Shansi. These regions are
discussed sequentially from the earliest industrializer (Shanghai) to the latest
(Shansi). The concluding chapter provides a cornparison of the industrialization
experiences of the three regions.

Table 0.1: TOTAL CAPmAL OF NEW CHINESE AND SINO-FOREIGN
JOINT ENTERPRISES I N MINING AND MANUFACTURING
1872 10 1911
Value in thousands of Chinese dollars
Year
Capitaf

1872
1876
1877
1878
1880
1881
1882
1883
1884
1885
1886
1887
1888
1889
1890
1891
1892
1893
1894
1895
1896
1897
1898
1899
1900
1901
1902
1903
1904
1905
1906
1907
1908
1909
1910
1911

36.0
661.9
139.9
2,055.9
28.0
789.2
971.9
136.0
385.7
449.6
66.0
941.1
140.0
7,458.7
1,204.9
1,071.0
1,549.6
363.8
3,187.8
4,219.4
3,539.0
5,919.2
3,987.4
7,940.2
3,098.0
379.7
5,275.9
599.3
5,223.0
14,813.4
21,278.4
14,573.0
22,527.3
9,947.3
4,944.7
2,290.5

CAPiTAL OF NEW ENTERPRISES IN
MIINING & MANUFACTURING

Source: Hou,l96S: 135

Table 0.2: MODERN ORIENTED GROSS DOMESiC FIXED C A P î ï A L
FORMATION
Millions of 1933 yuan
Year
1903
1904
1905
19OG
1907

1908

MODERN ORIENTED GDFCF

1309

1910
191 1
1912
19 13

1914
1915
1916
19 17
1918
1919

-

China Proper

-Manchuria

1920
1921
1922
1923
1924
1925
1926
1927
1928
1929
1930
193 1
1932
1933
1934
1935
1936

G r o s Domestic Fived CapitaI Formation
(GDFCF) estimates are derkcd from Lime
series for the apparent consumption of
ccmcnt, iron and stcci products, and
rnachlliery. Apparent consumption is thc
sum of domestic production and nct imports.
Source: Rawski. 1989: 245

Table 0.3: Manchurian Trade and Investment

MANCHURIAN NET

JAPANESE 1NVESTMENT I N

IMPORTS (Millions of $US)

MANCHURIA (Millions of $US)

YEAR

1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944

NET
IMPORTS

Adjusted

-59.098
17.324
47.300

-59.098
17.324
47.300

54.775

54.77s
25.439

25.439
69.680
156.327
250.462
253.967
172.184
100.900
79.700
35.200

YEAR INVESTMENT

69.680

156.327
250.462
253.967
172.184
151.350
119.550
52.800

Notc: Frorn 1942 ro 1944. Japan accountcd for most of Manchuria's irnport and e . q n
/Gk

Japanese trade figures wcrc not adjustcd to F.O.B. vaiues (Manchurian ports) in thc case
of e-uports and to C.I.F. valucs in thc casc of imports. Thercforc, the impon balancc
valucs arc vastiy undcr-estimatcd. According to Chcng, during the Pacfic War, occan
frcight and insurancc charges incrcased ~ i ~ c a n tovcr
i y prc-war levels, and it would bc
rcasonabic to add 50% to the Japanesc export surplus figures in ordcr to makc thcm
import-cxccss figures of Manchuria- Bcforc 1942, the corrcsponding figure was 25% (up
LO 1942 this adjusuncnt had becn made in thc tradc retums). [Source: Cheng, 1956:
204-2051

Chapter 1
THE I N D U S T R I A L I Z A T I O N PROCESS I N C H I N A

Two Key Questions
There are two key questions to keep in mind when evaluating the industrialization
experience in China. Why did China industrialize when it d i d l How did this
industrialization occur? The following chapters will examine these questions on a
regionai basis. The main explanatory factor in al1 three cases involved foreign
influences, ie., economic, political, and military.

Definitions Of Terms
Industrialization is a change in technolog y from pre-industria l to ind ustrial
technology, ie., the use of the steam engine and electricity. Feuerwerker defined
three types of economic growth, ie., Pre-modern/extensive growth,
Smithian/intensive growth, and Modern Economic Growth (Feuerwerker,

1992:765). Smithian growth was the fastest rate that an economy could grow a t
before the onset of industrialization. Modern Economic Growth as defined by
Simon Kuznets could only occur in an industrialized or an industrializing economy.

1.) Premodern or extensive qrowth. This type of growth yielded constant returns

to additional inputs. It was lrnable to generate sustained, large and steady
increases in per capita output and incomes.

2.) Smithian/intensive qrowth, that is, this was the type of economic growth that

Adam Smith was referring to in his study, The Wealth of Nations. Total output

and per capita output may increase slowly. However, this gmwth was
accornpanied by large fluctuations in economic prosperity and it was also uncertain
whether this growth rate was sustainable over the long-run. Since Smith's
writings pre-dated the wide-spread industrialization of Britain, Smithian growth
was based on efficiency and productivity gains from increased specialization,
commercialization, and pre-modern technolog y improvements. This type of
growth was most evident in the Chinese economy during the Song Dynasty.

3.) Modern Economic Growth: According to Simon Kuznets, there had to be

sustained growth in the economy, that is, per capita output, in order for the
growth to be considered 'modern'.

By a sustained increase we mean a rise of such

magnitude t h a t it is not overshadowed by short-term fluctuations. And by a
sustained trend in structure, e.g. a shift toward nonagricultural sectors, we rnean
one in which the rise in the share of nonagricultural activities in output (or in
labour force) is not overshadowed by short-term fluctuations in the
shares(Kuznets, 1967:26).

The type of growth described by Kuznets could only occur in economies which

industrialized. The main invention which allowed for modern economic growth
was the steam engine. Before its invention, the best that could be expected was
Smithian growth. Water power and coal were used to revolutionize China's premodern iron and steel industry. However, the growth of their metallurgical
industries were constrained by the availability of rivers which could be exploited
for such uses. The utilization of stearn power allowed for the establishment of

industry far away from rivers. Instead of water-power, modem industry depended
on the exploitation of fossil fuels to power thermal electric plants.

Kuznets' type of growth essentially assumes that industrialization occurs. PreModern and Smithian economies had not been able to sustain significant increases

in per capita income over the long-run, nor were they able to initiate any

substantial structural shifts in the economy which would decrease the dominance
of the agricultural sector. i n order for industrialization to occur, there had to be a

continuous development and application of new technologies to production
methods.

Feuerwerker (1992:7 6 5 ) believed that the highest levels of output per capita
generated in pre-industrial China occurred during the Song dynasty(960-1279), a
period which spanned over three hundred years. During this dynasty there was a
technological revolution which raised per capita output to a new plateau.
Otherwise, essentially al1 of the growth that occurred in the Chinese economy untii
the 19th century was of the pre-modern type. During the last half of the

nineteenth century and the first four decades of the 20th century there is strong
evidence to support the view that Smithian growth, that is, increased
specialization and commercialization, occurred in Jiangnan and the Canton
delta(Feuerwerker,1992:766).

Feuerwerker concluded that there was no industrial

revolution, no Green Revolution in agriculture, and the new technologies,
products, materials and institutions which were copied or adapted were based on
foreign modets.

1 believe that this view might be too narrow. However, there is little doubt that

Feuerwerker was correct when he stated that the centres of economic growth were
geographicalfy confined. China's Self-Strengthening Movement which was
initiated in the latter half of the 19"' century produced a handful of modern firms
which ut~lizedthe technologies of the Industrial Revolution. However, sustained
rates of modern economic growth were not achieved until Shanghai and its
environs began to rapidly industrialize in the 1890's.

Although Shanghai acted as China's commercial hub, it also sewed as the nation's

most important industrial city. By 1933, Shanghai's factories produced over forty
percent of China's industrial output, and was home to 0.6% of the country's
population (Rawski,i982:30).

With such a high concentration of industrial activity

within Shanghai, it is difficuft to believe that locally there was not an industrial
revolution. The Shanghai Power Co. Produced most of the city's electricity. If its
electricity generation is used as a proxy for the growth of modern industry within
the city, then the city's industrial output would have mushroomed at the
staggering rate of 28 percent per annurn between 1912 and 1925, and would have
continued to expand a t the respectable rate of 8 percent per annum between 1925
and 1936 (Wright, 1991:357)'. It was estimated that the Shanghai Power Co.

Was responsible for an average of 83 percent of the total sales of electric power in
Shanghai for the period 1925-34(Murphey,1953: 189). In 1936, 58 percent of
China's electric power was generated by Shanghai's power plants (Murphey,

1953:189). Additionally, the Shanghai Power Company's "Riverside" plant had a

'

Tirn Wright, Rcscarch Noic, "Eiectric Powcr Production in Prc 1937 China" in thc China
Quancrly (1 99 1).

larger output in 1930(450 million Kilowatt-hours) than any single station i n
England, and the total output of the city's four power companies was greater than
in any English city except London(Murphey, 1953:189).

Industrialization refers t o the change of technology used from pre-modern
industrial technologies t o modern technologies used throughout the econorny.
Modern industry is comprised of those industries which rely on either stearn power
or electricity for their energy. I n this thesis, the use of the terrn 'industry' is
meant as a general term which encompasses the following industrial sectors:

-

mining, manufacturing, and public utilities (electricity).

Industrialization includes the diffusion of use or benefits of modern industrial
tech nofogy throug hout the economy

. This diffusion creates cross-sector linkages

which provide economy-wide productivity improvements. For example, the
chemical fertilizer industry produces fertilizer which is either transported by rail or
by truck to the farm sector. The farm sector utilizes this modern sector

commodity to raise yields. The increased output is shipped to market by
automobile, je., trucks; rail; or steamship. Additionally, it is worth noting that
industrialization occurred mostly in urban areas. Most of China's farm sector did
not undergo industrialization. However, certain farms did industrialize, ie.,
mechanized farm machinery and chemical fertilizers were used.

Pre-Conditions For Industrial Take-Off
There are at least five pre-conditions for industrial take-off, namely:

1) Cornmercialization of domestic economy and expansion of international trade.

II) Sustained growth of per capita income

III)
Specialization and the growth of large-scale industrial enterprises.

I V ) Sustained growth of heavy industry, je., iron, steel, coal, and metal fabrication

industries.

V) Technology improvements that continuously raise productivity.

The earliest time that these conditions occurred for a long period of time was
during the Song Dynasty (960-1279). Nearly al1 of the pre-conditions for an
industrial take-off were met, but modern industry failed t o develop because
although the Chinese understood the principles o f t h e steam engine, they did n o t
develop a working model of a modern steam engine, as was done in Britain2.
Although there was a substantial expansion of knowledge and the application of
new technologies, stearn power was not utilized i n industry. Inanimate sources of
energy were confined to the use o f windmills and water wheeis. However, an

important change did occur in t h e metal industries. Foundries came t o rely on

'

Tcmplc, Robert (1986) Thc Gcnius of China. Ncw York: Simon and Schustcr. Scc pagcs 6466. " T h csscntial dcsign of thc stcam cnginc. lacking only thc crank-shaft was invcntcd in China
bcforc tiic stcam cnginc csistcd. ... instcad of thc piston of thc s t e m cngine working thc whccls on a
vchiclc. ihc Chincsc machinc Iiad whcçls which wcrc workcd by rushing wvatcr in ordcr to powvcr
pistons."(p.G-t). By Lhc 5" ccntuq AD thc C h i n e had already mastcrcd the 'Sicmcns' stccl proccss.
ie., tlic Martin and Sicmcns stccl proccss discovcrcd in Europc in 1863 @.G8). Watcr-powcrcd doublcacting piston bdiows allowvcd for a historicaIly unprcccdcntcd nse in iron and steel output in China's
prc-modcdSmitliian cconomy.

coal instead of wood and charcoal. Additionally, steel production was perfected in
China long before the industrial revolution occurred in Europe.

Industrialization, Trade, and Foreiqn Investment
Where, when, why, and how did industrialization occur? A n attempt to answer
this question will be made by examining three distinct regions - Shanghai,
Manchuria, and Shansi. These three distinct geographic regions were chosen
beca use of their d ifferences.

Shanghai was China's most important port city. The city was surrounded by a
vast market area which possessed abundant agricultural resources. Additionally,
it was a bustfing commercial and industrial centre before the onset of

industrialization. During the middle of lgthcentury, the city was opened to foreign
trade. Increased levels of commercial activity due to its openness to foreigners
brought further prosperity to the city. The city's industrial take-off occurred in the
1890's when Chinese and foreigners started to invest in modern manufacturing
plants. Shanghai's modern industrial growth was based on the application of the
latest technologies to its manufacturing and commercial sectors. By the 1930's

the city produced a significant amount of China's ma nufactu ring and electricity
output. However, its population was small in cornparison to that of Shansi or
Manchuria.

Manchuria was situated in the northeastern corner of China. Of the three regions
under consideration, it was the largest in terms of land area and population. It
possessed abundant natural resources such as

- farmland,

forests, water

resources, iron, coal, and other mineral deposits. Untike Shanghai which was
heavily influenced by British and European investment during its early stage of
ind ustrialization, Manchuria drew its foreign investment from Russia and Japan.
However, after the Japanese occupation of Manchuria in the early 1930ts, foreign
investment was almost exclusively supplied by Japan.

Shansi was smaller geographically and in terms of population than Manchuria.
Although, the province's farmland was able to grow a wide variety of crops, the

cold, dry dimate meant that the growing season was restricted compared to
southeastern China where double-cropping was routinely practised. This also
meant that it was not feasible t o construct irrigation works because of the
shortage of water. A t the onset on industrialization, the peasantry was
impoverished, the commercial sector stagnant and in decline, and the privately
owned manufacturing and mining sectors were weak. Yen Hsi-shan's Ten Year
Plan for the industrialization of Shansi relied upon provincially raised capital.
Industrialization in the province occurred as a top-down process which was
centrally planned by the state. Yen's Ten Year Plan was largely a success. Unlike,
Shanghai and Manchuria, significant industrialization occurred before the onset of
large-scale foreign investment. During the Sino-Japanese War (1937-45),Shansi
like Manchuria benefited from Japanese investment.

There are two questions which should be kept in mind white evaluating the
Chinese industrialization process, circa 18904945, but which are not the purpose
of this thesis. Most importantly, the most fundamental question is whether or not
foreign trade and investment were beneficial to the Chinese economy. Secondly,

what exactly occurred in the sectors of China's economy that underwent
industrialization, ie. to what extent were modern industrial technologies adopted
by the mining and manufacturing sectors.

The purpose of this thesis is to explore

the interplay of foreign economic influences on China's domestic economy.
However, because China's newly industrializing sectors did not exist in isolation of
foreign influences, and were often in cornpetition with the existing pre-modern
sectors of the economy, it is useful to be cognizant o f these issues.

There is some question as to whether or not foreign trade and investment were
beneficial for China. It is my belief that China's mining and manufacturing sectors
benefited from foreign trade and investment. These foreign influences acted as a
catalyst to transform China's pre-modern industries into modern ones.

There is no clear evidence to prove that the late Qing Empire was on the verge of

a dornestically generated industrial revolution. I n fact, estirnated per capita
agricultural output was declining.

Between 1720 and 1830, the average productivity of agricultural labour had fallen
by 22%

(Hou et a1.,1979:84).

Although productivity improved during the late 19'"

and early 20thcentury, it did not attain the levels that had been achieved during
1720 and 1730. This would suggest that the surplus value which could be

extracted from the agricultural sector was declining. This meant that China's
available resources which could be used for investment in new plant and
machinery, education, and resea rch & development were ako falling . Since well
over half of economic output was derived from agriculture, a fall in per capita

agricultural output would Iikely translate into a contraction in per capita income.
This decline in purchasing power would have economy-wide repercussions on the
levels of consumption, saving, and investment.

Industrialization did occur, but it was restricted geographically. As a resuit, pre1949 industrialization had a small impact on GDP growth, and it could not be

considered to be as significant as the economy-wide modernization which occurred
under Communist rule.

This is not meant to negate the fact that the foundation

of China's modern industrial sector was esta blished before the Communist
Revolution. A wide range of industries in the consumer and producer goods
sectors were established. However, most of the benefits of these modern
industries were geographically restricted during the pre-Communist period.

A few exceptions should be noted. The spread of a railroad network across China

Proper and Manchuria increased the efficiency of the transportation and
commercial sectors.

These railroads were beneficial to farmers and industrialists

who lived outside of the Treaty Ports. Additionally, the introduction of steamships
for river and oceanic shipping lowered shipping cos& and speeded up the import
and export of domestically and internationally traded comrnodities. The
development of the chemical fertilizer industry helped to raise the agricultural
sectors crop yields. Although a large percentage of China's industrial product
imports were destined for the Treaty Ports and urban centres, such items as
chemical fertilizers, and agricultural machinery directly benefited the country's
farm population.

Table 1.1: OUTPUT AND PRODUCnVE CAPACITY OF CHINA'S FERlIUZER
PLANTS
Ammonium Sulphate Output (Thousand Metric Tons)
Year

I

I

Dairen
Dairen
~ c t u a l ~ Productive Capacity

1 source: ~iu,1970:9-10

I

Yung-li-ning
Actua l Estimated

I

TOTAL FOR
BOTH PLANTS

I

12.

China had two chernical fertilizer plants, one a t Dairen (Manchukuo) which was
built in 1935 by the Japanese, and another located near Nanking (Nationalist
China) which was constructed in 1934 by technicians trained in the United States
(Liu,1970:7).

60th plants utilized modern machinery.

The amount of farm machinery imported into China and Manchuria rose rapidly

during the 1920's. During the 1930's Manchuria's demand for imported machinery

It should be noted that output figures given by Liu(1970:g) only roughly correspond to a morc
complctc data set givcn by Nakaganc(1982:430) which shows output figures for thc period. 193440I-lowcvcr, bccausc Liu's production and productive capacity figures exlend to 194 1 and 1942
rcspccti\.ciy, and Nakagane's did not Liu's figurcs wcrc uscd in the abovc table. It is more important to
pay attention to what occurrcd during Lhcsc latcr ycars than dtuing thc carly 1930's bccausc japancsc
agricultural policy had improved markcdly by tlic time that the Second Five Year Plan kvas
impkmcntcd.

' 1942 Plan Targct announccd by the lapancsc in

193 9.

rose steeply. However, it should be noted that in absolute terms, the quantity of
modern farm machines used in China and Manchuria was still small.

The highest concentrations of modern industry tended to occur in the Treaty Ports
and in Manchuria. However, there were exceptions, such as the case of Shansi

under the leadership of the Warlord, Yen Hsi-shan.

One might reasonably speculate that there were few econorny-wide linkage effects

from industrialization before 1945. Modern enclave economies developed in the
areas which were open to trade and foreign investment. Additionally, these areas
were politically and militarily more stable than the rest of China. For exarnple, the

Treaty Ports and their foreign concession areas were under the protection of the
foreign governrnents who had allowed their nationals tu invest in these cities.

I n Manchuria, the Kwantung Leased Territory was under direct Japanese control,
and the Chinese Eastern Railway, including its concession zones and the Russian

city of Harbin located in North Manchuria were under the jurisdiction of Russia.
Unlike these areas, Shansi's government believed that their province was in
continual danger of being invaded by rival warlord armies. The combination of
this political/rnilitary uncertainty and the lack of investment capital made it less
1 ikely to expect that industrialization woufd successfully occur in Shansi.

For the most part, foreign capital was not welcomed because of the xenophobic

attitudes of the populace. However, a small amount of Japanese capital was
invested in the mining sector before the Sino-Japanese War. The principal reason

for a shortfall in the availability of venture capital was the collapse of the Shansi
Bankers. Before the 1911 Republican Revolution, these bankers had profited frorn
handling inter-government financial transactions. After the Revolution, the newly
formed Republican government began to erect its own institutions which would
replace the Shansi Bankers. Although the province's commercial sector continued
to function, it was seriously handicapped by the loss of this business. This
situation was complicated by the decline of foreign trade with Russia and
Mongolia, much of which had been carried out by Shansi Bankers.

Basically, the Treaty Ports, such as Shanghai were reliant on foreign markets and
foreign investrnent for their prosperity. Additionally, by the 1930's when the rate
of industrialization accelerated in Manchuria, its economy became more closely
linked with that of Japan. A similar, but delayed pattern of developrnent due to its
rernoteness, ie., distance from foreign economic infiuences, was initiated in Shansi
after the Japanese occupation of the province. Before the occupation, interprovincial trade was important, b u t foreign direct investment(FD1) was minor.
Significant inflows of FDI from l a pan flowed into Shansi's economy during the
period, 1937-45. Additionally, a n alfiance between Yen Hsi-shan and the Japanese
Occupation Forces allowed Shansi's new modern sector to remain productive
throughout the Chinese Civil War(1945 to 1949).

Trade with and investment from Western, ie., European or European settfed,
countries had a stimulating effect on the Chinese economy5. Chinese

Commercial tics with Japan oniy bccamc important during the 20* ccntury. During thc 19"
c c n t q . Britain was China's main sourcc of invcstmcnl, tradc, and tcchnology.

entrepreneurs, especially those in the Treaty Ports which were heavily infiuenced
by foreigners successfully adopted foreign technologies in the production of

consumer goods, ie., Shanghai's modem textile industry. However, heavy
industry and mining stayed under the domination of foreign investors. Chinese
investors were more able t o raise the small amounts of capital needed for the
establishment of Iight industries, than the relatively large amounts required t a
esta blish heavy industries.

As was already stated, there are several reasons why foreign trade and

investment could be perceived as detrimental t o Chinese econornic development.
To reiterate, these issues are not the purpose of this thesis, but these

'detrimentai' factors played a role in how each region industrialized. The effeds
were more qualitative than quantitative. We will never know exactly to what
extent these factors retarded or shaped the process of industrialization in China.

One major detrimental factor was the opium problem. Opium was an important

import item during the lgthcentury. According to Thomas, the cumulative value
of opium imports over the period, 1870 to 1897, was 817 million taels

(Thomas,l984:66).

This was a huge sum of rnoney t h a t could have been invested

in modern industry and infrastructure. The Compradors were China's commercial
middlemen. They initially earned their living by managing and CO-ordinatingthe
operations of foreign firms operating in China. Once they learned how these
companies operated, the compradors used their knowledge and skills to establish
their own modern sector firms. They were among China's first entrepreneurs.
The incarne earned by the compradors between 1842 and 1894 was only 531

million taels (Hao,1970:105).

This was notably less than the amount of rnoney

spent on opium imports during the last quarter of the 19* century.

Table 1.2:

FOREIGN SHARE I N THE MODERN SECTOR OF THE CHINESE

ECONOMY

YEAR

TOTAL
SHIPPING

YANGTZE
SHIPPING

(*/O)

COlTON
YARN
SPINDLES

COAL

IRON
ORE

PIG
IRON

SOURCE: Hou. 1965:128

A second reason why this international openness could be considered detrimental

to China was the pattern of unbalanced growth which occurred. China's Treaty
Port system funnelled foreign investrnent into a selected number of urban centres.

As a result, modern sector growth and commercial profits to be gained from trade
were concentrated in these cities. These cities developed their own modern-sector
enclave economies which were commercially linked to other international trading
centres.

"hc

forcign shm of the modern coal mining sçctor was 90 pcrccnt in 19 14.

23

International linkage effects probably outweighed domestic ones. For exarnple, it

was quite possible for a Treaty Port's economy to be booming, while the rural
econorny was in decline because of crop failure, banditry, or civil war. Railway
lines could be darnaged due to war. This could disrupt food, fuel, and raw
materials shipments to the Treaty Port, but it would not necessarily harm the

Port's economy because al1 of these commodities could be imported from other

Chinese ports or from foreign sources. It was also possible that rural unrest would
encourage the rich to move to the Treaty Ports. Their wealth wouid then be

invested in the port's economy, rather than in the countryside. Ifforeign
technologies and know-how were not confined to the Treaty Ports, more econornywide linkages may have been created.

I n the long run, foreign control over China's heavy industry and shipping coufd be

detrimenta l to the country's economic development. As long as these industries
stayed mostly under the control of foreigners, national development plans put
forth by the Nationalist Government could be thwarted if these foreign investors
did not agree with the government's policies.
Additionally, domestic linkage effects may be slow to develop if these industries
continued t o develop to serve export markets, rather than domestic industries.

Literature Review and An Overview of China's Economic Histow
I n order to determine what the effect of foreign trade and investment was on the
Chinese econorny, it is necessary to look at a wide variety of materials presented
by different scholars, je., information regarding trade, manufacturing, electricity,

Gross Domestic Product growth, and demographics. However, it should be kept in

mind that there are conflicting views regarding the pre-Communist economic
history of China. Generally speaking, some scholars believed that some
industrialization did occur but that it was insufficient to modernize the econorny,
je.,

there were few if any spread/linkage effects between the new industries and

the rest of the economy. Others believed that there was a relatively good

coincidence of interests between the new modern sector industries and the
existing commercial and productive facilities which produced efficiency
irnprovemenl throughout the economy.

Foreign trade and foreign investment data are the most accessible, that is,
statistics were recorded during the 19th and early 20th centuries. However, other
information regarding agricultural and industrial output are harder to come by.
Much of this data has been pieced together from a multitude of sources, and

aggregate output levels were estimated. This data scarcity led to very few
attemptç being made to estimate per capita output(GDP or GNP per capita).

Therefore, the question of whether the Chinese economy generated per capita
growth, stagnated or declined between 1870 and 1949 has not been fully
answered. However, there have been enough studies done to show that per
capita growth did occur. The harder question to answer was whether this growth
rate was relatively high or whether it was low. For example, Rawski tended to
favour higher estimates, Perkins the mid-range, and Yeh preferred the lower
values(Maddison,l995: 145).

Initially, scholars of Chinese history believed that the rural economy's per capita
income declined, and was accompanied by a slow rise in output from a small

modern sector. Additionally, it was believed that the modem sector declined
during the world depression of the 1930's. Although these studies were conducted
before 1937, the same view prevailed during the 1960's and 1970's. Ramon
Myers made reference to writings by Eastman and Paauw (Myers, 1991: 604)

which supported this opinion.

After 1970, new studies were published which indicated rural prosperity existed in

certain parts of the country. For example, foreign and inter-regional trade in

North China increased the level of commercialization and allowed farnily farms to
maintain a constant level of per capita output. This was accomplished at the same
time that the population was estimated to be growing quickly.

Additionally, other studies posited that treaty port commerce provided an
economic stimulus to the hinterland. Within the treaty ports themselves, the
foreign concession areas provided a safe and stable environment for foreigners
and Chinese to conduct business. They were outside the jurisdiction of the
Imperial government during the 19th century or the warlord governments, which

were created after the fall of the Imperial government in 1911 and lasted until the
late 1920's. Initially, treaty ports served almost exclusively as import and export
depots. However, between 1895 (the first year that foreigners were allowed to
build and operate industrial plants in China) and 1937, there was a notable rise of

factory output in the nation's major cities.

Kung-chia Yeh estimated that there was a slight increase i n GNP during the
1930's.'

One may assume that if the economy grew during the l93O1s,then it

rnust have reacted similarly in past decades. Long run estirnates of Agricultural
output support this view.'

However, the long-run growth trend for per capita

agricultural output was very slow.

Dwight Perkins also supported the idea that GNP rose between 1914 and 1937.
However, he did not believe that there was a signifiant change in per capita
income(Myers, 1991:6O4). Myers believed that by 1983, some researchers were
beginning to dispute the belief that the Chinese economy had undergone
sustained GNP growth during the early decades of the 20th century(Myers,

1991:605). The general belief was that per capita income did not rise, GNP did
not experience a sustained expansion, and the over-al1 welfare of the Chinese

population did not irnprove. Feuerwerker's view was t h a t GNP grew slowly; a
small modern sector formed which had little impact on the economy; the reiative

supply and demand of labour and capital was unaltered; and that no relative
economic contraction occurred in any sector(Myers, 1991:6OS). During the 1980's
further research posited that rural poverty was wide-spread and caused by the
unequal distribution of wealth, and by the large number of rural workers without

full-time ernployment.

'SCCYch's articlc in Chi-ming Hou and Tmngshian Yu, Eds. book cntitIcd Modcrn Chincçc
Economic Historv, which was publishcd in 1379. Also notc that Ta-Chung Liu (1946) cstimatcd chat
thc Chincsc m n o m y grcw during thc 1930's. Howcvcr, his assumcd growth ratc is lowcr Lhan thc one
uscd by Ych.
Paul: K.C. Liu and Kuo-shu Hwang (1979) in Modcrn Chincsc Economic Historv, p.84,
csiirnatcd that bctwax 1900 and 1930, Agricultural output i n c h in aggrcgatc by 25 pcrccnt and
Agricultural output pcr capila incrcascd in aggrcgatc by 2.5 pcrccnt.

Myers identified two major issues, ie., the quantitative data which measured
economic performance and the pmblern of causation(Myers, 1991:605). Those
who discussed causation were broken into two camps. One side put their emphasis
on wealth inequality and the unproductive use of wealth by the rich. Their belief
was that the combination of these two factors led to economic stagnation or

decline. The other school of thought emphasized the historical existence of
cornpetitive markets and rational economic groups. They often used statistical
data which supported the view that there was significant economic growth to
bolster the correctness of their Neo-Classical viewpoint.

Rawski's work during the 1980's produced new estimates for reai GNP growth and
sectoral output trends(Myers, 1991: 6 0 5 ) . Brandt presented new measurements
for agricultural output and labour income for the east-central part of China
(Myers,1991:605).

Faure studied the reactions of Kiangsu and Kwangtung

provinces to foreign trade and commercialization. According to Myers, these three
authors supported the view that modern economic development occurred.

Simon

Kuznets defined Modern Economic Growth as a situation in which there was a
growth in output per capita on a sustained basis with structural change occurring
in the economy(Myers,l991:605).

Huang produced a study in 1990 which concentrated on the rural area around
Shanghai between 1350 and 1988. The study supported the view that there was
a commercial expansion, but it disputed the view that there were any significant
gains in per capita income until the early 1980's (Myers, 1991:606).

I t was generally assumed that the Chinese Imperial Government was not

supportive of commerce and industry and that this lack of support was a major
reason for China's failure to achieve modem economic growth as quickly as Japan.
Dwight Perkins challenged this view(Perkins,l967:478-492).'

Perkins believed

that many government officials had a working knowledge of the commercial
sector, and many were involved in commercial ventures. He also explored the Iink
between commercialization and industrialization. I n brief, there was no reason to
believe that commercialization would automatically fead to industrialization. Of

the three regions studied, this was most evident in Shansi, which had a well
developed commercial sector but had very little modern industry, other than what
was built by Yen Hsi-shan and the provincial government during the 1930's. I n

order for industrialization to occur, new technologies had to be adopted and
increased capital formation was necessary (Perkins,l967:478).

Additionally, the

government could facilitate the introduction of new technologies and could
institute policies which would encourage capital formation. Perkins concluded that
the 19th century Qing government did very little to retard industrialization, but it

also did not institute an aggressive development strategy to guide the country's

industrialization process(Perkins,l967:478).

I n 1394, a statute wos introduced which barred officials above a certain rank from
participating in trade. Many offkials did not recognize the sbtute, and they
continued to engage in commercial activitipc. This attitude which was held by the
officiais did not change over time. By the 18th and early 19th centuries, it was

Pcrkins, Dwight H. 1%7. "Ga~mmcntas an Obstaclc to Industriaii7ation:The Case or
Ni nctccnth-CcnturyChina." Journal of Economic History 27:4 (Dcccrnbcr).

government policy to reward merchants with high ranks and titles. " In the words
of Ping-ti Ho, "it may be said that in Ch'ing times the social distinction between
oficials and rich merchants was more blurred than at any other time in Chinese
h istory except for the Mongol Yuan period."(Perkins, 1967:479).

Chung-li Chang estimated that 17 percent of gentry incorne, equivalent to 113.6
million taels(yearly average) during the 1880's was derived from Trade and
Finance(Chang,i962:327).

The Gentry were involved in a number of lucrative

sectors which operated under a monopolistic structure. Such sectors included: the
sait trade and the government authorized hong or foreign trade merchants at
Canton in the early part of the 19th century (their guild was known as the Cohong).

I n order to deal effectively with the government bureaucracy and foreign firms,

many leading cornpradors were drawn from the gentry(Chang,l962: 169.
Additionally, the gentry participated in banking, that is, money-lending, silver and
copper exchange, and remittances via pawnshops, native banks, and the Shansi
banks which they either owned or had controlling interests in(Chang, 1962:170).
Pawnshops served the agricultural population, native banks served the merchants,
and the Shansi banks dealt with interprovincial rernittances. These businesses
were monopolized by the gentry.

The scope of gentry participation in the modern sectors of the economy can be

gleaned from data collected by Yen-P'ing Hao. Between 1872 and 1893, gentry-

officiais invested 250,000 taels(12.77% of the total invested) in Chinese-owned

steamship companipc (Hao,1970: 125). Gentry-officiais invested over 6 million
Mexican dollars in China's cotton textile firms between 1890 and 1910, equivalent
to more than a third of the total invested (Hao, 1970:130).

Between 1883 and

1913, they invested $798 thousand (28% of the total invested) Mexican dollars in

China's machine-manufacturing industries (Hao, IWO: 131). "Given the role of
official families in trade, it would be surprising i f government actions did really do
much harm to commercial activities" (Perkins, l967:48O).

Concludin~Remarks
I n conclusion, it would seem that there are many conflicting ideas regarding
China's integration into the world economy via foreign trade and the subsequent
industriakation of the country. Although, China's global trade increased during
the 19th and early 20th century, the effects of foreign penetration were uneven.

As was shown, Shanghai increased its level of foreign commerce, and also acted

as a melting pot for mixing Chinese know-how with newer foreign technologies. I t
also acted as a magnet for both Chinese and foreign investment in modern sector
industries and services. However, a province such as Sichuan which was rich in
human and natural resources, but far away from export markets was less able to
share in the benefits of a modernizing economy.

Throughout the first half of the 20th century, the pre-modern economy continued
to compete with the new, expanding modern sector. However, the high growth

sectors were all modern sector. Historically, China had developed an integrated
domestic commercial sector which complemented the new modern sector
activities. Although China did not seem able to industrialize as quickly as Europe,

it should be noted that "...the process of actually putting factory industry into a

dominant place throughout the European economies, and of adopting the new
agriculture, was, in fact, one that required most of the nineteenth century."
(Feuerwerker, 1992: 768).

Europe had the advantage of learning from Britain which was geographically close,

and shared a common 'European' heritage.

On the other hand, China had

traditionally viewed itself as the most civilized, advanced nation of the world.
Generally speaking, the government bureaucracy of a country that viewed itself as

the most advanced in the world, would be more slow to adopt technologies and
ideas from a small country which was as geographically, and culturally distant as
Britain. China's first significant Self-Strengthening projects were initiated during
the 1860's. I f development followed a similar path as in Europe, one would not
expect modern industry to supplant the traditional sector until the 1960's.

Chapter 2
THE ROLE OF FOREIGN TRAOE AND INVESTMENT I N
THE INDUSTRIALIZATION OF SHANGHAI

I ntraduction
By the 19301s, Shanghai had become China's most important commercial and

industrial port city. Most of the city's growth occurred during the last decades of

~
Unlike the modern
the 19"'century and the first decades of the 2 0 century.
industrial growth that occurred in Shansi and Manchuria, Shanghai's
industrialization was not a t al1 surprising. By the start of the 20t" century,
Sha nsi's banking and commercial sector had essentiafly collapsed, and the

provincial economy was weak and faltering. At this time, the prospects for
industrial growth in Shansi were not good. It was not until Shansi's governrnent ,
headed by Yen Hsi-shan built railways that the province was able to effectively
trade with other regions of the country. Yen's government was responsible for
instituting a state-planning system which successfulty established viable, self
sustaining modern industrial sector in Shansi by 1937. Alternatively, Manchuria's
industrialization was largely due t o foreign investment, first in railways and port
facilities, and then in manufacturing and mining enterprises. Without this high
level of foreign interest in Manchuria's resources during the pre-Communist
period, it was untikely that commerce and industry would have developed more
rapidly in Manchuria than in other parts of China.

On the other hand, the development of Shanghai was rnuch different. Unlike
Shansi, Shanghai's econorny was relatively vibrant during its early phase of

industria lization. Additionally, unlike Manchuria, Shanghai's hinterland was
settled and commercially developed a t the onset of industrialization. Shanghai
developed over many years as a commercial centre. I t was strategically located
on the Yangtze River's delta, and was able to function as a river and sea-port. By
the latter half of the 19* century, Shanghai had become China's most important
port-city. It was natural that because of the city's ability to act as a huge irnport
and export distribution centre, it was bound to attract Chinese and foreign
industrialists. Raw materials were either imported from China's interior provinces
or from foreign countries to supply the city's factories with industrial inputs.
These raw materials were manufactured into goods which were sold both in China
and in foreign lands.

Shanghai existed as early as the 3d century AD as a small fishing village. I n
1075, the community which had been founded on the site that would become
modern Shanghai was first referred to as 'Shanghai'.

By 1292, the city had

established itself as a srnall trading centre and was re-organised as a hsien. A t
about this time, the Customs office of the district was relocated to Shanghai from
Liuho which was siîting up. As the community's importance grew, more attention
was paid to it by the central government. I n 1554, the Ming dynasty sanctioned
the construction of a wall to protect the town from Japanese pirates.

By the lgthcentury, Shanghai had evoived into a bustling commercial city.

However, foreign trade had been restricted by the Qing government to the port of
Canton. The Opium War (1839-42) was the catalyst which opened China and
ospecially Shanghai to foreign trade. The war was fought between China and

Britain. China wanted t o suppress opium imports, while British traders wanted
greater access to China's vast markets. I n 1842, the Treaty of Nanking, and in
1843, the supplementary Treaty o f the Bogue were signed. The conclusion of

these treaties between China and Britain ended the opium war. These treaties
ceded Hong Kong t o Britain, opened five Treaty Ports ( Canton, Amoy, Foochow,
Ning po, and Shanghai) to foreign trade, esta blished extraterritoriality and included

the Most Favoured Nation (MFN) clause. The MFN clause meant that if China
granted any right, privilege, o r concession to a third country, Britain would be
given the same rights as the Most Favoured Nation. By the end of the Qing
dynasty, foreign powers had forced China t o open a total of 48 Treaty Ports. I n

addition to fosing the Opium War, China also faced the added expense of paying
Britain an indemnity of $US 2 1 million (O'Neil, 1987:222). China also accepted
that there would be diplornatic equality between British and Chinese officials.

The area which now comprises t h e Municipality of Shanghai had a population of
over 1 million during most of t h e Ming dynasty (1368-1644), over 2 million in the

lSthcentury and more than 3 million by 1816 (Goodman (Ed.),1997:164).
According to Jacobs, "Shanghai was one of the five ports opened in 1842 by the
Treaty of Nanking following t h e Opium War precisely because it was an important
port" (Goodrnan(Ed.),l997: 164). I n 1843, Britain established their concession

zone, and in 1848 and 1849 respectively the United States and France set up their
own concession areas. I n 1863, the British and American concessions were
a ma lga mated to form the International Setttement. Th roughout the last half of
the lgthcentury, Shanghai operated primarily as a commercial centre. Although
this was a period of increased trade with foreigners, it did not translate into

significant demographic growth and expansion of Shanghai. However, with the
onset of industrialization around the start of the ZO* century, the city's rate of
population growth increased. Shanghai's urban population in 1852 stood at 270
thousand, less than 500 thousand in 1895, over 2 million by 1914, over 3 million
during the 19301s,and 5.5 million in 1949 (Goodman(Ed.),l997:164).

Table 2.1: POPULATïON OF SHANGHAI
YEAR

- TWO ESTIMATES

POPULATION

POPULATION

1852

270,000

540,000

1895

500,000

.............

1 SOURCE: Goodman(Ed.),l997:

164.

A Sumrnaw of Industrial Deveio~mentsin Shanqhai
Circa Late lgth Centuw t o 1945

Before 1095, the Chinese government had experimented with state owned and a
mixture of state and privately owned infant industries in order to establish a
modern sector in the Chinese economy. This initiative did produce some positive
results, but the new arsenais, shipyards, mines, and steelworks existed in a
vacuum, with neither infrastructure or inter-industry linkages2 (GrayJ994: 111).

'Thc ycar for t h i s estimate w a s 19 10.

20ncesamplc of this modcrnbation dnvc was thc Kiangnan ArscnaI and dockyard which wcrc
opcncd by the Irnpcriai g o v c m c n t in 1865.

1

These ventures were military in nature, and did not impact on the private sector
o f the economy. However, further initiatives were carried out t o mobifize private

capital. The Qing chose an organisational structure which combined government
supervision with merchant management (kuan-tu shang-pan).

The China Merchants Steam Navigation Company (CMSNC), which was one of the
most successful kuan-tu shang-pan companies had been established by Li Hungchang who was the Governor General of Chihli and Superintendent of Trade for

the Northern Ports. Before the establishment of the CMSNC, essentially al1 of the
steamshipç which plied Chinese waters were owned by foreigners (Eng,1986:9 1).
I n 1872, the Company was formed to regain control over coastal shipping routes
which had corne t o be controlled by foreign, ie. mostly British, shipping firms; 'to
strengthen China's economy against Western encroachment; to f i l 1 the gap in the
sea transport system threatened by t h e decline of the native junk trade"; and to
earn profits for Li and his supporters (Hinton,1970:90).

The company's first

offices were established a t Shanghai and Tientsin (Hinton,1970:90).

As the

company grew, new routes extending from Hong Kong to Newchwang were added.

I n 1877, the CMSNC purchased the Shanghai Steam Navigation Company, which

had been owned by t h e American corporation, Russell and Company
(Hinton,l970:91). This acquisition doubled its shipping capacity and made it the
largest steamship company in China ( F e u e r ~ e r k e r ~ l 9 5183).
8:
However, the
company did n o t continue to grow appreciably. I n fact, it entered a period of
relative stagnation. 'By merely holding on the absolute position t h a t it had won in
the 1 8 8 0 ' ~
the
~ C.M.S.N. Co. in fact suffered a relative decline in importance as a

steamship enterprise." (Feuen~erker~1958:
186). Between the 1880's and 1911,
the bulk of the new shipping opportunities were exploited by British and Japanese
companies (Feuerwerker,l958: 186). Ultimatefy, the CMSNC failed in its goal t o
recapture China's shipping trade which had become dorninated by foreigners.

For the most part, the state and its officials were able t o dominate the course of
industrial developrnent in China until two fundamental changes occurred in
government policy. Foreigners were given permission to open factories in the
Treaty Ports, by the Treaty of Shimonoseki in 1895; and from 1904 onwards
legislation was passed which gave legal protection t o merchants, made provisions
for incorporation

, and for lirnited

liability (Gray,1994: 112).

A t the close of the 19'hcentury, Shanghai's economy was reliant on commerce,

trade, and handicraft industries, t h a t is, cotton and silk textiles. During the
18901s,a shift from handicraft textiles t o machine made textiles was occurring.
Cotton goods were the leading import items, and silk productç were the most
important exports. Of the two industries, the cotton textiles sector was the most
capital intensive. The fact that t h e cotton textiles sector required modern foreign
technology and a relatively large amount of start-up capital meant that foreign
investors from prosperous industrialized Western countries (and later lapa n) were
a t a relative advantage to their Chinese counterparts. Chinese entrepreneurs
lacked access to venture capital and had to rely on foreign technology imports3.

T h e unwilIingncss of Chincsc busincssmen to invest in modern industrks
promptcd îhc
govcrnrncnt to cstabiish joint vcnturcs nith the privatc scctor. Thc granting o f monopoly rights to thcsc
busincsscs tcndcd to retard industrial growlh in thc long-run. For c . w p l c , aftcr thc govcrnrncnr had
provcn that modcm t c ~ i l cmills werc profitabic, Chincsc entrcprcncurs who wishcd to csiablish thcir
o\vn mills wcrc blockcd by the han-tu shang-pan miils which had bçcn prcviously grantcd monopoly

Additionally, monopoly rights granted to the government controlled textile sector
restricted private investment in cotton textile mills during the 1890's.

I n contrast, the processing of raw silk by silk filatures was not capital intensive

and did not require the use of sophisticated modern technologies (Eng,1986: 185).
This situation did not offer production opportunities to foreigners who were n o t
able to produce reeled silk more effkiently than Chinese firms4. For the most
part, the silk industry was developed with Chinese capital (Li,1981:204).

"The sifk

filature industry was in fact the prime example among China's modern enterprises
of development free o f direct foreign investment." (Li, l981:204).

Instead of investing in production facilities, foreigners concentrated their efforts
on the lucrative import and export trade of raw silk. They usually were able t o set
the price which would be paid t o Chinese filatures for the silk because they
controlled the inspection and grading of silk; and t h e international distribution and
marketing of Chinese silk (Eng,1986:93 & 185). Unlike cotton textiles, t h e silk
industry collapsed i n the aftermath of the Great Depression. By the l93O1s, t h e
silk industry's electricity consumption and value o f output were dwarfed by t h e
cotton industry (MurpheyJ953: 170 & 189).

"It is worth noting thal Europcans wcrc thc Llrst to cstablish stcam filaturcs in Shanghai.
Shangiiai's first stcarn filaturc was cstablishcd by British in 1861, and in 1866 thc French foundcd thc
city's sccond filaturc (Eng,1986:3%). Howcvcr, thcsc filaturcs wcrc latcr closcd down. Thc first Chincsc
Illaturc was not foundcd until 188 1 (Eng,1986:38).

After the passing of the Treaty of Shimonoseki in 1895, many manufacturing
establishments were coristructed by British, Japanese, Germans, and Americans;
and Shanghai experienced its first industrial boom (Orchard: 1936:25). Gradually
machine made cloth from these newfy established Chinese and foreign mills
displaced handicraft production. However, handicraft woven cloth continued to be
sold to wharf workers and other labourers who favoured sturdy hand-made work
garments over the l e s durable factory made ones. Even during the 1930's,the
handicraft sector continued to be a significant producer of cotton textiles. Another

acceleration of industrial growth occurred during and after World War 1 as a result
of the disruption of trade with Europe. I n order to cope with the shortage of
imports of foreign manufactures, Chinese companies followed an import

substitution strategy (Orchard,1936:25).

A third industrial boom was beginning to

occur by the mid 1930'~~
after the city's economy had recovered from the Great
Depression. This expansion was disrupted by the Sino-Japanese war in 1937.
However, the industrial sector did partially recover during the Japanese

occupation. This situation contrasted sharply with North China and Manchuria
which thrived throughout most of the Sino-Japanese War (1937-45)'. I n order to

judge the magnitude of Shanghai's industrialization on a national scale,
comparative electricity output statistics are given in the following table. It can
readily be seen from this table that between 1915 and 1936, Shanghai and
Manchuria were China's two most important industrial centres.
'11 should bc noted that thc Japancsc had given much mon: thought to thc dcvclopmcnt of North
Ctuna bcforc Lhc war had startcd. This largcly cxplains wliy the North cntcrcd a pcriod of mpid
indusuial grow-thd u ~ thc
g war, but Shanghai did not. Adâitionally, upon the occupation of Ticntsin
in 1937, thc tradc of the port appcarcd to liavc bccn much lcss advcrscly a f k t c d than that of ShanghaiFor tradc statistics, refer to: Hsiao,1974: 177- 178 & 190-192. Information rcgarding the cconornic and
comrncrcial dcvclopmcnt of Ticntsin bcforc and during the tint fcw ycus of rhc war can bc found in:
Joncs, 1940:135-17 1. Morc gcncral studics which focusscd on North China includcd: Duus, ct al.,
19%: 136-170; Li, 1975: 122-186; and Taylor, 1980 (reprint of 1939 cdition): 103-141.

Table 2.2: ELECTIUCI'W GENERATION IN CHINA
(MILUON KILOWATT HOURS)
YEAR

CHINA PROPER AND
MANCHURIA

SHANGHAI
POWER CO.6

MANCHURIA

1915

95

62

45

1925

706

356

239

1936

3,075

813

1,351

SOURCE: Wright (l991), "Electric Power Production in Pre 1937 China".
China Quarterlv, Issue No. 126: p.357.

Cotton Textiles
As early as the 18303, cotton spinning and weaving had become an established
handicraft industry in many of the villages which surrounded Shanghai. I n this
area, cotton was probably the main crop grown by farmerç. By the mid 1 9 ~
century, it was common for farmers in the region to plant more cotton than rice
(Orchard,1936:23).

When Shanghai was opened to foreign trade, its production of

cotton cloth was adequate to supply several of the neighbouring provinces, and its
nankeens, a buff coloured cotton cloth, were among the best produced in China
(Orchard,1936:24).

The handicraft cotton textiles sector employed a t Ieast

200,000 weavers in Shanghai and its environs (Orchard,1936:24).

Textile factories formed the most important part of Shanghai's rnanufacturing
sector. Chinese interest in establishing a modern textile industry reliant on steam

power or electricity dates back to the latter half of the 1 9 century.
~
This interest

Aimost al1 of Shanghai's clcctricity was produccd by this company. Thcrcforc, it is
rcasonablc to usc this as an approximation of the city's total clocuicity output

was prompted by the sustained rise in the consumption of foreign cotton products
(yarn and cloth) imports.

I n order to satisfy domestic demand, the Imperia1

government sought to develop a cotton industry which would be dominated by
Chinese capital. Conversely, the establishment of modern si1k reeling
estabfishments was done to take advantage of opportunities to export silk
products to foreign countries7.

"By 1891, cotton yarn and cloth had displaced opium as China's major import and

constituted 64 percent of Chinese irnports" (Thomas,l984:100).

This in itself

should have enticed Chinese investors to invest in cotton mills since the success of
cotton goods imports revealed that per-modern handicraft industries were unable
to produce a suffïcient quantity of low cost cotton yarn and cloth t o satisfy
domestic demand. However, another factor which raised interest in the industry
was the devaluation of the HK Tael. Since the tael was silver based, as the value

o f silver fell, the cost of foreign products increased. This meant that if import
substituting firms were established, it was likely that they could successfully
compete against foreign ones.

I n 1876, Li Hung-chang, one of the Qing's most influential ofTicials initiated plans

to raise capital in Shanghai to build a modern cotton cloth mill. The rationale
behind financing the establishment of a modern textile industry was that it would
provide a source of income while limiting the imports of foreign cloth

-As alrcady notcd. it \vas forcigncrs, not Chincsc who cstablishcd thc first rnodcrn si& rcciing
facto-. I-Iowwcr.latcr dmclopmcnts provcd that thc Chincsc govcrnmcnt's promotion of thc rnodcrn
corton tc.xülc goods scctor \ras the right dccision sincc foreign dircct invcstmcnt was aimcd at thc conon
tcsiilcs scctor, nthcr than thc silk tcxtilcs scctor. As a rcsult. siik filaturcs did not facc scrious
compctition from forcign owmcd filatures in China.

(Chesneaux,1976:227).

Government officiais and merchants decided that the miil

should be run on the system of 'Government supervision and merchant operation'.
This was better known by the term, 'kuan-tu shang-pan', which could also be
translated to mean, official supervision and merchant management. This system
was characterized by a bureaucratie management style (Chao,1977: 106). Private
capital was sometimes wary of these enterprises because the managers were
usually chosen by the government and private share-holders were often not
consulted over important decisions (ChaoJ977: 106).

The Shanghai Cotton Cloth Mill opened in 1893. It was financed by a combination

of government loans and share capital subscribed to by Chinese investors. Qing
government loans amounted to about 30 percent of the mill's capital
(Thomas, 1984: 101). After operating for six months, the textile miIl was
destroyed by a fire.

While the miIl operated, it had proved to be quite profitable for its investors.
Within half a year, sufficient capital had been raised to rebuild the factory on a
larger scale. The new factory was called the Hua-sheng Spinning and Weaving
Mill. The total capital of the Shanghai Cotton Mill was Tls. 1,090,290,
capital raised for the new mil1 was Tls. 2,080,000,

while the

which was approximately two

times the amount which had been raised for the original miIl
(FeuerwerkerI1958:215 & 223)*.The CMSNC supplied Tls. 100,000 of investment
capital to the Shanghai Cotton Cloth Miil in 1891, and by 1894, its total
investment in the rebuilt miIl totalled Tls. 300,000 (Feuerwerker, 1958: 181).

Note: Thesc two estirnates includc loans which wcrc made to both cntcrprises.
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Sheng Hsuan-huai was one of China's !eading government officials, and also a
successful industrialist. He was largely responsible for the success of the mifl, ie.,
the original miIl and the larger, re-built rnill. Under his guidance, the miIl thrived

during the 1890's. His goal was to construct a complex of modern cotton mills
that would totally replace foreign imports (Thomas, 1984:101).

Initially, the kuan-tu shang-pan textile sector which had been established because
of strong government support fared quite well. In the initial phase of
industrialization, Chinese investors were wary of risking capital in industrial
p r o j e c l because these ventures were not guaranteed to succeed. They preferred
to invest their capital in farmland, real estate, pawn-shops, or money lending
establishments.

Government support for t h e textile industry was initially necessary to secure
venture capital. The Shanghai Cotton CIoth Mill was given a ten year monopoly in
Shanghai. Additionally, the government also reduced the tariff which was usually
levied on cotton goods shipped between Chinese ports. Although monopoly
privileges shielded the kuan-tu shang-pan textile sector from domestic
cornpetition, it was not protected from foreign owned textile mills which were built
during and after 1895.

AS a result of previous treaty arrangements, the Chinese government was

prohibited from providing tariff protection against imports. Tariffs were set a t a
flat 5 percent ad valorem. Basically, this meant that the government was not able
to control its international trade or protect emerging infant industries. It should

be noted that because of the Treaty of Shimonoseki allowed foreigners to build
factories in treaty ports, foreigners were now able t a exploit cheap Chinese labour
and avoid even the 5 percent tariff on imports.

Sheng Hsuan-huai replaced the mill's original management team with a new staff
who were more effective and able to deal with problems as they arose. Although
foreign technology (textile machinery) had to be imported, China still controlled
technology imports before 1895, and was able to maintain a monopoly as long as
foreigners were prohibited from building cotton mills in China.

Li Hung-chang and Sheng Hsuan huai had planned t o replace al1 cotton goods

imports with Chinese products. "By 1897, China had over one third o f the number
of spindles and looms needed to achieve Li's goal, and Sheng's mills constituted

well over half of China's total."(Thomas, 1984:102). However, further expansion
was hampered because of fierce competition with newly established foreign mills.
By the early 1900's Sheng's cotton miIl complex was beginning to disintegrate.

The death of Li Hung-chang in 1901 signalled the end of an era. The cotton mills

under Li and Sheng's control faced increasing competition from other Chinese

owned mills, as well as foreign ones.

However, before Li-Hung-chang died, he played a vital role in the introduction of
Western, ie. European and American, industrial technologies and idea s to China
(Spector: 1964,234).

I f not for Li, China may not have succeeded in establishing

the foundations for Shanghai's Chinese owned cotton textile industry by 1900.

Table 2.3: Cotton Mills Controlled By Sheng Hsuan huai's Cotton Cloth &
Yarn Administration, And Chang Chih-tung's Hupei Mill
MILLS ESTABLISHED UP TO AND INCLUDING 1895
DATE
OPENED

LOCATION

NAME

1891

Shanghai

Hua-hsin Spinning & Weaving
Co.

1894

Shanghai

Hua-sheng Spinning &
Weaving Co.

1894

Shanghai

Yu-yuan Spinning Co.

NO. OF
SPINDLES

NO. OF
LOOMS

9,024

50

64,556

750

-

---------

25,000

i

1

1895

Shanghai

Yu-chin Spinning Co.

1895

Shanghai

Ta-chrun Spinning Co.

20,392

---------

1892

Wuchang

Hupei Cotton Cloth Mill

40,592

1,000

174,564

1,800

I

TOTAL

SOURCE: Feuerwerker,l958:222

The kuan-tu shang-pan textile sector was now pitted against new Chinese
cornpetitors who emphasized spinning yarn over weaving cloth. This meant that
by the turn of the century, Sheng's mills were rapidly losing market share.

Sheng's initial success attracted "a precipitate influx of foreign capital" to the
textile industry after the signing of the Treaty of Shimonoseki

(Feuerwerker,1958:222).

By 1897, there were nearly 161 thousand foreign

owned spindles in Shanghai (Feuerwerker,l958:222).

Two years earlier, in 1895,

Shanghai's cotton industry had been dominated by Sheng's mitls which had about
134 thousand spindles (Feuerwerker,l958:221).

I n 1913, the number of foreign owned spindles in Shanghai had increased ta 339
thousand, which was equaf to 41 percent of the total quantity of spindles (Chinese
and foreign) in the whole country (Feuerwerker,l958:222).

60th the foreign mills

and those not under Sheng's control refused to pay the levy of one tael per bale of
yarn which the Cotton Cloth and Yarn Administration had been collecting from
Chinese mills. 'The administration itself eventually ' simply lapsed - became
dormant '." (Feuerwerker,1958:223).

Increased cornpetition in the textile sector quickly absorbed available venture
capital and the price of raw cotton rose precipitously as demand outstripped
supply. This problem was cornpounded by the fact that the Hua-sheng mill's
monopoly status was coming to an end. With the loss of monopoly status, Sheng,
backed by Li Hung-chang and Liu K'un-i, arranged to end the mill's kuan-tu shangpan status in 1901, and to convert it into a wholly private owned and controlled
business enterprise. The new firm was called the Chi-ch'eng Company. From
1901 until 1931, when it was sold to the Hong Kong and Shanghai Banking

Corporation, the miIl was operated as a private enterprise under the sole control of
the Sheng family (Feuerwerker,l958:224).

Sheng Hsuan-huai's four subsidiary

plants did not fare well. The Hua-hsin Mill fell into bankruptcy, and was

reorganized under new management. The other three mills were bought out by
Japa nese investors (Feuerwerker, 1958:224).

Although foreign competition was fierce in Shanghai, some Chinese mills located
outside of the city, such as Chang Chien's mills in Nantung, located in the Province
of Kiangsu, continued to prosper. Chang Chien's Dah Sun cotton miIl complex had

only 20 thousand spindles when it started production in 1899, and a capitalization
of half a million taels (Chu,1965:33).

6 y 1925, the number of spindles totalled

177 thousand, and the firm's capitalization in 1923 was nearly 3.3 million taels
(Chu,1965:33). Dah Sun's financial success peaked between 1914 and 1921,
after which time the Company entered a period of decline which lasted until the
Sino-Japanese War in 1937.

Dah Sun's prosperity was unique among Chinese

owned textile firms. "Out of a total of sixteen Chinese owned cotton mills
estabrished between 1896 and 1913, al1 except Dah

S u n either failed or changed

ownership by the time of World War 1" (Chu,1965:33).

Over-all, the Chinese owned textile sector did not fare well against foreign
cornpetition until the first World War. However, the war offered a brief
opportunity to expand production as the pressure of foreign cornpetition
decreased. The war was only a temporary setback to the expansion of the foreign
controlled textile sector which recovered quickly after the conflict was over.

A few factors accounted for the relatively slow growth of the Chinese cotton textile

industry. The granting of monopoly rights restricted Chinese investors from
founding textile companies, but did not stop foreigners from doing so. Ultimately,
this had the effect of suppressing Chinese investment. The government of the
Republic of China declared in 1919 that it was invaiidating any monopoly rights
which had been granted to specific factories in the past (Chao,1977:112).

The first Chinese mills were excessively large. The large scale of construction
required raising significant amounts of investrnent capital in a capital scarce

environment. This would not have been necessary if the government's economic
planners had been willing to settle for smaller mills. Smaller mills, requiring a
srnaller amount of start-up capital could have been constructed sooner rather than
postponing production to raise more capital t o open a larger mill. Additionally,
operational and management problems were a serious problem for Chinese
businessmen who had no experience operating modern factories.

These early factories were vertically integrated with a yarn spinning capacity

designed to be used internally to weave ctoth. This proved t o be a misdirection of
scarce resources since spinning yarn was more profitable than weaving cloth
(Chao,1977:113).

To make up for the lack of spinning capacity, new private

sector investors in the textile industry between 1897 and 1910 concentrated on
spinning (Chao,1977: 113).

Table 2.4: COTïON SPINDLES BY OWNERSHIP FOR AL1 OF CHINA
-

-

CHINESE

WESTERN

TOTAL

JAPANESE

i'
i

Quanti t y
Percent

276,929

160,548

O

437,477

63.3

36.7

O .O

100.0

520,993

232,848

111,936

865,777

60.2

26.9

12.9

100.0

(O/O)

1913

Quantity
Percent (%)

1 SOURCE:

Chao,l977: 117

I

1

Between 1897 and 1913, al1 of the foreign owned mills, ie., those owned by
Western and Japanese, were built in Shanghai. However, Chinese owned mills
were estabfished both in and out of the city during this period. This meant that
although well over half of the total number of spindles in China were controlled by
Chinese, the percentage of foreign spindles in Shanghai usually exceeded 50
percent (Chao,1977: 116).

As was already mentioned, the years, 1914-1922 marked a period of rapid growth

for Chinese mills because of the lack of Western cornpetition. However, the First
World War offered an opportunity for Japan to invest in the Chinese textiles sector
with Iittle cornpetition from Western countries. Other than this factor, there were
several other reasons why the Japanese decided to increase their investment in
China's textile sector. Firstly, Chinese tariff revisions in 19 18 were less favourable
to Japan, but more importantly the Japanese feared that Chinese import duties
would be raised significantiy in the near future (Chao, 1977:119). Secondly, new
legislation in Japan would make working hours less flexible than in China
(Chao, 1977: 119). Thirdly, growth prospects in the Chinese textile sector were
better than in Japan by the early 1 9 2 0 ' ~
ie.,~ demand for Cotton goods was still
rising in China, while the Japanese market had becorne saturated
(Chao,1977: 119).

Most of the growth during this period was triggered by increased Chinese private
sector investment and by increased levels of Japanese investment. Ultimately,
this favourable investment climate in China was directly related to the war in
Europe which disrupted trade and momentarily decreased global textile production

capacity. As a consequence of the growth of a Chinese owned textile sector,
technologid advancements were made. Many of the new mills built during this
period employed Chinese engineers instead of foreign ones (Chao,1977,120).

After the war-time boom, a period of keen competition started around 1923 and
lasted until 1936. The high war-time demand for cotton products created a
problem of global over-supply after the conflict ended. Western and Asian
producers achieved such a high output level that prices of raw cotton rose to a

record high. Conversely, the price of yarn fell drastically. However, vertically
integrated mills which produced yarn and cloth were better able to compete

because the reduction in the price of cloth was less than for yarn. "Thus, the
wartime boom was followed by a severe crisis on a worldwide scale so far as the
cotton textile industry was concerned" (Chao, 1977: 121). As the level of

competition increased in China, the margin between the price of yarn and the cost
of cotton per bale tended to fall, making it more difficult for inefficient mills to

remain profitable (Chao,1977: 122).

During the 19201s, Chinese owned milis were forced to increase productivity in
order to maintain their market share against foreign textile importsg. Before
1931, there was virtualfy no tariff protection, except for the long estabkhed 5

percent ad valorem rate to protect the Chinese owned textile sector from foreign
imports. "Burdened with weak financial reserves and high interest rates, Chinese

managers drove their mills ruthlessly and succeeded in raising output per spindle
above the level attained by their Japanese rivais" (Rawski,1989: 103).

9Chao,l977:89 and Duus, 1989:72-73.

Table 2.5: PRODUCTION CAPACITY OF SHANGHAI MILLS I N 1929
BY NATIONALI'W OF OWNERSHIP
JAPANESE M I L S

CHINESE M I L E

BRITISH M I L E
!

1

1

SOURCE: Duus, 1989:91

Table 2.6: PRODUCTION CAPACITY OF SHANGHAI MILLS I N 1936
(Capacity calculetcd on the basis of the number of bales of cotton consumed)

CHINESE

FOREIGN (Mostly Japanese)

45.7%

54.3%

SOURCE: Chinese Year Book 1937,1937:694.

Textile Machinery Import Trends, 1910-1938
Textile machinery import statistics were available for al1 of China for the period,
1910 to 1941. A t least until the start of the Sino-Japanese War, national import

trends should have reflected import demand in Shanghai because it was the
primary producer of cotton textiles during the pre Sino-3apanese War period. As a
result of increased Japanese investment in North China between 1937 and 1941, a

greater proportion of textile machinery imports may have been sent to Tientsin
and Shantung. Therefore, it seemed reasonable to concentrate only on

developments which occurred up to and during the first years of the Sino-

Japanese War. During the occupation of Shanghai, war damage was heavy, and it
was Iikely that some foreign imports of textile machinery were needed to raise
output back to the pre-war levels which were attained in 1939.

Total foreign imports of textile machinery into China soared between 1910 and
1922. The value of these imports rose from HKT 17,000 in 1910 to HKT
30,480,000 in 1922 (Hsiao,1974:47).

After which time imports declined. During

1930 and 1931, import levels partially recovered, and about HKT 14.5 million
worth of textile machinery was imported in each of these years (Hsiao,1974:47).

Between 1931 and 1933, imports declined. However, between 1933 and 1938,
imports increased substantiafly.

Table 2.7: VALUE OF TEXïILE MACHINERY IMPORTS INTO C H INA
(Value in 1922 in HKT; 1933-38in Chinese Dollars)
YEAR

/

VALUE I N CHINESE
CURRENCY
(1,000's)

EXCHANGE RATE
(Equivalent of 1Chinese
currency unit i n $US)

VALUE I N
$US(l,OOO's)

SOURCE: Hsiao,1974:47 and 192.

Once these import values were converted into American dollars, it became

apparent that the peak level of textile machinery importç was reached during the
early 1920's. The peak level of these imports during the 1930's was only about
one-quarter of the annual import value in American dollars for 1922.

With respect to textile and other such machinery, it was worth noting that by
1936, most of the machines manufactureci in China Proper consisted of pumps,
grinding machines, et cetera
foreign countries

'" me more complex machinery was irnported from

".

The Textile Industrv Durinq The Japanese Occu~ation.1937-45

When war broke out between Nationalist China and Japan in 1937, almost the

entire cotton textiles sector fell under Japanese control. I n 1933, there were 2.5
million cotton spindles in Shanghai, which was equivalent to 52.2 percent of
China's total number of spindles12 (Rawski,l982:30).

I n 1936, 39 percent of the

spindles and 32 percent of the looms belonging to Chinese owned mills were

Iocated in Shanghai (Chao,1977:130).

During the defence of Shanghai, many Japanese and Chinese mills were severely
damaged. However, between 1937 and 1941, some mills in the environs of
Shanghai moved into the foreign concessions of the city to seek protection from
the Western powers who controlled these areas. Between 1937 and 1941, the
quantity of spindles in the foreign concessions nearly doubled, and the nurnber of
looms increased nearly 3-fold (Chao,1977: 131).

The Japanese took control over al1 of the remaining mills in the city which had not

moved to the foreign concessions or to interior provinces. This was occasionally

'O

Chincsc Ycar Book 1937,1937:721.

"

Chincsc Ycar Book 1937,1937:721.

l2

Owncrship m a split ncarly m ~ n l ybctwccn Chincsc and forcigncrs.
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done in a co-operative manner with Chinese business owners. Chinese mills were
either confiscated or were offered junior partnerships with Japanese firms

11

Table 2.8: GEOGRAPHICAL DISTRIBUTION OF CHINESE OWNED
COTTON TEXTïLE CAPACITY f N 1936

1

LOCATION

PERCENT OF TOTAL
SPlNDLES

1

PERCENT OF
TOTALLOOMS

Shanghai

39.1

32.4

Kiangsu, excluding Shanghai

20.2

34.4

Hopei, including Tientsin

13.0

3.6

Shansi

2.4

5.6

Manchuria

1.7

3.2

Generally, those that could prove their companies were jointly owned by the
Japanese or their allies,

je.,

Gerrnany and Italy, stood a better chance of

maintaining some control over their factories. I f the Chinese miIl owners refused
to cooperate, then the mills would be seized and forcibly integrated with existing

Japanese mills (Chao,1977: 132).

With the resumption of peace in Japanese controlled Shanghai, the cotton industry
experienced a wartime boom which lasted until the start of 1941. Chinese
investors built ten new cotton mills in Shanghai's foreign concessions, with a total
of 221 thousand spindles and nearly 2,800 looms (ChaoJ977: 132). lapanese
mills, aided by their home government, initiated a massive re-construction and

1
1

expansion plan to augment their cotton textiles producing capacity
(Chaor1977:132). As the cotton industry recovered and grew, sa did the other
manufacturing sectors. Between 1936 and 1941, the growth of the city's entire
industrial sector moved in tandem with the cotton industryL3.

Table 2.9: INDUSTRIAL PRODUCTION INDEX FOR SHANGHAI'S COTïON
INDUSïRY
YEAR

INDEX

1936

100.0

SOURCE: Wang,1948:5 in Myes, Ramon H.(1980) Selected Essavs
in Chinese Economic Develo~ment.

The flourishing economy of the concession areas was maintained bv the

coexistence of a number of mutually beneficial conditions (Yehr1998:64)14. A
large supply of cheap labour was made available because of the growing Chinese
refugee population. The arrivai of European refugees, many o f which were highly
skilled and educated, from the war raging in Europe raised the quality of the

13ChincscYcar Book Vol. 1: 1935-36. 11 (1968):pp. 1143-1148.
Wang, 1W S : 5 in Mycrs, Ramon H,(19SO) Sclcctcd Essavs in Chincsc Economic Dcvclo~mcnt

'" All or llic factors mcntioncd in this paragraph wcrc [rom (Ych,1998,64).

labour force

. Additionally, access to raw

materials via international markets

remained open. At the same time, there was a growth o f liquid capital in
Shanghai banks which was caused by the economic instability in the rest of the
country. Upon the outbreak of the Pacific War, Japan occupied the International
Settlement. This marked the end of Shanghai's dual econorny, ie., the Western
controlled concession areas now came under direct 3apa nese control. Chinese
businesses in the International Settlement could no longer seek aid from the Allied
Powers (Britain, France, and the United States) for grievances raised against the
Ja pa nese occupation forces.

The Pacific War between Japan and the United States marked the end of the
wartime cotton textiles boom in Shanghai. Sales from mills in Shanghai and other
coastal cities declined in 1941 as Japan tightened their trade embargo against
Nationalist held territory. Additionally, high quality raw cotton imports from the
USA declined after war broke out. To the detriment of the textile sector, the

Japanese military urged cotton mills to scrap their machinery for the purpose of
providing raw material for military industries (ChaoJ977: 133).

With Japan's surrender to the United States in September 1945, the era of
lapanese and Chinese rivalry in Shanghai's cotton textile industry came to an end.
The Nationalist government returned mills which had been seized by the Japanese

to their original Chinese and British owners, and the remaining Japanese mills

were nationalized. By 1946, only one percent of China's total cotton textile
ca pacity remained under foreign ownership (Chao, 1977: 134).

Conclusion
I n summary, Shanghai's industrial growth was largely due to the interaction of
foreign trade and investment with the emerging cotton textile sector. The first
foreign mills were British, but their level of output was soon over-taken by
Japanese cornpetitors. The proof that the Chinese owned cotton textile sector was
globally cornpetitive is found in the fact that between 1900 and 1936, it managed

t o maintain control over nearly half of the city's textile producing capacity.

Before the Treaty of Shimonoseki in 1895, increasing amounts of cotton goods
imports encouraged China to build its own textile mills. After the Treaty was
signed, the stimulus of foreign cornpetition fuelled further growth and
modernization of the industry. The continued interest of Japanese investors in
China's cotton textile market was proof that there was ample growth potential for
adroit Chinese entrepreneurs. The growth o f the Chinese owned textile sector was
made possible by skilful management and technological innovations which
increased productivity. However, these productivity gains were only suficient to
maintain the relative size of the Chinese owned sector. The Chinese sector only
had the resources and ability t o slow down the advance of the Japanese owned

mills in Shanghai. This sector was not capable of driving these foreign firms out of
the country without Chinese government support.

It is worth noting that by the 19303, the ownership of Tientsin's cotton textile
sector was also split between Chinese and Japanese investors. I n Shanghai,
roughly half of the production capacity was controlled by Japan. However, in
Tientsin the Japanese owned about 70 percent o f the entire cotton spinning and

weaving capacity by 1937". A similar situation also existed in Tsingtao.
However, the expansion of the textile sector in Tientsin and Tsingtao was

hampered by inadequate supplies of raw cotton during t h e initial stages of the
Sino-Japanese war, je., 1937-38 (3ones,1940: 170).

After, the Japanese surrender in 1945, the Nationaiist government of the Republic

of China intervened on the behalf of British and Chinese owners who had lost their

mills to Japanese corporations during the war. These rnills were returned to their
previous owners, and the rernaining Japanese mills were nationalized. This was
the first time since the founding of the cotton textiles industry in the 18903,that

the industry came almost entirely under the control of Chinese capital.

Table 2.10: NATIONAL ESTIMATES OF PRODUCTION AND SUPPLY OF
COrrON AND COlTON GOODS, 1871 TO 1936
(Annual Averages For Selected Periods)
1871 to
1880

PHYSICAL QUANTXTIES

r

1934 to

1901 to
1910

1936

1. Cotton (million piculs)

A. Output

7.0

7.0

17.3

B. Net Imports

0.1

-0.7

0.4

C. Domestic Supply

7.1

6.3

17.7

2. Yarn (million piculs)
1

1

0.0

1.0

9.C

B. Handicraft Output

4.9

2.4

3.1

C. Net Imports

0.1

2.4

0.2

D. Domestic Supply

5.0

5.8

11.9

3. Cloth
(million square yards)
A. Factory Output

1

I

B. Handicraft Output

D. Domestic Supply

0.0
1,612.0

C. Net Imports
r

/

i

1

A. Factory Output

376.0

1

24.0

1,850.0
654.0

1

1

1,260.0
2,880.0
300.0
4,440.0

4. Yarn and Cloth

Value Added in millions of 1933 Yuan
0.0

14.1

175.4

B. Handicraft Output

105.1

93.9

140.9

C. Total

105.1

108.0

3 16.3

A. Factory Output

1 SOURCE: Rawski,1989:93

Table 2.11: DISTRIBUTION AND N A T I O N A W OF MANUFACrCIRING
OUTPUT I N 1933
(MILLIONS OF YUAN)
FOREIGN FIRMS

CHINESE FIRMS

REGION

TOTAL

Shanghai

727.7

323.3

1,051.0

Manchuria

154.8

221.9

376.7

719.3

2,645.5

Total (China Proper and
Manchuria)

1,926.2

Source: RawskiJ989: 74
A

The next table also shows the value of manufacturing output in Shanghai.
However, it appeared to have been based on a smaller sample than Rawski's table
(shown above). However, this table, provided by the Chinese Year Book was more
usefuf in some respects, namely, the subdivisions given for the manufacturing

sector indicated the importance of various industries within Shanghai, while
Rawski's table onty provided an estimate of total manufacturing output.

Table 2.12: SHANGHAI'S LEADING INDUSTRIES

OUTPUT

INDUSTRY
Cotton
Silk
Flour
Wool
Rubber
Dyeing, Washing
Machinery
Paper
TOTAL of 8 Industries
Percent of Al1 Industries
Total of Al1 Industries

$Ch millions
151.3
35.0
74.2
7.8
20.6
9.5
0.4
5.6
304.4
50.2%
605.9

SOURCE: Chinese Year Book 1935-36,1968:1143-1148.

OO
/
of Total
of 8 Industries

49.7%
11-5%
24.4%
2.6%
6.8%
3.1O10
0.1O/o
l.8O/o
loO.OO/o

-

Table 2.13: SHANGHAI INDICES OF INDUSrRIAL PRODUCTION
1936 TO 1941
1936=100
INDUSTRY
Cotton
Sil k
Flour
Wool
Rubber
Dyeing, Washing
Machinery
Paper
SOURCE: Wang,1948:5-6 in Myers (1980) Selected Essavs in Chinese
Economic Development.

The next table shows the trend in total industrial output. in order to create an

index of industrial output a few assumptions were made. Firstly, it was assumed
that the distribution of output prevailing in 1933-34was the same in 1936. These
output shares were used to create a weighted index. Secondly, it was assumed
that the rest of the industrial sector behaved the same as the eight selected
industries.

Table 2.14: SHANGHAI: Industrial Production Index For 8 Leading Industries

INDUSTRY

Cotton
Sil k
Flour
Wool
Rubber
Dyeing, Washing
Machinery
Paper
TOTAL For 8
Industries
SOURCE: See references given for the two preceding tables.

Table 2.15: ELECTRICf'fl? SOLO BY THE SHANGHAI POWER COMPANY16

PERCENTAGE OF TOTAL
INDU-RIAL

SALES

Cotton Mills
Flour Mills

Rubber Works
M iscellaneous Textiles

Other Industries which accounted for less
than 1% each
TOTAL

SOURCE: Murphey,1953: 189; and Orchard,1936:26.

A Note On Foreiqn Investments I n Shanqhai

Although most of the foreign investment in the textile industry was japanese, this

was not the case in other sectors. Britain, by far was the singie largest foreign
investor. The second largest investor was Japan. The third and fourth iargest
investors were respectively, t h e United States and France. I t is afso worth noting
that between 1902 and 1931, Shanghai's share of the total foreign investment in

China grew appreciably.

I6 It produccd 83 % of the tomi sales of clcctric powver in Shanghai for thc p e n d 1925 to 193-1.
About 75 % of its sales wvcrc to industrial cstablishrnents.

The multinational firms operating in Shanghai in the fields of transportation;
banking and finance; and manufacturing usually conducted business with China's
interior provinces and other Chinese ports. As a result, "the systerns of
accounting of the firms thernselves do not permit an estimate of a separate figure
for Shanghai" (Jones,l940:78).

Basically, this means that the statistics presented

in the following two tables are debatable. However, t o m y kr;owledge these

figures have not been widely challenged.

Table 2.16: FOREIGN INVESTMENT I N SHANGHAI, 1902-1931

1931

1914

1902
l

SUS
millions

Percentage
Of Total
Foreign
Investment
I n China

$US
millions

Percentage
Of Total
Foreign
lnvestment
I n China

BUS

Percentage
Of Total
Foreign
Investment
I n China

millions

SOURCE: Remer, 1968: 73

Table 2.17: FOREIGN DIRECT BUSINESS INVESTMENT I N SHANGHAI BY
COUNTRY, 1 9 3 1
COUNTRY

VALUE I N $US MILUONS

PERCENT OF FOREIGN
INVESTMENT

Britain

215.0

19.3

United States

97.5

8.8

France

38.9

3.5

Other Countries

23.4

2.1

Japan

SOURCE: Jones,1940: 78

Foreiqn Trade Tables

Table 2.18: FOREIGN TRADE OF SHANGHAI
COMPOSlTTrON OF EXPORTS
1860

PRODUCT
Raw Silk

66%

Tea

28

Vegeta ble Oiis

O

Textiles

O

SOURCE: Murphey,1953: 119

Table 2.19: FOREIGN TRADE OF SHANGHAI
COMPOSITION OF IMPORTS
PRODUCT

Opium

Cotton Textiles
Coa l
Metais and Minerals
Machinery
Raw Cotton

SOURCE: MurpheyJ953: 120

Table 2.20: EXPORTS AND IMPORTS
EXPORTS FROM SHANGHAI I N 1936 AND 1940

1936

1940

12.4%

22.9%

Yarns

S.1

12.6

Piece Goods (cotton and sifk)

5.2

8.2

Textile Fibres (mostly silk)

IMPORTS TO SHANGHAI I N 1936 AND 1940

Rice

Coa I
Raw Cotton

Metals and Ores

Machinery and Tools
SOURCE: Barnett,1941: f 53-154

Although coal imports from foreign sources did not make up a significant portion
o f total imports in 1936, it was worth noting that Shanghai's coal bad to be
îmported from neighbouring provinces. It was not supplied by producers in the
province of Kiangsu.

Table 2.21: SHANGHAI'S COAL CONSUMPTION BY MAJOR SUPPLIERS
I N 1936

Percent of Total
DOMESTIC SOURCES Sub-Total

Hopeh (Kaiping Mines)
Shantung (Miscellaneous Mines)
Anhwei

Shansi
FOREIGN SOURCES

Sub-Total

Indo-China

Japan
Manchuria (Manchukuo)
TOTAL
SOURCE: Murphey,1953: 185.

91%

COMMERCIAL TRENDS: TRADE TABLES FOR SHANGHAI, TIENTSIN, &
MANCHURIA
(1874-1932 in HKT and 1933-47 in $Ch) Millions of units

Table 2.22: SHANGHAI
Shanghai
Year
1875

Xmports
45.9

1895
1925

98.6
431.9

1931
1932

833.6
510.4

1936

555.2

1937
1938

510.8
274.9

1941

786.5

American Dollars Per Chinese Currency
Unit
Total
SIGNIRCANCEOF YEAR
76.7
20 years before the Treaty of
Shimonoseki
168.8
Treaty of Shimonoseki
738.1
30 Years After foreign
industrial investment was
permitted
1,111.0
Pre-Wa r peak of foreig n trade
668.7
Establishment of Manchukuo;
Effect of Global Depression
917.5
Last year before the SinoJapanese War
915.5
War breaks out with Japan
497.9
First full year of the Japanese
occupation
2,821.9
Last year for which trade
figures were available

Shanghai's I m p o m and Exports
(Millions of $US)
Year
1875
1895

1925
1931
1932
1936
1937
1938

Imports
68.9
78.9
362.8

283.4
173.5
165.0

149.7
57.8

Exports

46.2
56.2
257.2
94.4
53.8
107.6
118.6
46.9

Tota 1
115.1
135.0
620.0

377.8
227.4
272.6
268.3
104.6

Net Exports

-22.6
-22.7
-105.6
-189.1
-119.7
-57.3
-31.1

-10.9

NOTES for Shanqhai's Imports and Exports:
ExRate is the abbreviation for Exchange Rate
SOURCE FOR SHANGHAI TRADE DATA: Hsiao,1974: 175-176 and 190-192

Table 2.23: Tientsin
COMMERCIAL TRENDS
(1874-1932 in HKT and 1933-47 in $Ch)
Millions of uni&
Tientsin

890.5

Am erican
Dollars Per
Chinese
Currency Unit
ExRate
1.50
0.80
0.84
0.34
0.34
0.30
0.29
0.21
0.05

Tientsin
(Millions of American Dollars)
Irnports
Exports
i o t aI
1.4
4.5
6.0
4.3
7.1
11.4
123.7
71.5
52.3
67.3
37.2
30.2
56.9
35.5
21.4
56.6
21.6
35.0
62.1
24.6
37.5
86.1
49.1
37.0
47.2
37.8
9.4

Net Exports
3.1
2.8
-19.2
-7.0
-14.1
13.4
12.8
- 12.1
-28.3

Table 2.23: Tientsin
Year
Imports
1875
1.0
1895
5.4
1925
85.1
1931
109.4
1932
104.5
1936
72.6
84.1
1937
1938
233.9
1941
712.4

Year
1875
1895
1925
1931
1932
1936

1937
1938
1941

SOURCE: HsiaoJ974: 177-178 & 190-192

Total
4.0
14.3
147.3
198.1
167.4
190.5
211.9
409.9

Table 2.24: MANCHURIA

- COMMERCIAL TRENDS*
HKT per
Yuan

Manchuria
Millions of Yuan

Year
1875
1895
1925
1931
1932
1936
1937
1938
1941

Imports
4.4
5.8
381.2
341.0
337.7
691.8
887.4
1,274.7
1,260.9

Exports
4.2
8.7
486.7
722.8
618.2
602.8
645.3
725.5
608.8

Tota l
8.6
14.5
867.9
1,063.8
955.9
1,294.6
1,532.7
2,000.2
1,869.7

A m e r k a n American
Dollars Dolbn Per
Pet Yuan Chinese
Currency Unit
(1874-1932 in
HKT and
193347 in $Ch)

ExRate
0.64
0.64

ExRate

............

............
............

0.57
0.22

............

........................

........................
........................
................S.......

........................

ExRate
1.50
0.80
0.84
0.34
0.34
0.30
0.29
0.21
0.05

*

Note: Exchange rates are s h o w for Chinese national currency, that is,
Hk Taels and Chinese dollars. As of 1932, Manchuria began to use the
Manchukuon Yuan (MY). For the exchange rate between the MY and the
American dollar, refer to Cheng, 1956: 206. Trade figures given in
Manchurian Yuan (pre-1932) are from Chao,1982: 22-23. It was
assumed that before 1932 the value of this yuan was equal to the
Chinese yuan. However, it should be noted that before 1932, the Hk
Tael was the main currency unit. This is the reason for including
exchange rates for the Hk Tael and the yuan. (Chinese dollar).

Manchuria
(Millions of American Dollars)
Year
Imports
Exports
Net
Exports
-0.2
4.2
4.0
3.0
4.5
1.5
216.9
277.0
60.0
85.7
76.5
162.2
71.1
126.4
55.3
151.0
-46.6
197.6
255.4
161.9
-93.5
189.3 -172.9
362.2
146.7 -183.7
330.4

American Dollars Per
Chinese Currency Unit
Tota I
ExRate

Year

1927-31 Avg,
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944

FOREIGN TRADE OF MANCHURIA
(Millions of $US)
IMPORTS
EXPORTS
Total
3apan
O/O of Occupied
O/O of
Total
Proper
Total
Chlna
Total
114.0
61.8 54.2%
NA
NA
175,8
12*9 18.1%
130.2
71,l
38e4 54eO%

132.7
193.4
180.8
197,6
255.4
362.2
467.2
409.2
330,s
254.3
201.3
153.4

80.7
125,O
130,O
144,8
180.6
265.8
371,O
343.7
263.1
244.8
196.8
149.2

60,8%
64,6O/o
71.9%
73.3%
70.7%
73,4%
79.4%
84.0%
79.6%
96.3%
97.8%
97.3%

20.6
18.8
9,6
13.6
11.2
20.3
17.3
16.0
23.5
9.5
4.5
4.2

15.5%
9.7O/o
5.3%
6.9%
4.4%
5.6%
3.7%
3.9%
7.1%
3.7%
2.2%
2.7%

115.3
146.1
126.0
172,l
185.7
205.8
2 16.8
155.3
158.3
153,4
121.6
118.2

3apan
Proper

71.2
40.6
45.7
56.1
54,9
67,8
79.9
103.9
119.2
94.2
93.4
135,O
98,8
107.6

NOTES:
For the period, 1932-41, Japan includes Taiwan, and trade with China is for
China Proper, not just for Occupied China.

For the period, 1942 to 1944, the only available foreign trade data was for Manchukuo's
trade with Japan and Occupied China, This would have represented the bulk of the
trade. However, some trade was probably carried on with Korea and Taiwan.
SOURCE: ChaoJ982: 22-23, and Cheng, 1956: 145, 196, 198, & 206.
Hsiao, 1974: 190-192

O/o of
Total

Occupied
China

40.5%
3 1.2O/o
39.6%
38.4%
43.6%
39A O / O
43.O%
50.5%
55.0%
60.7%
59.0°/o
88.O%
81.3%
91.O%

NA

O/o of
Total
NA

38.6 29.6O/o
18.5 16.0%
21.3 14.6%
19.5 15.5%
36.7 21.3%
32.7 17.6%
34.6 16.8%
44.0 20.3%
37,4 24.1%
37.2 23.5%
18.4 12.0%
22.8 18.8%
10,6 9.0%

g

Chapter 3
MANCHURIA

Part 1
TRENDS I N THE MANCHURIAN
ECONOMY
Circa 1900 to 1930: The Pre-Manchukuo Period

INVESTMENT

Introduction
The Manchuria chapter is divided into several parts, ie., Investment Trends; North

and South Manchuria; and Manchukuo. The section on investment trends covers
the entire geographic region of Manchuria. i n order to highlight differences
between the North and South, these two geographic regions of Manchuria are
discussed separately.

A separate section is devoted to the Manchukuo period

because the entire region came under Japanese rule, and Japan became its only
important foreign investor.

From the turn of the century until 1932, Manchuria was split between the
competing interests of Russians, Japanese and Chinese. I n order to forestall the
take-over o f Manchuria by foreign powers, the Qing government decided to allow
unlimited Chinese immigration to the territory. This policy was put into effect in
1903, and the Russian built railway connecting Harbin t o Dairen became the

conduit through which these new Chinese settlers fiowed. The Qing made
Manchuria part of China and divided it into the three provinces of Heilungkiang,

Kirin, and Fengtien. The province known as Fengtien had its name changed
several times. First, its name was changed to Shengking, and then to Liaoning.

The Russo-Japanese War (1904 to 1905), divided Manchuria into two spheres of
foreign influence. The Liaotung Peninsula, formerly controlled by Russia was
ceded to Japan and came to be called the Kwantung Leased Territory (KLT). The
KLT and the South Manchuria Railway Zone (SMRZ) fell under the jurisdiction of

Japan, while the Chinese Eastern Railway (CER) and the CER Zone continued to
stay under Russian ownership. I n 1911, the Qing government was overthrown,
and by 1912 the Warlord, Chang Tso-lin had seized control of Manchuria. Chang
ruled the region between 1912 and 1928, during which time it functioned as a
separate state which acted independently of the Republican Government ruled by
Yuan Shih-k'ai.

On 3uly 25, 1919, the USSR gave up its extraterritorial rights and privileges in
China. By May, 1924, the Republican (Peking) Government had signed an

agreement with the Soviet Union which defined the status of the CER. However,
because Chang Tso-lin did not accept this document, a separate agreement was
drawn up later in the year to accommodate him. "Once Chang had established
himself as the dominant figure in the Northeast, Japanese diplomats, officiais,
army officers, and businessmen strove assiduously to work through him to build
u p the Japanese position" (McCormack,1977:257).

Chang was opportunistic and

did not seem to realize the danger of forging such close ties with Japan. During
Chang's rule, a semi-colonial relationship developed between Japan and
Manchuria. This alliance yielded satisfactory results for bath sides until 1925.

Such factors as the growth of Chinese nationalism and Chang's own persona!
ambitions clashed with the goals of Japanese imperialism (McCorrnack, 1977:257).

In 1928, Chang Tso-lin was assassinated by the Japanese and the leadership of
Manchuria was assumed by his son, Chang Hsueh-liang. I n December, 1928
Chang Hsueh-liang recognized the authority of the Nationalist Governrnent over al1
of China, including Manchuria.

I n 1929, Chang's police seized various documents from Soviet consulates in
Manchuria and they took control of the CER and expelled several hundred
Russians. When the USSR saw that diplomacy would not solve the conflict, Soviet

forces were dispatched to restore Russian control over the railway. Two years
later, in 1931, Japanese forces occupied Mukden and several other cities, which
consequently led to the collapse of Chang's governrnent. I n 1932, under Japanese
auspices, the puppet state of Manchukuo was created. This marked the start of
state-led industrialization which would characterize the period of direct Japanese
rule between 1932 and 1945. However, it should be recognized that by this time

the industrialization of the KLT was well under way and that Japanese investment

was present throughout the region. The Soviet Union sold the CER to Manchukuo
for about one-eighth of its value (O'Neill, 1987:186)'. Japan was now in total
control o f Manchuriars resources and its economic development-

O'Ncill said that thc CER was sold for onceighth (12.5%) of its valuc. Howcvcr, according
io Dallin (1 953: Soviet Russia and the Far East, pp. 18 to 21). it probably sold for mund 20% of iis
vaiuc. in 1927, the CER was valucd at SUS 300 million (appmximatcly cqual to 600 d i o n gold
rubics). Howarcr,Rcmcr (1968:606)cstimatcd ihat it was worth SUS 210.5 million in 1930. Ln 1935,
thc salc was finalizcd for the arnount of 140 million Japancse Yen (SUS 40.2 million) plus thc
cmployccs' rclircmcnt allowanccs (Daliin, 1953:20).

Aithough such business's as the South Manchuria Railway Company were affected
by l apanese political considerations because of govemment investment in them,
many others were established in Manchuria as purely profit making enterprises.
Staple-led growth characterized the Manchurian economy from the late 19*
century until 1932. This export oriented economy heavily relied on producing
ever-increasing quantities of bean and bean products (cake and oil) for export. I n
conjunction with the increasing developrnent of the agriculturai sector, the mining

and manufacturing sectors also expanded. Economic growth was being generated
not only by exploiting the region's comparative advantage in agriculture but &y
increasing flows of foreign investment into the commercial and industrial sectors
of the economy. This investment was responsible for establishing a regionai

railroad network and many of the first modern sector enterprises ( public utilities electricity and gas; mines; oil and flour milis; match and tobacco manufacturing
plants; sugar refineries; and alcohol distilleries).

Russian Investment
Initially, a t the turn of the century Russian investment was dominant throughout
Manchuria. However, lapanese investrnent gradually increased, eventually overtaking the level of Russian investrnent. For the most part, the total quantity of
Russian investment hardly increased a t al1 when compared to Japanese
investrnent. However, private-sector Russian business investment did show a
more impressive rate of growth.

Manchuria and Shanghai represented the two most important destinations for
foreign direct investments in China. Unlike Shanghai, the basis for foreign

investment in Manchuria were railway concession zones, rather than the creation
of a Treaty Port. Although Manchuria was rich in natural resources, the initial
reasons for Russian investment were political, not econornic. This was in sharp
contrast to Shanghai which developed for economic reasons. There were no
signifïcant Russian investments in Manchuria a t the time that the building of the
CER was proposed. However, once the railway was built, Russian investment

began to pour into the CER zone. The initial Japanese interest in Manchuria was

also political and strategic before it was econornic (Remer,1968: 113). As already

stated, the two most important investorç in Manchuria were Russians and
Japanese. Between 1900 and 1932, the investments of other countries were
insignificant. By 1931, the accumulated investments of British and Americans
probably stood a t approximately $US 40 million (Remer,1968:97).

Table 3.1: FOREIGN INVESTMENT I N MANCHURIA

I

1902 To 1931

l1

I1

'lear

1 Source:

Millions of

$us

I1

% of Total Foreign Investment in China, incl.

Manchuria

I1
1

Remer, 1968:73

Russia was granted mining rights in China in 1896, when the statutes of the CER
company were signed. "The company was ernpowered, subject to the sanction of

the Chinese government, to exploit, in connection with the railroad or

independently of it, coal mines, and also to exploit in China other enterprises

75

-

mining, industrial, and commercial" (Hou, 196569). The CER quickly began to
exploit coal fields throughout Manctiuria. The company opened coal mines at
Fushun and Fengtsin, Chalainor in Heilungkiang, and Taochiatun and Shihpeiling in
Kirin (the Iater two were also referred to as the Kuanchangtze coal field
(Hou,1965:69).

By the terms of the Russo-Japanese War, Russia was forced to

cede control of al1 of these coal mines to Japan, with the exception of the

Chalainor mine. The CER continued to operate this mine , but it only produced
low quality coal (lignite).

I n 1924, a Russian company and the Kirin provincial government were able to
reach an agreement to exploit coaf fields a t Mu-leng. At about the same time,
Chinese investors grouped together to develop a coal mine a t Hao-kang
(Sun,1969:63).

The CER built branch Iines to these mines, and coal shipments

began in 1925 and 1927 respectively (Sun,1969:63).

The aggregate output of

these two new mines quickly surpassed that of the Chalainor mine (Sun,1969:63).

The Russian government built a port and town a t Dalny (Dairen) and the town of
Port Arthur a t a cost of 30 and 12 million Rubles respectively, totalling 42 million

Rubles by the end of 1903 (Remer,1968:565).

However, these were not

commercial ventures. They were more political and military in nature. Russian
business investments grew slowly and have been surnmarized by the following
table on the next page.

For 1914, there were two estimates of investment, one given by an American

source (Remer, l968:587), and one Russian (Sladkovsky,198 1:2 7 5 ) . Remer's

Table 3.2: RUSSIAN BUSINESS INVESTMENTS I N MANCHURIA
in $US millions
Type of
Investment/Year

1904

PERCENT 1914
TOTAL

OF

PERCENT

1930

OF

OF

TOTAL
CER

Commercial and
Industrial
TOTAL

1 Source:

PERCENT
TOTAL

2G8.3

96

189.3

83

210.5

80

7.7

4

38.5

17

51.3

20

216.0

100

227.8

100

261.8

100

1

RemerJ968: 573,587. & 606

estimate of commercial investment in Manchuria, exclusive of the CER was 75
million Rubies ($US 38.5 million). The Russian estimate was 9 1 million Rubles,
which was distributed as follows: 1. Private investments in urban construction, banking, and

R 40 million

trade.
2. Manufacturing Industries

R 35 million

3. Mining Industries

R 11 million

4. Private fogging concessions

R 5 million

Total Russian Investrnent in 1914

R 9 1 million

Remer also gave a detailed break-down of Russian investments i n Harbin for the

year 1926 (Rerner,1968:603).

The industries which had capital invested that was

equal to or in excess of one million Gold Rubles are shown in the following table.

Table 3.3: HARBIN: Investrnents of Russian Capital By Industry in 1926
( 1,000's of Gold Rubles)
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CATEGORY
Flour Mills

1
1

a) Distilleries
b) Breweries

CAPITAL
INYESTED
1*,000
S,OOO

1,200

1

1
1
1

SOLD TO
CHINESE

SOLD TO
JAPANESE

11,000

200

c) Vodka Distilleries
TOTAL
BREWERIES&
DISTILLERIES (a to c)

7,500

1,450

Bean OiI Miils

2,000

1,000

2,000

--------------------------------------------------------

Meta1 Working Factories
.-

.-

-- -

Electric Plants

1,000

Sausage Factories

1,000

Veneer Factories

1,000

Timber Concessions and
Saw Mills

6,500

Mining Concessions

3,000

Sugar Refineries

2,000

To bacco Factories

1,000

TOTAL FOR ALL INDUSTRIES

45,250

---------------------------------13,550

SOURCE: Remer, 1968:603

Note: The preceding total does not include residential houses, storehouses, and
other buildings; nor does it include buildings of the CER; and land property (not
built on).

According to the preceding table, nearly a third of the capital invested in Russian
industrial enterprises was in the hands of Chinese and Japanese investors by

1926. However, what was equally clear was that Russian capital was responsible
for establishing a wide variety of modern industries, not limited to the ones
presented (see Remer,1968:603 for industries with a capitalization of

less than

one million Gold Rubles).

Over the entire period, 1904 to 1930, Russian investment grew only 21%.
However, this growth was almost exclusively due to commercial and industrial
investments, rather than further growth of the CER Company. Commercial and
industrial investments grew nearly 7-fold between 1904 and 1930. I n 1904, only
4% of Russia's investments were in non-CER ventures. However, by 1930 the

share of these investments had increased significantly, totalling about 20% o f
Russia's investment in Manchuria.

Although Russian capital and know-how were the driving forces behind the early
industrialization of North Manchuria, the Russian population was actually quite

Location\Year

1912

Circa Early
l92Ogs*

1930

Harbin only

46.5

100.0

64.5

Total for
Manchuria

70.1

124.5

111.6

* Estimates for

European population, most were assumed to be Russian.

SOURCE: 1912 estimates (Wolff, l999:92); Early 1920ts, Harbin Consular
District (Arnoid,1926:669); and 1930 estimates (Remer,l968:610).

small. The Russian population represented a Iittle over one percent of North
Manchuria's total population of 11.9 million in 1921 (Econ.Bureau,l924:11; and
Remer,1968:609).

The Russian population was assumed to be about 124.5

thousand (Arnold,1926: 669).

Japanese Investment

I n sharp contrast to Russia, Japanrs investrnents in Manchuria a t the turn of the
century were negligible. However, by 1914, Japanese capital was beginning to

play an important role in Manchuriars modern sector.

After acquiring the KLT, Japanese investrnent rose quickly between 1905 and
1914. Additionally, the Japanese population in Manchuria also rose quickly, and
had surpassed that of Russian population by 1930.

Table 3.5: JAPANESE POPULATION I N MANCHURIA
YEAR

1

1

POPUUTION

Source: Remer,l968: 421,450,451,

1

1

PERCENT OF TOTAL
JAPANESE I N CHINA

and 455.

Notes: 1901 to 1914: Chinese Customs figures - O/O distribution from p.450.
Estimates for 1930: Probably derived from Japanese Cornmittee figures.
* Out of this population, a t Ieast 199,500 (92.8%) were in the KLT and SMR
Zone. In 1914, this ratio was 95% (Remer,1968:455).

The Japanese, Iike the Russians were clustered in those areas which were under
the control of their home governments, that is, the KLT and SMR Zone for Japan,
and Harbin and the CER Zone for Russia. Additionally, the Russians and Japanese

also invested the bulk of their China-bound capital in Manchuria. Regarding
Russia, nearfy al1 of their investrnents were made in Manchuria. Japanese
investment was more widely distributed but was still highly concentrated in
Manchuria, that is, 68.9 percent and 62.9 percent of the total invested in China for
the years 1914 and 1930 (Remer,1968:426 & 470).

I n the span of seventeen years, 1914 to 1930, Japanese investrnent increased

over 4-fold. This injection of foreign capital spurred rapid industrial growth in the
mining and manufacturing sectors.

Table 3.6: JAPANESE INVESTMENT I N MANCHURIA

1

1

1

BELONGING TO THE SMR

SOURCE: Remer, 1968:426-427,470-471, & 473.
Exchange Rate for 1930 from: - US Dept. of Commerce. (1968) Foreign
Commerce Yearbook 1933: p.273.

During this pre-Manchukuo period, the coal and iron industries were established to
furnish Japan with raw materials. However, as the industrialization of Manchukuo
progressed, increasing quantities of coal and pig iron were consumed domestically.
The scale of coal mining was large. The Fushun mine was frequently referred to
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as the largest open-cut coal mine in the world, with an annual output of 7.4
million tons in 1930 (Remer,1968:490).

The largest Japanese investments in manufacturing were to be found in the

following sectors:

- vegetable oit,

bean cake, flour, tobacco, paper, saw mills &

woodworking, matches, and wool processing. Additionaliy, investments were

made in the electricity and gas sectors (public utilities). By 1930, about 27
percent of their capital was invested in public utilities, mining & manufacturing,

and much of the rest was invested in transportation (35%) [Remer,l968:506].

Table 3.7: DIRECT BUSINESS INVESTMENTS IN MANCHURIA AS OF

1930
(Millions of Yen)
-

-

ECONOMIC SECTOR

INVESTMENT

PERCENT OF TOTAL

1.

Transportation

388.5

35.4

2.

Public Utilities

31.3

2.8

3.

Mining

165.2

15.0
-

-

4.

Manufacturing

98.6

8.9

5.

Banking and Finance

82.6

7.5

6.

Real Estate

146.0

13.3

7.

1 Import and Export

1

Miscellaneous
9.

1 TOTAL

SOURCE: Remer.1968: 506

117.8

1

70.4

1

1,100.4

10.7

~

6.4

1

100.0

1

1

Part 2
EXPORT-DRIVEN GROWTH I N SOUTH MANCHURIA

Introduction
There are two key questions that this part of the chapter will seek to address.
firstl y, how export dependent was Manchuria? Secondly, what effect did trade
expansion have on the economic environment, that is, did the prospect of a
growing import-export trade attract foreign investment, and did it encourage
industrialization?

The southern part of Manchuria was opened to foreign trade when the Port of
Newchwang (Yingkou) was made a Treaty Port during the 18603,by treaty with
Britain. I n the 19th century, Newchwang was the only Manchurian Port that was
opened for foreign trade.

However, in the early 20th century, more ports were

opened to trade. I n North Manchuria, Harbin was important bath as a commercial
hu b and as a centre of Russian business i n t e r e s l in the region. The regions of

South Manchuria around Dairen and Mukden served as centres of Japanese
commercial influence.

From around 1860 to 1930, Manchuria served as a region of new settlement.
Growth of the economy was based mostly on the increase in population and land
under cultivation. The export sector primarily was concerned with the production
of one staple cornmodity

- the soy bean which could be processed into bean cake

(fertilizer) and bean oil (used for cooking). Most industrial growth which occurred

during this period was carried out by Russian or Japanese entrepreneurs, that is,
the CER (Chinese Eastern Railway) and the SMR (South Manchuria Railway). The
following two points mark the beginning and end of the period under discussion:
(1) I n 1864, Newchwang, the first treaty Port in Manchuria was opened; and

(2) I n 1931, the Japanese invaded Manchuria. This invasion marked a turning

point in Manchuria's history because the new colonial government sought to
industrialize the region so that it could provide Japan with industrial as well as
agricultural exports.

This portion of the Manchuria Chapter is primarily concerned with the period, 1898
to 1930 for two reasons. Firstly, during the decade 1898 - 1908, the population
growth was spectacular, that is, a 2.5 times increase. Additionally, the region was
exposed to massive injections of foreign capital, mostly Russian and Japanese.

This section of the chapter will primarily study the effects of increased commerce

in South Manchuria and its two most important ports, Newchwang and Dairen.
However, a brief cornparison wifl be made between these two South Manchurian
cities and North Manchuria's major port, Harbin. Popuiation growth in the two
newer ports of Harbin and Dairen was much faster than in the much older port of
Newchwang. T t should also be noted that, by 1927, these newer cities were
considerably larger than Newchwang. (See Table 3.8).

1

1

Table 3.8: POPULATION OF MAJOR MANCHURIAN PORTS
Port/Year

Circa 1860

----___----------------------

Dairen

Harbin
Newchwang

1 Sources:

50,000

1910
16,000

1927
222,400
(

30,000

186,000

52,000

65,600

1

Condliffe, 1930: 411 and BPP, 1854-66: 109

Overview of The Economv
I n 1860, Manchuria's population was about 3 million (mn). However, by 1887 it

had already exceeded 5 mn. Between 1887 and 1898, population growth was
relatively slow. By 1898 a population of 7 rnn had been attained. Between 1308
and 1930, the population nearly doubled and stood a t 31.3 mn in 1930 (Chao,

1983:6).

Similarly, there was a substantial increase in the cultivated acreage

from 1,800 thousand hectares in 1872-73, to 12,600 thousand hectares in 1930
(Chao, 1983:9)2.

Bean product (that is, soybeans, bean cake and bean oil) exports dominated the
export trade in 1872 (87% of total exports) (Chao, 1983:lO).

Over time, its share

in the total export trade declined as exports were diversified. I n 1899, bean
products accounted for 8l0/0 of exports, but by 1929, it accounted for only 60%
(Chao, 1983:10). Overall, total export growth was spectacular. Expotts of
soybeans and soybean products in 1934 prices stood a t 7.7 million yuan in 1867,

'

Howcvcr, Chao bclicved Uiat thc 1872-73 figure was ovcr-cstimatcd. ff onc assumcs that
Chao is corrcct, thcn the cultivated acrcagc pcr capita was dcclining ovcr this pcriod, that is, for f m c r s
ro maintain a stablc or incrcasing incomc, thcrc wouid have to bç an incrcasc in agncultud
producthity.

and fell to 6.9 million yuan in 1872, before expanding 4.5-fold to 31.0 million
yuan in 1899. There was nearly a 3-fold increase between 1899 and 1909 which
brought the export value to 91.0 million yuan. Between 1909 and 1929, the
export value had again nearly risen 3-fold, and totalled 255.5 million yuan. I n
1872, total exports (valued at 1913 prices) stood at 6.4 million yuan, of which

soybean products accounted for 5.6 milfion yuan of the total. Between 1872 and
1899, total exports expanded 6.4-fold.

During the period 1899 to 1909, the

increase was 3.1-fold, and between 1909 and 1929, the increase was 3-fold. Total
exports in 1929 were 390.5 million yuan (1913 prices), which was equivalent to

663.1 million yuan at current prices. (Chao, 1983: 10-11).

Table 3.9: INCREASE f N EXPORTS FOR MANCHURIA
Soybean Products at

Total Exports

1934 prices

a t 1913 prices

1872-1899

4.5-f~ld

6.4-fold

1899-1909

3.0

3.1

1909-1929

3.0

3.0

Period

d

SOURCE: Chao, 1983: 10-11

As can be seen from the Foreign Trade Indices Table, the rate of import growth

was far stower than for exports.

Table 3.10: FOREIGN TRADE INDICES FOR MANCHURIA
(in 1913 prices)
I

Imports

Year

1

Exports

Total

1872

100

100

100

1899

559

644

589

1909

1,018

2,002

1,370

1929

2,824

6,102

3,996

1

SOURCE: Chao, 1983:lO

"The divergence between population increases and
export growth is so significant that even if exports
rose more rapidly than domestic product, there would
still be room left for a rise in per capita product".
(Chao, 1983: 11).

Newchwang
During the 186Q1s,the port was opened to foreign trade. Initially the fevel of
commercial activity was restrained by the Chinese Imperia1 government's
restrictive policies which discouraged the immigration of Chinese into Manchuria.
As long as Newchwang's hinterland could not grow, the prosperity of the port was

not assured. Three main factors were responsible for future economic growth in

the port: (1)The bean trade and manufacture of bean cake; (2) The shipping on
the Liao River; and (3) The passage of coolies (Hoshino, 1920:18). The growth of
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the soy bean trade was rapid. I n 1861, 34 ships visited Newchwang, and in 1865,
271 ships arrived (Hoshino, 1920: 19).

Even foreign capital was attracted to the bean processing industries which thrived
in the port.

In 1865, a British firm imported machinery from Britain for processing

bean oil and cake by steam power (Hou, 1965:84). Production started in 1868,
but the firm proved to be uncornpetitive. The quality of the processed beans was

better, but the cost was too high to compete with native methods. After two yearS
of operation, the plant closed. However, by the late 18001s, foreign mills were

again being established in Manchuria. In 1929 there were 300 bean oil rnills in
Manchuria, including the ones which used traditional methods (Hou, 1965: 84). Of
the 60 mills in Dairen, only two were foreign-owned [Japanese], and of the 50 in
Harbin, only two were foreign [Russian] (Hou, 1965: 84-85).

I n 1908, Newchwang had over 20 bean factories and the annual export of bean

cake amounted to 5.2 mn piculs, (20 piculs = 1 metric ton) with a value of 10 mn
lapanese yen (Jyen), which was equivalent to 80% of the whole export trade
(Hoshino, 1920:20).

The other two factors contributing to the rapid growth of the port were as follows.
(1) The Liao River was important because it connected the port to its hinterland.

(2) Additionally, during the early 20th century, (1900-1910), approximately
300,000 coolies came to Manchuria every year, and more than half of thern

passed through Newchwang (Hoshino, 1920:20). "The passage of so many people
annually, even though poor coolies only, cannot have failed t o contribute to the

prosperity of the part". (Hoshino, 1920:20). It should also be noted that export
oriented production accelerated during the mid-1880's when the restrictive
measures on immigration were entirely removed. During the 19th century, the
main impact of the port was it opened up new markets for Manchurian products

which resulted in the substantial development of the Liao River Basin (Hoshino,
1920: 23).

The effect of the Sino-lapanese war, 1894-95, was to acquaint Japanese

businessmen with Manchuria's agricultural products. Besides importing
agricultural goods into lapan, these businessmen were also confident that they
could successfully market Japanese manufactured goods in Manchuria. Since the
war, Newchwang's trade expanded quickly. I n 1895, total trade (imports and

exportç) stood a t 9.4 rnn taels, but by 1899, it had soared to 48.4 rnn taels
(Hoshino, 1920: 22). Newchwang's exportç were directed mainly t o Chinese and
Japanese markets, of which Japan was the most important foreign market,
(a pproximately one-th ird of total experts). Cotton products were the most

important Manchurian import item. These imports were dorninated by American
products. Between 1898 and 1899, the Japanese increased their Cotton products

exports to Newchwang, but they were still a minor cornpetitor in the Manchurian
market.

Opium was both imported and exported. However, Manchuria produced enough
opium to satisfy domestic demand. Although opium was not shown in the export

statistics, it should be noted that considerable amounts of the drug were exported
by cart and junk to China's northern provinces. It was reported that thousands of

migrant workers in Manchuria returned home with opium on a yearly basis (Hosie,
1887:4). Most of the coal imported into Manchuria was used by the local
blacksrniths, not by modern industry. During 1896, Iicenses were issued to
prospectors who were involved in coal and metal mining (Hosie, 1 8 8 7 5 ) .

In 1896, the modern industrial sector expanded. A mint was built in Kirin, and
the machinery needed for a second mint at Mukden was purcftased. Additionally,

a bean mill which used modern rnachinery was also established in Newchwang,
and British investors were interested in this bean mill. A German firm was

involved in a silk reeling establishment located 30 miles east of Newchwang. New
railway construction continued throughout 1896. "The construction of the
proposed Railway from Newchwang to Kirin (Province) will give a great impetus to
trade, and its extension southwards to Ta-lien-wan Bay just north of Port Arthur
which is open to navigation al1 the year round, would tend still further to develop
the valuable resources of the whole of Manchuria". (Hosie, 1897:lO).

Exports

Aiexander Hosie, Head of the British Consulate at Newchwang from November
1894 to July 1897, and from April 1899 to Aprii 1900, estimated that in 1899,

600,000 tons of beans were grown in Manchuria (Hosie, 1980:244). According to
him, essentially the entire crop was exported because Manchurian farmers grew
millet as their staple crop which was consumed by people and farm animais. I n
addition, farmers used animal manure on their fields so that they coufd export

most o f the bean cake which was used as fertilizer and animal feed. Although
Japan represented a major export market for beans and bean cake, nearly ail of

the bean oil was exported to China. Between 1898 and 1899, bean product

exports increased from 478 thousand t o 551 thousand tons, equal to a 15%
increase (Hosie, 1980: 242). More specifically, bean exports were up 12%, and

t h e higher value-added bean cake was up 1 9 O l 0 and bean oif (used for food and
light) was up 48% (Hosie, 1980:242).

Before 1897, gold was the second most important export item. However, after
1897, its place was taken by silk. A negligible amount of manufactured silk was

exported out of the small amount produced. The silk industry was rnostly
concerned with reeling the raw silk for export. Between 1898 and 1899, silk
e x p o a increased 88% from about 1.4 to 2.6 mn taels.

It is not known how much gold was produced in Manchuria. However, it should be
noted that the wealthy invested their excess capital in gold bars and jewellery. I n
1898 and 1899, over one million taels were exported via Newchwang. Other

major export items included silver, ginseng, and skins and f u s . There was also a
miscellaneous category which included such goods as medicines, prawns and
shrimps and fruits and vegetables.

As already noted, 3apan was Newchwang's only major foreign export market. Up

to the end of the 19th century, Newchwang was the only port in Manchuria which

was open to foreign trade. Therefore the above figures can be taken to represent
the entire export trade of Manchuria. By 1909, Newchwang's importance as the

major commercial centre of Manchuria had declined. I n South Manchuria, it was

being eclipsed by Dairen, and much of the commerce of North Manchuria was
being carried out by Harbin (Bell, 1974:136-137).

Table 3.11: EXPORT TRAOE OF MANCHURIA THROUGH
NEWCHWANG, 1898,1899 and 1904
(Value I n lhousands Of Haikwan Taels)
Exports

L

Beans, Bean cake
and bean oil

1898
14,881

/

1899
16,686

/

1904

î

Si1k

1,375

2,587

Gold

1,036

1,357

NA

Silver

466

3,166

NA

Ginseng

218

222

--------------

Skins & furs

135

161

37

Miscellaneous

840

959

1,345

b

TOTAL:

18,950

2,008

25,139

NA

TOTAL WïTHOUT
GOLD & SXLVER:

1

Sources: Arnold, 1926:484; Hoshino, 1920:22; and Hosie, 1980:252.

1

The Special Position of K w a n t u n ~Leased Territory

3a pan's colonial ambitions in Korea and Taiwan were initially concentrated on their
agricultural sectors. This was not the case in Kwantung, because it could not be

made into a highly productive rice growing area. However, its geographical
position was of commercial and strategic interest to Japan. When the Japanese
army occupied Kwantung and the South Manchuria Railway Zone, it gained control

over South Manchuria. South Manchuria could then be used as a conduit through
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which the natural resources and market potential of al1 of Manchuria could be
harnessed. The Kwantung colonial governrnent had two goals:"1. to help Japanese businesses to capture the

Manchurian market, and, 2. to facilitate the
development aild extraction of Manchuria's natural
resources for Japan's benefit"
(Myers, e t al, 1984: 350).

The colonial administration based its econornic policies on ideas and economic

programs which had been used in Japan during the early part of the Meiji Period.
Government projects expanded the econornic infrastructure, and increased the
investment in human capital through better health and education. These
govern ment expenditures initiated and later sustained economic growth through
increased productivity and technological change. Investments made by the
government included expenditure on railways, harbors, roads, warehousing and
banking (Myers, e t al, 19843351). Great strides were made in improving the diet
and accessibility of modern medical services which reduced mortality. Publicly
financed elementary schools were built for Japanese and Chinese students. I n
Kwantung and the South Manchurian Railway Zone, the enrofment in Japanese
styie primary schools stood a t 1,000 students in 1906. Enrolment steadily

increased to 36,000 in 1920, and nearly reached 93,000 in 1935. (Myers, et al,

1984:353).

I n 1935, about half of the students were Japanese, but approximately 19% of the

Ch inese school-age population, (6-15 years old), were enrolled in lapanese-style

elementary schools. (Myers, e t al, 1984: 353).

I n order to fully exploit the colony's resources, the government actively promoted
selected industries, introduced new technologies, and funded economic ventures
(Myers, et al, 1984:355). Development programs were thoroughly researched
before being implemented. Key factors researched inctuded economic resources
and local customs. The government also participated with private Japanese

businesses to form semi-official companies in mining and mineral processing. The

most relevant example of this partnership in Kwantung was the South Manchuria
Railway Company which planned and directed the industrialization of Kwantung
and the South Manchuria Railway Zone (Myers, et al, 1984:357).

Table 3.12: KWANTUNG LEASED TERRITORY RATES OF GROWTH OF
ECONOMIC SECTORS
(NOTE: Aggregate data not available)
Year

1912 to
1927

I

AgricuIturaI
Production

4.93%

Mining

Manufacturing

Value
Mded

Production

Value
Mded

Production

10.22%

10.21%

11.80°/o

11.30°/o

Population
(Kwantung
Pop. oniy)

3.20%

SOURCES: Myers, e t al, 1984: 389
Myers, et al, 1972: 341

Within the KLT, the slowest growing sector was agriculture. The mining and
manufacturing sectors averaged rates of growth that were at least twice as high

I

as what was registered for the agricultural sector between 1912 and 1927. I n
contrast to Russian controlled North Manchuria, ie. Harbin, the Chinese Eastern
Railway and its environs, where the developrnent of the food processing sector
and coal mining was stressed, Japanese investment in the KLT and South
Manchuria Railway Zone was geared more towards developing heavy industry.

The Fushun Coal Mines produced most of South Manchuria's coal. I n 1905, the
mines were transferred from Russiiii"i to Japanese control as a result of the Treaty

of Portsmouth. By 1905, under Russian control the mines had produced about
110 thousand tons of coal pet annum (Sun,l969:64).

The Japanese expanded

output a t a prodigious pace. By 1907, sales of Fushun coal surpassed 202
thousand tons, and had climbed to nearly 8 million tons by 1929 (Sun,1969:65).
This represented a 39.5-fold rise in output over just twenty two years, equivalent
to an annual average growth rate of 18.2 percent.

Statistics for pig iron output in the KLT became avaifable in 1915. Pig iron output
rose from 35 thousand metric tons in 1915 t o about 261 thousand tons by
1930,equivalent t o a 7.5-fold increase over 15 years (Sunr1969:90). Between
1915 and 1930, the value of metals, and machinery rose 8-fold, and 2.0-fold
respectively (Sun,1969:94).

Within the same period, cement output rose from

180 thousand barrels to 1,112 thousand barrels, equal to a 6.2-fold increase

(Sun,1969:90).

The expansion of electricity output within the KLT followed a

similar trend, increasing from 11 million KWH's in 1910 to 305 million KWH's by
1930 (Sunr1969:90). Electricity output expanded at an average annual rate of
18.1 percent between 1910 and 1930.

Dairen

In 1898, China ceded the Liaotung Peninsula to Russia. Upon obtaining this
territory, Russia built the port of Dalny (Dairen) which housed approximately
18,000 people when it was completed. By 1904, the Russians had built waterworks, electric works, and many fine buildings for the port (Hoshino, 1920: 48).
I n 1905, lapan defeated Russia, and by the Treaty of Portsmouth, the Liaotung
Peninsula was ceded to Japan. The Japanese completed any unfinished Russian
construction work in Dairen and they also enlarged the city. Since the Liaotung
Peninsula was operated as a Japanese colony, they had a vested interest in
promoting modern industries. Although they developed only mining and other
non-agricultural activities in the colony and the South Manchuria Railway zone,
economic growth in this industrial enclave sector did facilitate agricultural
commercialization throughout the economy (Myers et al, 1984:384).

I n order to deterrnine if industrial growth and investrnent was adequate to

generate industrial exports, the composition of industrial output and trade wilf be
studied. About 98% of the industriaf capital of the Liaotung Peninsula was
concentrated in Dairen (SMR, 1922:39). The Liaotung Peninsula (Kwantung
Leased Territory (KLT), only had one large city, Dairen, which had a population of
about 200 thousand by the mid-19201s, equivalent to 26% of the KLTs total
population , but specific information regarding urban and rural population is not
known (Arnold, 1926:640).

Historical studies have paid more attention to the

industrial rather than agricultural production of the KLT. Therefore it is difficult to
deterrnine precisely how much agriculture contributed to gross output. However,
it was certain that if the KLT's farms could not produce enough inputs for the

colony's food processing industries, then materials could be purchased from
outside of the KLT. A partial estimate of agricultural output can be calculated for
1920 by using Kang Chao's agricultural product prices for 1934.

Table 3.13: Kwantung Territory, Agricuftural Output I n 1920

(Tons)

Price per
ton in 1934
yuan

Price per ton
in 1934
Japanese
Yen

Soya Beans
Corn
Barley
Wheat

Small Beans
TOTAL:

Gross value of Industrial Production for 1920 in the Kwantung
Leased Territory & the South Manchuria Railway Zone a t 1934
prices in 1,000 yen

1 GRAND TOTAL

/

SOURCES FOR AGRICULTURAL OUTPUT DATA:
Chao, 1983: 45
SMR, 1922: 16
Sun, 1969: 94 & 95
Yano, 1936: 312

Total Value
in 1,000's
of 1934
Japanese
Yen

This calculation would imply that agricultural production accounted for only 4.7%
of total output. To this total could be added fruit output which equalled 253.5
thousand 1934 Japanese Yen in 1924 (Chao, 1983:47; Yano, 1936:312).
Additionally, a very small amount of the farmland was devoted to the growing of
industrial crops, Le., cotton, tobacco, peanuts, sesame oil, oil seeds, and flax
(Chao, 1983:48). These additions are minor, and the crop estimate is probably
representative of the level of agricultural output during 1920.

Since the agricultural output of the KLT was very low, it can be assumed that
there probably was a large arnount of urbanization. However, this finding should
be put into perspective. Even if ail of the KLTs population was classified as urban,

this would only amount to 1.4 million people (1933 estimate). I n 1934,
Manchuria's total population was about 30.9 million. Therefore, the KLTs
population would have amounted to 4.5% of Manchuria's total population. (Yano,
1936: 450 & 461). At any rate, the KLT did not represent a large geographic area

and it did n o t have a large population. However, its transportation and industrial
infrastructure were complementary to the Manchurian hinterland.

During the 1 9 3 0 ' ~
approximately
~
one-fifth o f Manchuria's output was generated

by industry, and one-third by agriculture. The rest of the economic output was
accounted for by the service sector. During the 19201s, nearly half o f GDP was
produced by the Agricultural sector, and about one-sixth was produced by the
industrial sector. The remaining one-third of the economy was generated by the

service sector. (Chao, 1983:33). These statistics are worth noting, because it
shows that the relatively large industrial sector which existed in Dairen and the

KLT was probably more the exception than the rule in the 1920's. However, the

relative rise of the industrial and service sectors during the l93O9s, indicated that
Manchuria's economy was beginning to shift away from dependence on its
agricultural economy.

Since it has been established that the industrial sector was the most important
part of the economy, it would be worthwhile to examine the composition of output.

In 1910, the leading sectors were: (1) Mining, (2) Vegetable oil, and
(3) Machinery. By 1920, the composition of output had begun to shift. The lead

sectors were now (1) Vegetable oil, (2) Mining and (3) Food, beverage and
tobacco. By 1930, the order of the lead industries had remained unchanged.

The two sub-sectors that dominated the economy were mining and vegetable oil.
The food, beverage and tobacco sector held a constant share of industrial output
between 1910-1930. However, it should be noted that the textile, metal, and
chernical sectors grew from a position of negligible output in 1910, to a significant
15% of output by 1930. On the other hand, machinery and ceramics declined
from a position of being major industrial sectors in 1910 to rather minor ones in
1930.

The KLT and SMR Zone had encouraged both dornestic and foreign investment

because the Japanese created an environment where persona1 safety was assured
and private property was protected. I n addition, there was easy access to a
transportation system (i.e. the South Manchuria Railway (SMR)). Separate foreign
investment figures were not available for the KLT and SMR Zone. However, in

1930,lapan accounted for 70.5% of the foreign investment in Manchuria,
equivalent to 1, 617 mn Japanese Yen (Shen, 1960:122). This was

a great

increase over the amount of Japanese investments in 1924 which totalled 265 mn

Japanese Yen (Remer, 1968:473). Japanese investments were concentrated in
the KLT and SMR Zone and in the South of Manchuria.

Table 3.14: COMPOSfTION OF ENDUSTRIAL PROOUCTfON I N THE KLT

I

AND SMR ZONE

Year

Mining

Public
Utilities

Food, 8everage
& Tobacco

Textile

Vegeta ble
Oil

1910

33%

31
'0

8 '10

0 O10

3 O '10

1920

23%

3 '10

7O10

0 O10

5 5 O10

1930

28%

6'10

7 '10

/
- 6 Oo

3 3 '10

Year

Wood
Products

MetaI

-

Machinery

Ceramics

Chemicals

SOURCE: Sun, 1969: 94

Th2 only other significant foreign investor was the Soviet Union. It accounted for

25.7% of total foreign investments, equal ta 590 million Japanese Yen (Jyen) in
1930 (Shen, 1960:122). Soviet investment was concentrated in Harbin and the

surrounding districts of North Manchuria. The total amount of al1 foreign
investment i n Manchuria totalled 2.3 billion Jyen in 1930. A significant proportion
of foreign investments in China were located in Manchuria, that is, 27.4% in 1902,

22.4% in 1914, and 27.1% in 1931 (Remer, 1968:73).

In 1918, the total capital of the manufacturing sector in the KLT was 41.7 mn
Jyen, most of which was located in Dairen, and the corresponding figure for the
SMR Zone was 33.7 mn Jyen, of which 73% was concentrated in Mukden,

Penhsihu, and Fushun (SMR, 1922:39). I n 1910, bean oil and bean cake were the
most important manufactured goods produced. I n 1920, bean oil and bean cake
continued to be the main items produced. However, tobacco products and wheat
flour were of growing importance. I n 1925, the same items as i n 1920 continued
t o be important. However, other goods Iike textiles, cotton yarn, bricks and tiles,

cernent, sugar, wines, bean sauce and pig iron were being produced. Coal and
electricity output was also increasing quickly, that is, 2.2 -fold and 4.1-fold
increases respectivefy, between 1920 and 1930 (Sun, 1969:90).

By 1918, Dairen dominated Manchuria's import-export trade. The port handled

62.1% of Manchuria's trade in 1918, and nearly 55% of it in 1927 (Condliffe,

l930:402). Although industrial exports grew considerably, they continued to be
over-shadowed by agricultural exports from Manchuria's rural areas. Beans and
processed bean products were the main agricultural exports. Cernent, cigarettes,
coal and pig iron were some of the most important industrial exports. The two
most important imports were wheat flour, and machinery and parts.

I n 1927, the chief exports for al1 of Manchuria were soya beans, bean cake, and

coal. This was basically the same as the figures quoted in the preceding Table.
However, the import dernand of Manchuria differed from that of Dairen. For
example, the three most important import items in 1927 were cotton piece goods,
gunny bags and hemp, and iron and steel. Machinery and wheat flour were
relatively rninor imports.

Table 3.15: MAJOR EXPORTS FROM D A I R E N

l

- Value in Haikwaii Taels

Item

1913

1924

Bean cake, bean rneal,
beans and bean oil

27.1 million taels

98.2 million taels

Cernent

O. 3

0.5

Cigarettes

NA

2.0

Coa l

4.1

14.8

Pig iron

NA

!

3.0

Source: Arnold, 1926: 649

Table 3.16: MAJOR IMPORTS INTO OAIREN

Item

1

- Value in Haikwan Taels
1924

1913

Wheat Flour

1

2.0 million taels

1

8.9 million taels

Machinery and parts

1

0.5

1

5.5

1 Source: Arnold, 1926: 649

l
1

I

I n 1911 and 1930 respectively, the KLT and SMR Zone produced 77% and 76% of
Manchuria's industrial output (Sun, 1969: 94 & 99). Therefore, it would seem
reasonable ta use national data for Manchuria t o determine whether or not these
industries were export oriented. The following figures are from Rawski, (1982:
75-103). In 1910, 1920 and 1930, Manchurian cernent output in thousands of

metric tons(MT) was, 26, 32 and 194 respectively. Net exports (ifOOO's of MT) for
the same years were, -46, -39, and 10. By the end of the period, (1910-1930),

consumption had risen and even an exportable surplus was generated by 1930.
Apparent consumption (1,000's of MT) was 72, 63, and 158 respectively, for
1910, 1920 and 1930.

Production of pig iron in thousands of metric tons(MT) for 1915, 1920 and 1930
were 30, 124 and 348 respectively. Net exports for the same years (1,000's of
MT)

were -4, -24, and 72 . Apparent Consurnption, which is equal to: (Domestic

Output) - (Net Foreign Exports)

- (Net Inter-Regional

Exports from Manchuria to

China) [Refer to Rawski,1982:75-1031, rose rapidly, and by 1930, an exportable

surplus was produced. Consumption for 1915, 1920 and 1930, (1,000's of MT)
was 34, 148 and 236 respectively. It should also be noted that there was a large
net export of coal in 1927 which equalled 33.1 million Hk taels, that is, Exports of

Tls. 34.9 mn - Imports of TIs. 1.8 mn (Condliffe, 1930: 405).

The KLTs industrial sector experienced a down-turn in 1920. As a result, the level

of exports and imports stagnated. 1n 1925, banks wrote off most of their bad

debts. This financial sector reorganization encouraged the revival of trade a t
~ Anshan iron works completed the reconstruction
Dairen. By the mid 1 9 2 0 ' ~the

of their ore processing plant, and an annual production level of 150,000 tons of
pig iron was possible, and future planned output was to reach 200,000 tons
(White, 1926:57).

Fushun's coal output was nearly 6 mn tons iii 1925-26, and their planned target
for 1929-30 was around 8 mn tons (White, 192658). I n addition, special
wharves for loading coal cargoes were in the planning process, and a coal
screening and washing plant was installed a t Fushun.

Import demand for metals was mostly generated by the South Manchuria Railway
Company (i.e., for railway construction), and by the Mukden Arsenals in 1926. A
breakdown of Dairen's machinery imports were given for 1926 by country

-

Japan £218,000, Britain, USA and Germany f202,000 (White, 192752). Many
different types of machinery were imported, that is, agricultural, electric, power
station, propelling (boiler, turbine) pumps and pumping machinery, textile and
cocks and valves. In 1928, import demand for machinery was generated by the
South Manchuria Railway and its subsidiary enterprises. Projects undemay during
the late 1920's included a new 500-ton blast furnace at Anshan and extensions in

electrical plant a t Anshan, Fushun, Changchun and Dairen (Dening, 1928:73).

I n 1928, total machinery imports into Dairen were f653 thousand, up about 56%

from its level in 1926, of which 43% came from Japan (Cunningham, 1930:74).
I n addition, large importations of rails, coaches, goods cars, locomotives and

sundry railway materials were made, the chief sources of supply being the USA
and Europe. Most of Dairen's import-export trade was with Japan in 1928.

However, a significant amount of trade was done with the British Empire. The
total trade of Dairen was (imports 117 mn taels

+ exports

188 mn taels) = 305

mn taels, of which 13% of trade was done with the British Empire, and 58% was

with Japan and Korea, (Le., 57% with Japan and 1% with Korea).
(Cunningham, 1930:81).

Manchuria
Economic growth in Manchuria from the 19th century until 1930 was based on the
export of staple goods, primarily soybeans and related soy bean products. About
one-third of Manchuria's farmland was used for soybean production (Duus, et al,

1989: 133). Family farms used traditional tools and agricultural practices. The
spread of agricultural production across the region had been encouraged by
successive waves of Chinese immigrants who cleared the land and established new
villages. Local industry benefitted from soybean production which provided the
raw materials for the manufacture of bean cakes and bean oil. Between 1930 and
1934, Manchuria's economy was destabilized by the world depression. World

demand for agricultural products dropped sharply. This caused the exports of
Manchuria's agriculturally based export sector to fali. Depressed export levels led
to a fall in domestic output. I n order to insulate the economy from the vagaries of
the world market, the Japanese controlled state of Manchukuo embarked on a

strategy of import substitution between 1934 and 1945. It is evident from the
GDP by industrial origin table that the Great Depression in combination with a

state policy of rapid industrialization had already drastically decreased the
importance of the agricultural sector by 1934.

Table 3.17: GROSS D O M E m C PRODUCï BY INDUSTRIAL
ORXGIN (%)

1
1 lndustry

1 service

1 15.5

1 36.0

Manchuria

1 19.8

1 44.0

1

China Proper

1 11.5

1 23.5

1

1

SOURCES: Chao, 1983:33 and Duus, e t al., 1989: 134

Conclusion
I n conclusion, it is difficult t o determine what the export to GDP ratio would be for

the KLT and SMR Zone because of the lack of national income estimates, and it
also would be difficult to determine what it would have been for Newchwang for
simitar reasons. It is even more difficult to derive an export to GDP ratio for
Newchwang, because there is a total lack of output estimates for the city and its
hinterland in the 19th century.

For the period 1917-21, the export to agricultural product ratio for the relatively

undeveloped North Manchuria was about 20% (Tang, 1924:265). This would give
a rough idea of the export to GDP ratio of Newchwang in t h e 19th century.
Although the climate of South Manchuria was more favourable than the North, an
extensive railway network did not exist in the 19th century. Therefore, even if a
larger amount of agricultural surplus could be produced in t h e South, there would

be no way to transport it to market. The trade to GDP ratio for al1 of Manchuria
was 39% in 1934, and the export to GDP ratio was 17O/0 (Chao, 1983: 15 & 23)'.
This would indicate that by the 19301s, trade played an important role in the
economy.

However, it is uncertain how much larger the export to GDP ratio was in earlier
years.

By the early 19301s, most of the growth was being generated by the

industrial sector which required large imports, but was not yet producing
substantial amounts of exports. Until 1930, agriculture had been the rnotor of
growth for the economy. Better access to transportation routes via rail and sea in
addition to productivity increases should have diverted labour to the production of
export crops. However, what is certain is that even if the exportable surplus did

not rise above one-fifth of production, the expansion of the population and the
land under cultivation woutd have produced annual increases in export volume
during the period 1860-1930.

During the export boom in Newchwang, there was an increase in bean product
processing, but there did not seem as if a modern industrial sector was
developing. On the other hand, Dairen supplanted Newchwang as Manchuria's
principal port, and it also attracted substantial amounts of investment to modern
industries. By 1930, the KLT and SMR Zone was even able to export surplus
industrial production, Le., coal, cernent and pig iron. One possible reason for this
divergent development path was political and econornic situations of the countries
concerned were different. From 1860-1930, China's political structure was in a

' Tradc t~ GDP Ratio = ([c'cports + importsi1GDP)
1O7

sta te of collapse, whiie Ja pan had a strong state apparatus. Additionally, t h e
economic prosperity of Japan allowed it to export capitai to Manchuria. On the
other hand, the Chinese government was aiways short of funds, and the rnerchant
class was constrained by government regulations and was subject t o many types
of taxation, that is, if a military commander needed more money, he could either
levy new taxes or he could expropriate property from the gentry o r merchant

classes.

Pa& 3
NORTH MANCHURIA

Introduction
Manchuria was located in northeastern China, and was comprised of three
provinces, namely, Heilungkiang, Kirin, and Liaoning. This region was endowed
with rich agricultural land and abundant natural resources. Additionafly, by the
last years of the lgthcentury, it became strategically important to Russia. I n
1898, the Chinese Empire leased the Liaotung Peninsula which was located in

south Manchuria to Russia. The Russians established Port Arthur as a naval base
and the southern terminus of the South Manchurian Railway(SMR).

On February 9, 1904, Port Arthur was attacked by Japanese forces. This was the
start of the Russo-Japanese war which occurred between 1904 and 1905. The
Japanese were victorious, and thereby gained control over the newly built naval
base at Port Arthur and the Liaotung Peninsula. Additionally, Japan took control
over the SMR which connected Harbin with Dairen and Port Arthur.

Russia was the first significant foreign investor in Manchuria. I n order to
strengthen Russiars military situation in northeastern Asia, Port Arthur was built
and the Chinese Eastern(CER) and South Manchurian(SMR) Railways were built to

connect Russia with the ports of South Manchuria. By and large, the Russian
investments were modern sector in nature, and were concentrated in the
tra nsportation (railroads and shipping), commerce, manufacturing and mining

1O9

sectors. Basically, investment was concentrated in non-farm ventures. However,
it should be noted that the Russian manufacturing firms were reliant on the

agricultural sector for their inputs. These food processing industries induded,
beancake, bean oil, fiour, sugar, tobacco, and alcohol. Over-all, there were very
few Russian farmers in Manchuria. The bulk of the farmers and manual labourers

were Chinese. The Russian population was concentrated in Harbin and the CER

zone, many of which commanded much higher salaries than unskilled Chinese
workers.

The CER represented the largest Russian investment in Manchuria. Additionally,
before railways had been built, there was very little, if any modern industry in the
region. The CER and the lands adjacent to it acted as a magnet for Russian
modern sector investment.

Permission to build the CER was granted to Russia by

the Chinese Empire in 1896. The railroad's construction costs were financed by
French capital, and Harbin was built as the CER's administrative centre at the turn
of the century.

The Russian Empire initially viewed Manchuria as a land which could be colonized.

However, when Russia lost the Russo-Japanese war (1904- l9O5), its control over
South Manchuria and the South Manchurian Railroad was severed. The Russian
Revolution in 1917, and the subsequent civil war (1918-1921), further weakened
Russia's control over North Manchuria. However, at the outset, the CER was much
more important than simply being an ordinary raikoad Company. The CER's
administration established agricultural experiment stations, mines, industrial
works, shipping, and schools(O'Neill, 1987:55).

I n 1929, the Chinese attempted to seize control of the CER, but were

unsuccessful. I n 1932, Japan occupied Manchuria and established the Puppet
state of Manchukuo, and i n 1933, t h e USSR sold the CER for about one eighth of

its investment value to lapanese interests (O'Neill, 1987: 55). The railroad
reverted to Chinese control after t h e Sino-Japanese War (1937-1945).

Construction a t Harbin started around 1900. Before World War II,Harbin was the
largest European settlement in Asia, with a population of 100,000 Russians, and a
total population of 150,0004.

The Harbin consular district comprised the province

of Heilungkiang and al1 of the province o f Kirin lying north of a line drawn between
the cities of Changchun and Kirin. Its area, inclusive of Barga, Mongolia was 390
thousand square miles, exclusive o f Barga it was about 220 thousand square
miles. The economic bureau of the CER estimated the population t o be around 11
to 12 million by the early 1920's (Arnold,1926:669).

Other than the Russian city of Harbin, Fuchiatien was the oniy other major city in
the region. It had a population of 200 thousand, and served as the

most

important Chinese commercial centre for the purchasing of wheat, beans, corn,
barley, and hemp productç (Arnold, 1926:669-670). These commodities were
brought t o the city by carts and by river boats. Fuchiatien lay adjacent t o Harbin,
and was connected to it by a paved road

.

'Greater' Harbin, consisted of Old

Harbin, Pristan, New Town, and Fuchiatien. For the most part, t h e latter three
settlements were growing, while Old Harbin was in decline (WoIff,1999:92).

SO'Ncill, 198755 and Arnold, 1926:669).

1i 1

Russian Manchuria's economy was reliant on the agricultural sector to provide the
raw materials for many of its industries.

products were:

- beans, wheat,

The most important agricultural

ltalian millet, kaoliang, corn, and barley. The

principle unprocessed agricultural exports consisted of beans and wheat. I n
conjunction with farming, stock breeding also provided an exportable surplus. I n
1923, nearly 13 hundred horses were exported (Arnold, l926:67O).

Additionally,

export growth was also seen in the meat processing industries. The timber and
lumber industries cut and processed Korean pine, spruce, fir, elm, oak, white
birch, Manchurian walnut, velvet tree, ash, maple, and aspen trees.

The mining industry was much less important than agriculture. Although coal
output was increasing, it did not increase rapidly enough t o keep Pace with
demand. The production shortfall was compensated for by increasing coal imports
from South Manchuria. Coal deposits were found a t Chalainor, on the Han River
near Mergen; Puhai, on the southern line of the CER; at Machiaohe; and near
Kiamusze Station, on the southern line of the CER (Arnold,1926:670-671).
Chalainor coal was lignite, while the other deposits contained high quality coals.
By the early 19201s, the total annual output of coal was 300,000
tons(Arnold,l926: 67 1). Most of the domestically produced coal was consumed by
the CER. The private market relied on coal imports from South Manchuria and

Russia.. Further development of the coal mining industry in Russian controlled
North Manchuria was hampered by a lack of available venture capital (Arnold,
1926:671).

The Chalainor mines represented the only sizable deposits to be exploited by the
early 1920's. From 1909 t o 1922, these mines were operated as a concession
from the CER, but in 1922 the railway took over direct control of the mines. Up to
1914, annual output fluctuated between 96 and 160 thousand tons, depending
upon demand (ArnoId,1926:671).

I n 1915, output began to increase, and

exceeded 290,000 tons in 1920 (Arnold,1926:671).
had failen to 180 thousand tons (Arnold, 1926:671).

However, by 1923, output
Other important

commodities produced by the mining sector included gold and soda. Little or no
attention was paid to the exploitation of other metals and minerals.

The basis of Russia's influence in North Manchuria was its ownership of the CER
and its notable investments in modern industry. There were also modern firms
which were either Chinese owned, or were a mix of Russo-Chinese and RussoJapanese investments. The Consular District of Harbin attracted Russian
investment to various agricultural products processing industries, most notably
fiour milling, bean oil manufacturing, and alcohol distilling.

The most important manufacturing industry was flour milling. Capital investments
stood at approximately $US 10 million by the early 1920's (Arnold,1926:671).
There were about 2,500 workers employed by these flour rnills a t this time
(Arnold,l926:671).

The production of flour amounted to 150,000 tons per annum

(Arnold, 1926:671). During the early 19201s, exports of flour represented a
significant portion of total flour output. Exports of flour in 1921,1922, and 1923

were 87, 43, and 56 thousand tons respectively?

Exports of flour as a

percentage of estimated total flour output was 58%, 3l0/0, and 37% respectively
for the years 1921, 1922, and 1923. I t should be noted that by t h e 19201s,the

majority of the flour mills were owned by Chinese, not Russians. This
demonstrated that the previous lack of modern sector capitalist business activity
in Manchuria had more to do with inadequate methods of transportation and the
inaccessibility of modern technologies, and was not due to a shortage of Chinese
venture capital.

/1

Table 3.18: STEAM POWERED FLOUR MILLS I N THE CER ZONE BI

1

OWNERSHf P, CIRCA 1923

1 Chinese

1 Mixed Ownership
1 Russian
l a panese

1 Total

1
1

8

1

2

1

38

1
1

2

I

1

Source: Econ.Bureau(1924k233

The bean oil and cake processing industries represented the second most

important manufacturing sector in the district. There were 60 modern steam
powered plants and about 1,000 small pre-modern mills operating throughout the
region (Arnold, 1926: 671). The total combined output of oil and cake amounted

.

Eithcr scc Amold(1926) China - A Commcrcill and Lndustrial Eandbook. or
Economic Bureau (1924) North ManchuRa and The Chincse Easîern Railwsy,
Both of Lhcsc rcfcrcnccs havc scctions dwotcd to Lhc flour industry.

to 300 thousand tons (Arnold,1926:671).

The industry's success was mainly

export driven. The combined exports of oil and cake were 216 and 305 thousand
tons, equivalent to about 72% and 102°/~of total output respectively for 1922 and
1923 (Arnold, l926:67l).

The third most important manufacturing industry was the alcohol distilling sector.

There were a few hundred hanshin (a Chinese alcoholic beverage) distilleries
which consumed over 100,000 tons of grain per yeap.

In addition to these pre-

modern operations, there were eight modern spirit distilleries in business by the
early 1920's'.

The capital investment in modern distilleries was significant,

arnounting to $US 2

'12

t o $US 3.0 million, that is, 25% to 30% of the level of

capital investment in modern fiour mills8. The total productive capacity of the
modern sector distilleries was over 2.6 million gallons per annumg. However, the
output to capacity ratio was rather low, and was estimated to have been about

,al1 of the modern sector had been created

b\

~ssiansas a direct

result of the construction of the CER. In summary, these modern sector Russian
owned firrns survived many economic crises and were plagued by a Iack of

'Arnold, l926:67 1
'Arnold l926:67 1

'Arnold, 1926:671

'Arnold 1W6:6?2
'oArnoId,l926:672

cooperation in the acquisition of raw materials, the marketing of their products

and from insumcient operating capital".

Most of the skilied workers in North Manchuria were Russian, while most of the
unskilled la bourers were Chinese. Harbin's manufacturing enterprises had Iittle
difficulty filling job vacancies, but those located along the CER and in the interior
were usually compelled to contract for labour i n the south. The wage gap between

skilled and unskilled workers could be quite large. A n unskilled worker could
expect to earn between $US 120 and $US 180 per annum, while a miller, usually
Russian earned between $US 744 and $US 1,800'~. A machinist's annual salary
was similar, ranging from $US 360 to $US 1,800'~.

There was a shortage of skilled workers in the flour milling industry. This had
prompted firms to continue to pay wages to these employees even during periods
when the milts were closed. Other than the CER, ernployers in North Manchuria
provided no health or accident insurance coverage, nor did they provide boarding
and lodging. Despite these conditions, strikes were rare.

The primary means of transportation in North Manchuria was the CER. I t had a
~ is, the main
miieage of approximately 1,364 miles during the early 1 9 2 0 ' ~that
line was 1,078 miles long and spurs to timber concessions added an additional 286
miles (Arnoldf1926:673). The CER not only iinked North Manchuria with the ports

of the Pacific Ocean, it also acted as a conduit for trade via Russia's Siberian

railways with the ports of northern Europe's Baltic and North Seas.

The inflow of Russian immigrants and the upsurge in North Manchuria's foreign
trade was a direct result of the establishment of the CER. This railroad
successfully linked agricultural, cattle raising, tirnber, mining and rnanufacturing
centres together into one national market. Fcsentially al1 of the region's imports
and exports were carried by the CER. However, some traded goods were carried
by cart and river-boat. The CER was responsible for creating and managing cities

and towns which it built within the railway zone. Additionally, the CER was also

responsible for various civic services which included schools, hospitals, and until
the early 19201s,churches.

Modern industrial developrnent was stimulated by the CER. The railroad was the
primary consumer of North Manchurian mined coal; it established sawmills, a plant
for the dry distillation of wood, a parquet factory and a plant for the hydraulic
press packing of wool and skins14. The CER also represented a very significant

employer within the modern sector, with 16,000 people on its payrol~'~.Other
than the CER, there were no other railways of importance. The only roads in use
were dirt, rather than paved, and were of poor quality. These roads were Iittle
more than well-worn trails which were occasionally connected by bridges. During
the winter months, about 1,000 miles of such roads were in service. These roads

could be linked together by building winter roads across swamps and streams
during winter for use by automobiles.

Further evidence that modern communications were becoming even more
important was provided by the installation of a telephone system at Harbin in
1921 which was valued at $US 600,000 and produced gross annual revenues of

about $US 200,00016. About 2,100 subscribers were served in Harbin, equivalent
to nearly 14 subscribers per 1,000 of population(see table). This ratio of
telephones to population ranked it above both Dairen and Tientsin in terms of the
prevalence of phone semice. The CER served the purpose of carrying passengers
regionally, but within Harbin, about 150 passenger buses provided service to the
cityrs commutersl'.

It was evident that although Harbin's telephone system compared favourably with

two of the other leading commercial and industrial centres of Northern China, it
was not very outstanding in comparison to Japan and the USA. Their national

telephone to population ratio's were either similar to urban China's (ie. Japan) or
were much higher (je. USA). However, the urban telephone networks of Northern
China were far more advanced than what existed in the rural areas of China where
telephones were nearly non-existent. In Harbin, although telephone service was a
relative luxury, the telephone system had a capacity utilization rate of 70% in

'"old?

1 %?G:673

"Arnold. 19261677

1924".

Each subscriber paid a fee of $US 100 to

$US 125 per year for phone

ser~ice'~.

Table 3.19: SELECTED TELEPHONE STATISTICS
Circa Mid 1920's
T

Region

City

Harbin

1

Dairen

Population

/

1

North
Manchuria
South
Manchuria

150,000

Telephones

1

2.087'

1 North China

China Proper
Japan Proper
United States o f America
+: Subscribers
su bscriber.

- It was

839,000

1
1
1

13.9

976"

187,000

1

Tientsin

1

Units Per
1,000 of
Population

7,410'

5.2

1

8.8

I

435,000,000 1

40,050

59,737,000 1

554,433

118,628,000 /

16,936,000

1
1
1

0.1
9.3

142.8

not known how many telephones there were per

Sources: ArnoldJ926: 522,533,640,644,669,and 674.
Klein, 1927: 599,631-632.

Although this telephone system was owned by the CER, it was installed by an

American Company. I n 1922, the CER upgraded its inter-urban phone network,

and further improvements were scheduled for the mid 1920's which would connect
Harbin with Vladivostok by telephone20.

Electric Iight plants were primarily located in Harbin and its Chinese sister city,
Fuchiatien. I n addition to these plants were ones operated by the CER at
settlements in the railway zone. Small plants were also in use in various other
Chinese cities in North Manchuria.

Within the Harbin/Fuchiatien metro area, the Chinese operated Yueh Ping Electric
Company was the largest producer of efectricity for lighting. This plant was built
by an American Company, and was able to provide excellent service to its
The second largest producer was the Japanese owned, North Manchurian Electric

Enterprise Co. which provided very poor service to its s u b ~ c r i b e r s ~The
~ . third
largest producer was the Russian owned, United Manchurian Flour Mills. Nearly
half of the electric power capacity was controlled by Chinese, about 1/3 by

Russians, and over 1/5 by Japanese investors.

"'Arnold,1926: 675
21Amold.1926:677
zAmold, 1926:676

-

Table 3.20: PUBUC UTILlTIES ELECTRXC LIGHT PLANTS
Citca Mid-1920's
Nationality of
Ownership

Location

North Manchurian Electric
Enterprise Co.

Japanese

Harbin

1.1. Churin and Co.

Russian

Newtown-Harbin

Chinese Eastern Railway

Russian

Harbin

Company

Pristan-Harbin

I

l

Chinese

Capacity
KW

United Manchurian Flour Mills
Yueh Ping Electric Co.

-

I

FuchiatienHarbin

Source: Arnold, 1926:676-677.

l

Table 3.21:

ELECTRXC POWER CAPACITY BY NATïONAUTY
OF OWNERSHIP

Nationality

Capacity in KW

Percent of Total

Chinese

1,200

45

Russian

896

33

Japanese

600

22

2,696

100

TOTAL

Source: See above table.

Commerce
The leading exports of the Harbin district consisted of beans and bean products;

wheat and flour; and skins and furs. Between 1913 and 1923, substantial export
growth occurred in tandem with impressive industrial growth. The growth of bean

cake exports was due to increased demand from Japan. On the other hand, bean
oil exports increased to satisfy European demand. The unstable econornic and

1

political environment which prevailed in Siberia (Russia) was responsible for the
increased level of exportç of Siberian f u s to China, which in turn were re-exported
to foreign markets. The preceding observations were made by Arnold (1926:677).
Arnold's observations regarding the destinations of the bean cake and oil exports
were difficult to substantiate. The data collected by the CER's Economic Bureau
regarding point of export, that is, via Russia or South Manchuria did not always
agree with Arnold's observations (Econ.Bureau,1924:257).

However, it should be

noted that the trend of rising exports was clear throughout this period.

For the most part, a t the turn of the century, the fiour trade was dominated by

Russian millers. I n 1909, Russian owned steam mills ground 3.6 million bushels
of wheat, equal to three-quarters of the wheat ground by steam power
(Grigg,1914:16).

However, it was Iikely that by the mid-19203, output by

modern Chinese owned mills had increased substantially due to their acquisition of
formerfy Russian owned flour producing establishments, and by the creation of
new Chinese flour milling companies (Remer,1968:603).

During the decade, 1913 t o 1923, most of the export expansion of the flour
industry was due to increased demand in South Manchuria
(Econ.Bureauf1924:242).

After World War 1, Germany showed increased interest

in the North Manchurian market. German products for use in industry and for

direct consumption offered stiff cornpetition to other foreign imports
(Econ.Bureau,1924: 267). Domestic industries which were newly created, but not
yet able to produce substantial exportç included, glass factories, rice cleaning
plants, sewing of linen and the manufacture of Iinen goods, rope & cord making,

camel's hair belting, veneer manufacture, celluloid, dry distillation of wood, and
match ma king. All of these industries were initiated by Russian entrepreneurs.
The lack of success in fufly developing these new industries was largely due to the

scarcity of Russian capital and by the lack of knowledge of Chinese workers
(Econ.Bureau,1924: 268).

With the onset of World War 1 and the ensuing civil war in Russia, cloth exports to
North Manchuria fell off considerably. This prompted Chinese entrepreneurs to

construct Harbin's first cloth factory in 1922. The factory was valued at $US
500,000 and was capable of producing 300,000 yards of piece goods per annurn
by 1923/24 (Econ. Bureau,1924:266).

A t this point, plans had already been made

t o double output to 600,000 yards in the near future.

The leading exports via the CER by tonnage in 1923 were: cereals, timber &

lumber, vegetable oils, meat products, and iron, steel, tint & cast iron
(Econ.Bureau, 1924:2 8 5 ) . The main export destinations were as follows:

- Japan,

South Manchuria, the neighbouring Chinese districts, UK, Denmark, Scandinavia,
USA, Netherlands-India, and Russia (Econ. Bureau,l924,286).

However, it should

be noted that exports to Russia were of little importance by the 1920's.

Imports
By the 1 9 2 0 ' ~
very
~ few imports came from Russia. Changchun functioned as the

principal port of entry, but import statistics were not available because the
Chinese Maritime Customs did not keep records regarding this trade
(Arnold, l926:667). North Manchuria's main imports comprised the following : -

petroleum and petroleum products; Fushun coal; piece goods; machinery; railway
supplies; and perfumery and drugs. Imports from the United States inchded such

items as: petroleum, piece goods, machinery, tools, canned goods, and motor

carsz3.

Imports via the CER showed a marked increase between 1913 and 1923. I n terms
of tonnage transported, the top import items in 1923 were:

- coal,

salt, piece

goods, mineral oils, and fruits and berries (Econ.Bureau,l924:289-290). North
Manchuria's major import suppliers consisted of the following countries and
regions: South Manchuria, United States, Japan, Germany, UK, France,
Netherlands-India and Russia (Econ.Bureau,l924:291-294).

Table 3.22: EXPORTS OF KEY COMMODïTïES
Average for 1911 to 1913
Commodity

Quantity (piculs)

Percent of Total

5,287,860

10,728,463

69

239,577

280,147

2

41,788

348,424

2

1,695,980

4,073,711

26

590,759

105,363

1

-----------------

15,536,l 08

Beans

Bean Cake

Bean OiI
Wheat
Skins and Furs
TOTAL

1 Value (HK Taels)

Source: Arnold. 1926: 677.

1O0

I

A roughly comparabie flour export figure is shown in the next table. If
added to

the a bove total, the exports of key commodities would have amounted to

approximateiy HKT 17.2 million, of which flour exports would have represented
9.9%.

Table 3.23: NORTH MANCHURIAN FLOUR EXPORTS
Average for 1909 to 1914
Cornmodity

Flour*

1

Quantity
(tons)

Quantity (piculs)

19,903

334,454

Price
HKT/picul
in 1912

5.12

Value
HKT

1,712,404

Notes: Original flour export statistics given in tons.
1ton= 2,240 Ibs; 1 picul=l33.3 Ibs
*Flow export figure was from - Economic Bureau,1924:243
Flow export price for 1912 in Hsiao,1974:83.
Unless otherwise stated the export and import figures for N. Manchuria are from
Arnold, 1926.

Table 3.24: EXPORTS
Average for 1921 to 1923

I

ValueinHK
Taels

Quantity in
Comrnodih

13,164,115

42

2,730,486

5,763,577

18

211,112

1,990,091

6

4,084,379

13

Beans

5,239,028

Bean Cake
Bean Oil
Wheat

1

Percentof
Total

1,748,646
I

Wheat Flour

1,039,000

5,564,000

18

Skins and Furs

1,891,599

937,629

3

31,503,791

IO0

1 Source: Arnold, 1926: 671 & 677.

1
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Table 3.25: COMPUTATXON OF WHEAT FLOUR EXPORTS
1921 TO 1923
1

Quantity I n Tons

AVG.

1

I

Quantity in
1,000's of Piculs

61,842

[ Sources For Exoort Tables:

1,039

4

I

'

Price
HKT/Picul

Value
1,000's of HK
Taels

NA

5,564

Arnold, l926:67I and 677; and Hsiao,1974:83.

Commercial Trends
Between 1900 and 1909, Harbin had grown into the most important regional
trading centre in North Manchuria.

Its volume of trade in 1909 totalled 34.5

million rubles which was far i n excess of other regional trading centres
(Wolff,1999:18).

For comparative purposes, one may note that the total volume

of trade a t Mukden only amounted to 13 million r u b l e ~ ~By
~ .1913, Harbin's total
value of trade had increased 68 percent in aggregate since 1909, totaliing 58
million rubles2'. I n 1895 two ships had docked at Harbin, by 1911, this total had
grown to ~ ~ 4 4 Goods
0 ~ ~ were
.
imported and exported from forty foreign and one
hundred domestic destination^^^. The commercial turn-over measured in

Arnerican dollars showed a similar upward trend.

1

1

Table 3.26: TOTAL TRADE OF HARBIN
In Millions of SUS

1

Value of Trade

Year

I

14.0

1908

Source: Economic Bureau,1924:272

The Russian tariff policy which was supposed to discourage the entry of foreign, ie.

non-Russian, goods into the North Manchurian market never succeeded. Despite
tariff barriers, Russian products were unable to gain a lasting foot-hold. Russian
exporters were not able to dorninate the Manchurian market for two main reasons.
Firstly, they did not do sufficient market research to determine what the tastes of
the average Chinese consumer were, and secondly, their products were not price
corn petitive,

je.,

Japanese products lacked quality but were very cheap, while

German products tended to be of high quality but stifl sold at a reasonable price
when compared to American or British goods. Additionally, the depreciation of the
Russian Ruble, and the weakness of the Russian economy contributed to its loss of
influence in the North Manchurian economy.

The total value of foreign trade peaked at Harbin in 1928, and totalled 104 million
HK Taels (HKT 76 million in exports and HKT 28 million in imports)

[Hsiao,1974: 1733. Between 1908 and 1932, most of the trade consisted of
exports, while imports were of secondary importance. I n 1908, Harbin's imports

1

(HKT 7.3 million) and exports (HKT 9.5 million) totalled HKT 16.8 million

(Hsiao,l974:172).

Tnde expansion followed an upward, but unsteady trend up to

1928. Between 1928 and 1932, the level of trade collapsed. This could easiiy be
explained by the onset of the World Depression which had the effect of reducing
the global demand for North Manchuria's processed and unprocessed agricultural
exports.

Table 3.27: GDP ESTIMATE FOR 1922
EXCLUOING THE FOLLOWING SECTORS: TRADE, AND HANDICRAFf 1NOOSfRIES

SUS MILUONS
Sector
Agriculture

Exports

Output
264.0

49.0

Forestry

30.0

1.0

Cattle Breeding

18.5

0.8

4.5

1.5

3.0

0.0

320.0

52.3

Modern Manufacturing industrie^^^

I

Mining
GDP Estirnate for 1922

Source: Economic Bureau,1924: 17

There was a possibility that the value of manufacturing was under-estimated if
such industries as bean cake and oil, and flour milling were included as

agricultural, rather than industrial output. Nonetheless, the preceding table did
indicate that the export to GDP ratio was approximately 16% in 1922, which was

3 D to~the~Iwd of Russian busincss invcstrncnts. Lhis figure scemcd rather low- Scc:
Rcmcr, 1968: 587,603, and 606. Additiondly. industrial output statistics prescntcd by Sun sçcmcd to
indiate that aggrcgatc industrial output in 1922 shouid have bccn much highcr (Sun, I969:99).

quite high when compared to China Proper2'.

This showed that North Manchuria

was much more reliant on changes in world markets, than was China Proper.
Until the World Depression, export led growth benefited the economy which had
become a competitive exporter of processed and unprocessed agricu ltural
commodities. Although manufactured product exports did not dominate trade,
there had been rapid growth between 1913 and 1923 of both output and exports.
North Manchuria's manufactured goods exports were degendent on export markets

and would have had much poorer growth prospects if Manchuria had continued to
be isolated from foreign markets. This fact provided a strong reason to believe
that foreign investment (largely Russian) and trade with Japan, South Manchuria,
Europe and the United States played a decisive role in the development of the
North Manchurian economy.

%c
ratio of rnanufacturcd goods c - p r t s to manufacturing output was 33% in North
Manchuria in 1922.

Part 4
INVESTMENT, INDUSTRY, AND TRADE DURING THE
MANCHUKUO PERIOD, 1932 TO 1945

Introduction
I n 1932, the armed forces of the Japanese Empire occupied Manchuria.

The

lapanese created the state of Manchukuo from Manchuria's four provinces
(Fengt'ien, Kirin, Heilungkiang, and 3ehol) which was given a nominal ly
independent government headed by the former Qing Emperor, P'u Yi.

i n theory,

formal relations were to be carried out according to international laws and treaties.
However, it should be noted that Manchukuors government had little power, and
had to follow t h e dictates of 3apan's rulers. Basically, lapanese occupied

Manchuria existed as a colonial possession and was treated in a similar manner as
Japan's other colonies, that is, Taiwan and Korea. Before 1932, the only part of
Manchurian which was under 3apanese administration was the Kwantung Leased
Territory(KLT) and the South Manchuria Railway Zone(SMRZ).

As a result of

considerable Japanese investment in these two regions, industrial activity was

clustered in the KLT ( 64% of Manchurian Gross Industrial Output in 1934~9,and
most of the activity in mining and modern transport occurred in the SMRZ

''.

The Japanese occupation marked a turning point in Manchuria's history. No longer

was it an isolated hinterland which was controlled by regional Chinese Warlords

who only had a tenuous relationship with the Republic of China, it was now
entering a new relationship with a technologically advanced and expansioniçt
Japan. Japanese planners sought to fully integrate the colonial economies with
that of Japan. Initially, iapan tended to view its colonies the same way that
Europeans viewed theirs, ie, colonies were to export raw materials and they were
to import manufactured products to the mother country. However, this is not
meant to negate the fact that investment did flow into the colonies to develop
agriculture and agri-food industries, to buiid infrastructure, ie, railroads, and to
educate the population. Additionally, an industrial expansion did occur in
Manchuria (including the KLT and the SMRZ) between 1900 and 1932. The main
point to be made is that it was not an expressed goal of Japanese planners t o
deveIop Manchurian industry before it became a colony in 1932.

Between 1932 and 1942 - 43, the dynamic growth oriented parts of the economy
shifted from agriculture to industry and the service sectors. As these new sectors

MChao,Kang. The Economic Dwclopmcnt of ~Manchwia:Thc Risc Of A Fronticr Economy.
Ann Arbor: University of Michigan, 1982:pp.77&78. The ycar 1934 was choscn for cornparison instcad
of 193 I bccausc 1934 \vas ihc first ycar for which mtistics wcrc availablc for al1 of Manchuria
including tiic KLT. For the ycars preccding 1934, the KLT sîatistics werc uscd to rnakc estimatcs for al1
of Manchuria(pp.73&74).

"lbid., p.36
Aftcr 1937, the administration of the S M R Z \.as takcn mrcrby thc Manchurian g o v c m c n i and
scparatc statidcs for the zone and the rest of Manchuria wcrc not availablc.

gained prominence, export and import shares for specific products (selected
agricultural and industrial products or product groups) changed significantly to
reftect Manchuria's changing economic needs. Import shares of producer goods
grew swiftly and export shares of industrial products started to becorne sign ificant.

During the pre-colonial period, industrial exports were dominated by agri-food
products, mainly bean oil and cake (bean cake was used as fertilizer in Japan until
the 1930's when its chemical fertilizer industry was developedg2).

Although the importance of the farm sector declined, it was still important to
Manchukuo's econorny. Even before 1930, farms had begun to mechanize.
During the 1930's and 1940's chemical fertilizer production and consumption
increased significantly.

The Modernization of Manchuria's Farm Sector
China had two chernical fertilizer plants, one at Dairen (Manchukuo) which was
built in 1935 by the Japanese, and another located near Nanking (Nationalist
China) which was constructed in 1934 by technicians trained in the United States
..

-

(Liu,1970:7).

00th plants utilized modern machinery.

The Dairen plant was constructed using the modern technology then existing in
Japan. Fertilizer making technology was purchased from Germany, ie. the
German Wade method which was an advanced nitrogen fixation process was used
(Liu,1970:8). The Chinese owned, Yung-li-ning plant located near Nanking used

3:Sun, Kungtu C. Thc Economic Dcvclopmcnt of Manchuria in thc First Half of thc Twcnticth
Ccniur).. Cambridge. M a s : Hantard Univ. Press. 1969: p.17.

imported American machinery and employed American technicians (Liu,1970: 10).
Fertilizer production was not given priority in Manchukuo or Nationalist China
during the 1930's3'. However, it did appear that the Japanese had senous plans

to increase Manchukuo's output during t h e 1940's. It is worth noting that
although chernical fertilizer consumption rose rapidly in Manchuria, a considerable
percentage of its fertilizer output was exported to Japan, Korea, Taiwan, and North
China (Na kagane,l982:429-430).
the following table.

Consumption from domestic output is shown in

Actual consumption was probably not as low as these figures

imply because fertilizer exports were offset by i r n p ~ r t s ~ ~ .

/

.

--

Table 3.28: CONSUMPTION OF AMMONIUM SULPHATE

l

.

-..- .
.

IN MANCHURIA

1
I

FROM DOMESlïC PRODUCTION
Year

1934

1935

1936

1937

1938

1939

1940

Consumption
(metric tons)

1,020

3,146

10,662

18,878

21,138

34,200

70,000

1 SOURCE: Nakagane, 1982: 430.
China Proper's imports of ammonium sulphate increased from 49 thousand tons in
1934 t o nearly 161 thousand tons in 1937, equivalent to a 3.3-fold increase over

'' Nationdisi China bcforc thc Sino-Japancsc War, and Japanesc Occupicd China
( 1937- 1945).

' Forcign Commcrcc Yearbookl938,1965:308 - This \vas the gcneral m n d that prevailcd
betwccn 1934 and 1937. lt \vas assumai that a signifïcantportion of the import catcgory, 'chernicals,
fcnilizcrs' consisteci of fcrtilizcrs. if that was not thc cas, thcn Manchuria could havc bccn a nct
exporter of fcrtilizcr, ie., ammonium sulphatc. H o w a ~ r men
,
if this was thc case, Manchurian
consumption of chernid fcrtilizers was rising rapidly. Furthcr study rcvcalcd that Manchuria mas a
net cxportcr of ammonium sulphatc. Scc the tablc cntiticd, " Chcmicai Fcrtilizcr Production and Trade
of Manchuria".

1

just three years3'. The value of fertilizer imports increased 2.7-fold for China

Proper, 1.7-fold for Manchuria, and 2.2-fold for al1 of China over this three year
period, 1934-37.

Table 3.29: Fertilizer Tmports
Value in thousands of American dollars
China Proper
Ammonium Sulphate

Manchuria
Fertilizer*

TOTAL

1934

2,111

2,209

4,320

1937

5,746

3,842

9,588

YEAR

Source:
Foreign Commerce Yearbook 1938, 1968: 304 & 308.

1 * The import category was "chemicals, fertilizers".

1

The amount of farm machinery imported into China and Manchuria rose rapidly

during the 1920's. During the 1930's Manchuria's demand for imported machinery

rose steeply. However, it should be noted that in absolute terms, the quantity of
modern farm machines used in China and Manchuria was stiil small.
Manchuria's mechanized farrns which used farm machines such as:

- tractors,

seederç, reapers, threshers, and plows were mostly operated by Russian emigre
farmers, and Japanese and Korean colonists (NakaganeJ982: 428). For the most
part, mechanization in Chinese farms was restricted to the adoption of the treadle

thresher (NakaganeJ982: 428).

Foreign Comrncrce Yearbook 1938, 1968: 304.
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Notes for Table 3.30
*Liu's data used to estimate output in 1941 and 1942.
I t was reasonable to expect that the 1941 level of output could have been

achieved. However, if the planned production capacity target for 1942 was
not achieved, then output in 1942 would likely have been simifar to the level
of output prevailing in 1941.

FCY: It was implied that Manchurian trade statistics were used, but a specific

source was not identified. The I Y appears to have used the same source as
the FCY.

Nakagane: The original source was Manchurian Aqriculture Handbook (1939)
in 3apanese. Liu: Original Japanese language sources included:

-

Kogyo Kagakukai(1937) Manchuria's Resources and the Chemical Industrv

and Manshi Kai (1964) Forty Years of Manchurian Developrnent.

Table 3.31: Ammonium Sulphate

(1000 rnetric tons)
Year OUTPUT
IY &
Nakagane

1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942

6.0
30.0
30.0
57.8
172.8
181.7
214.4
193.2
154.8
221.4
237.7
449.6

IMPORTS

PI&
Nakagane
NA

5.0
-33.6
-56.8
-169.6
-171.1
-195.5
-172.1
-120.6
-151.4
NA
NA

CONSUMPTION
IY & Nakagane

NA
35-0
-3-6
1.0
3.2
10.6
18.9
21.1
34.2
70.0
NA
NA

Table 3.32: FARM MACHINERY I M P O R T S
(1,000's of Hk Tfs.)
YEAR

CHINA

MANCHURIA
(Dairen Only)

1923

304

...........

1924

280

1925

161

...........
...........

1926

512

185~~

1927

666

283

1928

743

336

Source: Dept. of Overseas Trade (Britain), 1980: see rnachinery imports tables
or trade appendices. - This is a compilation of econornic reports for the yearç
1926,1927, 1928, and 1930.

1 Table 3.33:
1 YEAR

FARM MACHINERY I M P O R T I N D E X FOR MANCHURIA

L

INDEX

100

3 3 15

1 Source: Nakagane, 1982:428.

1

Industrial Output And Trade Trends,1932 To 1945
Although Manchuria was not specifically targeted for industrial development by the
Qing government, or by the warlords who ruled the region between 1911 and

36 It was unccttain if thk figure was for 1925 or 1926. Howc\;cr. sincc somc m d c statistics had
becn rclcascd for 1926. it was likcly that machiner). impot-tswcre for this year. Import vaiucs in tacls
wcrc calculatcd for 1926 and 1928 by using Lhc E to tael cxchangc rates givcn in thc tcxt of thc
cconomic reports.

1931, it seemed to perform relatively well when compared to the rest of China.
AFter the Japanese invasion and occupation that occurred in 1932, the
development of modern industry under Japanese guidance was accelerated.

The phase of staple-led export growth ended in 1930. Between 1930 and 1934,
the region's economy experienced the 'staple trap' as global demand for
agricultural products fell sharply and output fell. A policy of state-led
industrialization was followed between 1934 and 1945. This had the effect of
changing the composition of trade. The ratio of bean and bean products exports
fell in proportion to the total export trade. I n 1932, the ratio stood at 59.7%, but
had fallen to only 31.2OI0 by 1941 (Cheng,1956:201).

The proportion of exports which comprised ores, metals, and metallic products
rose steadily over this period, from 2.7% in 1932 to 17.4% in 1941
(Chengr1956:201). I n contrast, coal exports followed a declining trend. The
estimated output of coal in 1944 was three times that of 1934, with 1944 exports

little more than half of 1934 exports, which represented a tremendous increase in
domestic consumption (Wang and Read, 1946: 179)~'.

The one notable change in the composition of imports was the rise in the

importance of producers' goods, especially, machinery, tools, vehicles and vessels.
The ratio of machinery, tools, vehicles and vessels to total imports was only 3.4%

in 1932, but had risen to 21.7% by 1941 (Cheng,l956:202).

Manchuria's imports

''Wang, Kung-Ping and Thomas T. Rcad, (1936). "Controlling Factors in China's C d
Dmcloprncntn, Pacific Affairs. V.19: pp. 165-18 1.

grew at a faster rate than its exports. i n 1932, its net exports were SUS 55

million, but by 1941, its net imports totalled $US 184 million (Cheng,1956:201 &

Up to 1931, the quantity of Japanese investment had grown steadily so that by

this time 3apan had becorne the most important foreign investor in Manchukuo.
However, this amount of capital was a mere fraction of the total which was
invested between 1932 and 1944. The amount of 3apanese capital invested in
Manchuria by 1944 was nearly 7

Y2

times greater than the level prevailing in

1931 (Beasley,1987:215).

Table 3.34: JAPANESE INVESTMENT IN MAN CHU RIA^^
1931To1944
(Millions of Yen at current prices)
YEAR

TOTAL CAPITAL INVESTED

I

AMOUNT OF NEW CAPITAL
AODED FOR EACH PERIOD

Source: Beasley,1987:215

NOTES: See Endnote ii for a more detailed description of the distribution of
capital by industrial sector (only ma nufacturing industries), and by nationality
for 1932.
It should be noted that Remer (1968),Beasley (1987) and Cheng (1956:204) al1
gave different estirnates of what the level of lapanese investment in Manchuria
was up to 1931. However, Beasley's and Cheng's estimates of the capital invested
139

&y1944 were about the same. Remer did not pmvide any estimates for the
Manchukuo period. Investments in Manchuria at the end of June 1945, were
almost split evenly between Japan and Manchukuo. The total amount of lapanese
capital was 11,276 million Yuan (47% of total investment), and the contribution of
Manchukuo's capital amounted to 12,872 million Yuan (53% of total investment),
totalling 24,148 million Yuan (Duus et al, 1989:147)~~.

Japanese investment was primarily used to develop the producer goods industries,
but some capital was invested in expanding consumer goods output. The

following key industries consurned the bulk of the investment capital:

- electric

power; coal; iron and steel; liquid fuel; cernent; paper; Cotton textiles; machinery
and tools; chemicals, which included vegetable oil milling; and railways

(Cheng,1956: 194). By 1934, Manchukuo had become more industrialized than
the rest of China (Duus, et a1.,1989:134).

It was also evident that the sources

which accounted for the regions's economic growth had shifted from a combination
of land and labour to capital and technologf9. The contribution of technological

innovation t o the process of economic growth increased from 26% during the
period, 1924 to 1929 to 46% during the period, 1934 to 1941 40. Fixed capital
was estimated to have been equivalent to 9% of Manchuria's GDP in 1924, over

17% in 1934, and 23% by 1939

This situation differed greatly with China

Wotc: T ~ C Sfigures
C
would havc b e n in Manchurian Yuan, NOT Chincsc Yuan, ie. the
cun-cncyof ihc Nationalist Govcmcnt hcadcd by the GMD.
wuus,ct al., 1989:134
"'Duusci al, 1989:134

"Duus ct al., 1989:134

Proper, which had a fixed capital to GDP ratio of Soh i n 1933'~. China did not
achieve investment rates which were similar to Manchuria's until the end of the
Communist China's First Five Year Plan in 1956-57.

However, according to Nakagane Katsuji the openness of the economy to foreign
trade remained almost constant, with a ratio of foreign trade to GDP of
approximately 17% (Duus, e t a1.,1989:134).

I t was uncertain how this ratio of

17% was computed because it would appear that if Chao's GDP figures a t 1934
prices were adjusted by the price indices given by Sun and Cheng, the foreign
trade ratio would have increased between 1924 and 1934, decreased rapidly
between 1934 and 1941, and decreased for the whole period, 1924 to 1 9 4 1 ~ ~ .

It would appear that as Manchukuo's economy industrialized, it became less

dependent on trade?

Japan encouraged further integration between Yen Bloc

regions (Japan, Northeast and North China). However, this strategy did not seem

to increase Manchukuo's dependence on trade. Additionally, international trade

was disrupted by the outbreak of World War II.

When Japan's Kwantung Army conquered Manchuria, its leadership had decided
that economic growth and development would occur under state guidance.

'l3Chcng,1956:206and Sun, 1969:95 - pricc indiccs
- GDP at 1934 priccs

Chao. 1982:15

" From the availablc tradc statistics, this is a msonablc statement to m&c. Howmcr, a
rhorough study of tndc flows bchvccn Manchukuo and its trading partncrs ( ie. primariiy the Japanesc
Empirc, British Empirc, Europc, thc Unitcd States; and various parts of China Propcr) would be
rcquircd to verify whcthcr or not Lhc importance of tradc was really dcclining.

Table 3.35: MANCHURIAN GDP AND TRADE
(Millions of current Yuan)
-

YEAR

GDP PER
CAPITA
(Yuan)

(millions)

TOTAL
TRADE
Exports
and
Imports

PERCENT
OF GDP

732
1,042

GDP PER
CAPiTA

EXCHANGE
RATE

GDP PER
CAPITA

Current Yuan

100
Manchurian
Yuan to
$US

Current $US

23O/'

39O/'

GDP PER CAPiTA

1934 Yuan

NOTES: * The per capita GDP of China in 1933 was $Ch 59 (Liu &Yeh,1965:66
&178). A t the prevailing exchange rate (1Chinese dollar = 0.2860 American
dollars), per capita GDP wouid have been $US 17(US Foreign Commerce Y B for
1938,1968:311). X t was apparent from the above stated statistics that during
the early 1930ts, Manchuria's per capita GDP exceeded that of China by about

29%.
Sources:
ZhaoJ982:

15, 23, and 3 4 - Population, GDP and trade statistics;
- price index; and Sun,1969:9S - price index.

Lheng,1956:206

Ixchange rates from: US foreign Commerce Yearbook for 1933
:l968) :X4;and Cheng(1956):206.
VOTE: Manchuria's GDP appeared to be higher in 1924, than in 1934 because
:he price level in 1924 was 34.5% higher than in 1934.

Eventually, this guidance was formalized by the implementation of two Five Year
Plans. Monetary parity was established between the currencies of 3apan and
Manchukuo. This measure initially had the effect of over-valuing the Manchukuon
currency and helped t o spur a surge of imports from Japan between 1932 and
1936.

The rate of industriaf growth accelerated once Manchukuo had been created.
During the pre-Manchukuo decade, 1921 to 1931, industriai output grew 1.74fold, but during 1932 to 1942 (half year), output grew by a factor of 2.97 tirnes

(Sun, 1969: 102). However, this impressive rate of industrial expansion only lasted
until 1943, during which time industrial output peaked in most sectors. A few key
industrial sectors, namely coal and electricity continued t o achieve positive rates
o f growth in 1944, but most of the other sectors were registering negative rates of

growth (Eckstein et a1.,1968:63).

By 1943, Manchuria had become the dominant industrial region of China. The

combined production of Manchuria and North China represented almost al1 of
China's modern sector output. The only other industrial region of note in

Japanese controlled China was Shanghai and the province of Kiangsu. Modern
industry developed quickiy i n Nationalist controiled Free China, but because it had
grown from a small base, industrial output in 1943 would not have been very
significant. Manchuria produced rnost of China's iron, steel, machine tools, and
about two-thirds of the electrical power (Duus, e t al., 1996:139).

l

l

Table 3.36: INOUSTRlAL OUTPUT OF SELECTED PROOUCTS
(1,000's of rnetric tons unless stated otherwise)

1932

1943

AGGREGATE GROWTH

1932 TO 1943

Pig Iron

368

1,710

4.6-fold

Steel 1ngots4'

137

862

6.3-fold
I

Coa l

!

Cernent

109

2.9-fold

25,320

(

1,503

1

12

67

5.6-fold

Paper (1,000's of Ibs)

22

168

7.6-fold

593

I

13.8-fold

Pulp

Electric Power ( k w h ' ~ ) ~ ~

I

8,830

4,475

7.5-fold

Sources:
Eckstein, et al (Eds.). (1968). Economic Trends I n Communist China.: 63.
Rodgers, Allan (1948), "The Manchurian Iron and Steel Industry And Its
Resource Base", Geographical Review. V.38: 49.

The output of sophisticated industrial products becarne possible as the economy

modernized. Manchukuo had the ability to produce machine tools, automobiles,
aeroplanes, locomotives, and rolling stock for its railways (Sun,1969:82-83).

This

modern industrial sector was guided by state plans and output targets, but
corporations were not forced to adhere to these directives if a more efficient

" 1935 w

s thc first ycar that output statistics wcrc avaitablc for s t e d ingots.

&Accord@ to Chcng(L956:194)clccuiclty output was 383 million KWH's in 193 1-32. and
Iiad riscn io 4,884 million K W ' s by 194445. This rcprcscnted a 12.8 fold incrcase ovcr this pcriod.
Thc rcason for this d i s c r c p c y ~ c ~ H ~ c ÇCheng
II
and Eckstcin(1968) kvas probabty a rcsult of cach
rcscarchcr using diffcrcnt data to arrivc ai output estirnates for 193 1-32 and 1932.

1

means of achieving the state plans could be devised. For example, for the sake of
operational efficiency, work could be contracted out to other firms. " Japanese
enterprises had considerable freedorn to function like private enterprises in a free
market, but they also operated in a corporation holding Company structure that
possessed the power to set prices, exchange certain outputs, transfer and acquire
modern technology, and so forth" (Duus,et a1,1996:139).

Table 3.37: DISTRIBUTION OF ELECTRICITY OUTPUT I N CHINA FOR
1944

1

(Millions Of Kilowatt Hours Generated)

JAPANESE CONTROLLED4'

8,062

9 8 '10

Formosa (Taiwan)

1,340

16

Manchuria (Manchukuo)

4,884

59

OCCUPIED CHINA (1-3)

1,838

22

1) North China4'

1,134

14

3) Other Occupied Areas

312

4

FREE CHINA

171

2

(Controlled by the Nationalist Government)
CHINA, TOTAL

8,233

100

Sources:
ChengJ956: l22,194,& 264; CohenJ949: 175; Murphey,l953: 188-189;
Wright,1991:357.

J:

For comparative purposcs, output in thc Japancsc coiony of Korca was 2,887 million kwh's in

1944 (Cohcn. 1949: 173). Thc YaIu River hydro powcr plant was not includcd in this cstimatc. It
praidcd 3.279 million b h ' s of elcctricity which was sharcd bcwccn K o m and Manchuna

(Cohcn. 1949: 175).
Worth China's clcctricity output estimateci o n thc b a i s of thc ratio of North China's clectricai
powcr output (kw) to that of Manchukuo in 1943 @uus,1996: 139). Note that in Duus (1996), M y e s
smcd that the elccuical power llgurcs wcrc in kwh's. Howcver. upon cornparison with
Chcng, 1956:194. thcsc figurcs would havc to rcfcr to powcr output in kiIowvatts. Thc ratio used to
estirnate what North China's probable clcctricity output (kwh's) was 23%.

J9

It was assumeci that Shanghai's clcctricity-output was maintaincd at 1943 lcvels in 1944.

Table 3.38: DISTRIBUTION OF ELECTRICïTY OUTPUT I N 1936 AND
1944

1

(MILLION KWH'S)
LOCATION

PERCENT
OF TOTAL
OUTPUT

1936

Shanghaiso

1944

PERCENT OF
TOTAL
OUTPUT

980

Manchuria

1,351

China Proper and
Manchuria
~~~~~~

China Proper

1,724

China Proper, excluding
Shanghai

744

Taiwan

638

China, Total

3,7 13

1 NOTES: Taiwan was not considered part of 'China Proper'.
Sources: See sources given for t h e preceding table. Additional references
include: Ho, lW8:366. Taiwan's electricity output estimated on the basis of
his electric power index.

-

-.-

.
-

- .. -

Pre-War and Wartime cIectricity output in Shanghai mas as follows:

ELECTNCITY OUTPUT M SHANGHAI. 1936-1933

1ndcs

Output

(million
kwh's)

SOURCES & NOTES: Cheng. 1956: 122 - output index
Thc SIiangiiai Powcr Co. produccd 83% OF thc total saics of clcctric powcr in thc city during thc
pcriod. 1925-34 (Murphq,1953:188-189). In 1936, the Shanghai Powcr Co.'s output totüllcd 813
million kwh's (Wright 199 1 :357). Thcrcforc. Shanghai's total clcctricity output in 1936 could bc
estimaicd 10 have bcen 980 million kwh's, ie.. [(l/O.83)*8 1311 = 980.

5'Thistotal includcs China Propcr, that is, Occupicd China and Frcc China; and Manchuria.
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Table 3.39: ELECTRICTTY OUTPUT PER CAPITA
I n Kilowatt Hours

Year
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940
1941
1942
1943
1944

Manchuria
14
15
16
17
20
28
34
40
51
59
67
77
87
94
1O0

l apan
212
247
266
293
322
360
389
426
455
47 1
47s
509
500
508
48 1

Sources:
Population figures from : Chao, 1982: 15 and Maddison,199 1:234-235.
ELELrRICTPr' OUTPUT figures for Manchuria were from:
1930 to 1936
Wright, 1991:357
1937 to 1941
Duus,1996: 152
1942 to 1943
Eckstein,1968:63
1944
Cheng, 1956: 194
Japanese and American output figures were from: Woytinsky1953:966

USA
930
882
796
817
873
933
1061
1136
1092
1231
1362
1561
1728
1957
2020

ELECTRICITY OUTPUT PER CAPITA

An Outline of the Industrial Pro~ressof Manchukuo, 1932-1945

By Plan Period

The industrial development of the region was carried out in two stages, the preplan and plan ~eriods.

Pre-Plan, 1932-36
The pre-plan period, 1932-36, was characterized by broad based planning and
policy formulation which integrated Manchukuo into the Japanese Empire. The

First Five Year Plan, 1937-41 and the Second Five Year Plan, 1941-45, were
instituted to accelerate the rate of industrial growth and to build up the region's
defensive capabilities. Additionally, these plans were meant to run in tandem with
North China's Nine Year Plan, 1937-45.

Of these two regions, Manchukuo was the most important. However, unlike North

China, the Japanese development of Manchukuo's resources initially was not
carried out under the guidance of a state plan. Between 1932 and 1936, the
economy was developed under a broad based plan. The main objectives of
Manchukuo's economic development policies were: to irnprove the region's
transport and communications infrastructure; to increase the supply of raw
materials from agriculture, forestry, and aquatic resources; the establishment of
new industries and mines; the upgrading of commercial and financial facilities;
and the promotion of the further development of the region's private sector to aid
in the speedy expansion of the industrial sector (Duus,1996: 143). It was also
hoped that the growth of the private sector would lead to the improvement of

public welfare, and the revitalization of local communities and their private
organizations (Duus, 1996: 143). During this period, the automobile industry was
established. The Dowa Automobile Joint-Stock Company was created by the
Manchukuo government in 1936. Dowa made arrangements with four lapanese
companies to supply financial capital and equipment. These companies were:
Tokyo Gas-Electrical Company, Mitsui Heavy Industry, Toyota Automobile
Company, and Kangami Automobile Co. (Duus,1996: 146).

-

I n 1936 and 1937, two factors forced Manchukuo's economic planners to reevaluate their industrial development strategies. Firstfy, in December 1936, the
Sian Incident produced an alliance between the Nationalist Government of China
and Chinese Communist guerrilla armies that tried to resist Japan's military and
economic penetration of North China (Duus,1996:197).

Secondly, in 1937, the

United States raised trade barriers against Japan. The USA initiated a trade
embargo on strategic materiaïs that 3apan and its colonies required to expand its
military industrial complex (DuusJ996: 147). These two new threats to Japan
convinced their economic planners that a prolonged war with China and the USA

was possible and that it was necessary to accelerate the Pace of industrialization
in Manchukuo. 1n order to secure access to raw materials, Japanese forces
occupied North China and integrated its economy with that of the Japanese Empire
between 1937 and 1938.

First Five Year Plan, 1937-41
Manchukuo's First Five Year Plan (FFYP), 1937 to 1941, was largely successful in
significantly raising output. However, output often fell short of plan targets.
During the FFYP, two automobile companies, the Dowa Automobile Co. and the
Manchuria Automobile Co.; and one aircraft Company, the Manchuria Aircraft Mfg.
Co. were amalgamated as part of the Manchurian Industrial Development

Corporations2. I n 1941, nearly four thousand automobiles were produced, most o f

195959 and Mitchcil. 1912:82-83.
Thc Dowa Automobilc Company wvas cstablished in 1934 and \vas takcn ovcr by thc Manchurian
Industrial Dcvclopmeni Corp. (MIDC) in 1938 (Cohen. 1949:39). Whcn thc MIDC bccame opcrativc in
1938, thc Manchuria Aircrafl and Automobilc companics wcrc establishcd by it (Cohen, 1949:39). It
was unccrtain whcthcr the status of D o w changed bcnvccn 1934 and 1936. According to Duus
( 1 9%: 156). ihc Dom Autornobilc Joint Stock Company was cstablistied €ythe Manchukuo governmcnt
in1936.

which were classified as large vehicles (Duus, 1996: 152). Althoug h output was not
large, Manchukuo's production facilities were able to manufacture high grade
training aeroplanes (Sun,1969:86).

Investment in the MIDC during the FFYP was

considerable. The total loans and investments of this corporation in Manchukuo
increased astronomically, from 174 million yen during the first half of 1938 to a
cumufative total of 1,498 million yen by the end of 1941 (Cohen,1949:39).

-

--- -

-

-

-

-

TaMe 3.40: VEHICLE OUTPUT IN 3APAIY AND MANCHUKUO 1
I
(Number Of Units)
I
1 COUNTRY/REGION 1 1936 1 1941 1 PERCENTOF 1941 OUTPUT 1

I
t

8,841

1) Japan
2) Manchukuo

Total (1+2)

NA

1

8,841

(

47,90 1

92.3%

3,969

7.7

51,870

(

100.0

Sources: Cohen,l949:246 and Duus,1996: 152

Second Five Year Plan, 1942-46
The Second Five Year Plan (1942 to 1946) was not able to be fulfilled because of
the collapse of Manchukuo's industrial sector in 1944 and 1945. This was largely
the result of Japan losing the Pacific War to the United States. There was not
anything inherently wrong with the Japanese infrastructure or the economic
planning process. For the most part, it seemed that production came cfoser to
meeting plan targets during the Second Five Year Plan (SFYP) than during the
FFYP. This was noticeable upon examining output and output targets for a

selected number of key commodities in 1943. I t was likely that the main reason

for this improvement was the scaling down of expectations and the realization that

I

output targets during the FFYP were over zealous.

There was an adequate

amount of data to estimate the growth rate of Manchukuo's total industrial output,

ie., manufacturing, mining, and public utilities, in 1943. Refer to endnote iii for
this estirnate. Plan target and fulfilment tables can be found towards the end of
this chapter.

Manufacturing capacities of military related industries such as machine tools,
weapons, munitions, aircraft, and vehicles were increased (Duus, 1996:151)~~.
This creation of additional production capacity was in line with the SFYPfs main

objectives. These objectives were to construct a new national defence system and
to continue long term industrial diversification and expansion (DuusJ996: 158).

During the First and Second Five Year Plans, the development of the aluminum
and magnesium industries were stressed?

Atuminum and magnesium were used

chiefly in the production and fabrication of aircraft. Japan's war which was waged
on the Asiatic Mainland necessitated the expansion of vehicle and tank production.
However, when Japan entered the Pacific War against the United States, battles
were fought at sea using naval and air units. This meant that greater priority was
g iven to aircraft and warship production over tanks during the SFYP.

A large proportion of the Japanese Empire's aluminous shale was mined in North

China during this period. American intelligence reports estimated that in 1944,

53

It appcared that uicrc was considcnblc e.vpansion of production capaciiy in thc ciircraft and

automotivc scaors, but that actual ouipul mas IOW. This may bc e.uplairie-dby a timc lag bctwcen thc
production of parts and the asscmbly timc requircd io producc funcrionhg airplancs and vchiclcs.
UAluminum could bc produccd from duminous shalc. alunitc, alum cl-, and bauuiic.

North China could produce over 60% of Japanese requirements for aluminous raw
materials for the production of aluminum. North China exported its shale t o
Japan, Manchukuo, and Korea for processing. Additionally, an alumina production
plant o f significant size was being erected in North China at this time
(McCune,1989:82-83).

Manchukuo's aluminum output increased from 967 metric tons in 1938 to 8,030

tons in 1941 (Duus,1996: 152). The highest output level achieved was 8,557 tons
in 1943 (Cohen,1949:155).

I n 1944, output fell to 7,617 tons, 55 percent of

which was exported to Japan PropersS. Although aluminum output increased
rapidly during the FFYP, it made little progress between 1942 and 1944. "The
history of magnesium during the war parallelled t h a t of aluminurn except on a
very much smaller scale." (Cohen,1949: 158). Manchukuo's magnesite exports

expanded 2.2-fold between 1936 and 193gS6.

By the 19401s, only three of Japan's major armament/munitions factories were

located on the Asiatic Mainland, one in Manchukuo, and two in Korea
(McCune,1989:84).

The Mukden Arsenal, located in Manchukuo, was the only

manufacturing plant on the Asiatic Mainland which was able to produce heavy
guns and tanks (McCune,1989:84-85).

5sCohcn.1949:155
%J.S. Forcim Cornmcrce YcartKMk for 1939 (1968):249.
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Between 1935 and 1945, Manchukuo's hydroelectric resources were developedS7.
Chief consumers of this electricity included the chemical, munitions, aluminum,
and magnesium industries (McCune,1989: 110). Additionally, in order to make up
for the shortage of petroleum, large oil shale deposits at Fushun near Mukden
were exploited (McCune,1989:110).

The development of these oïl shale deposits

was encouraged by the Pacific War. As Japanese shipping was disrupted by
American attackç, it became necessary to supplement oil shipments with domestic

production from oit shale. Synthetic oil production never accounted for over 5
percent of Ja pan's oil needs, but 55 percent of t h e synthetic oil producing capacity
was located in Manchuria by the eariy 1940's (Cohen,1949: 137)'~.

1

1

Table 3.41: SHALE OIL OUTPUT
(Thousands of metric tons)

1

1
1

YEAR
OUTPUT

1934

1936

1939

1941

91

180

360

600

1 Source: Chao,1982:66.

1

North China's Nine Year Plan (NYP) to 1945, was fairly successful in developing the
transportation and mining sectors. According to Japanese observers these sectors
continued to function well during 1944 (Duus,l996: 167 & 169). I n each year,
from 1939 to 1944, there was an increase in the amount of railway freight traffic
(Duus,1996:168).

However, like Manchukuo's SFYP, North China's NYP could not

Nok: This p e r i d inciudcs thc implcmenîation of thc FFYP in 1937. and the comrnencemcnt
of thc SFYP in 1942.
58

S_ynthcticoil was madc frorn mai, cuai tar, and oil shalc.

be completed because the Japanese occupation ended in 1945. Shortly thereafter,

the economies of Manchuria and North China were disrupted by the onset of te
Chinese civil war which lasted until 1949 when the Communists defeated the
Nationalist armies fighting on the Chinese mainland.

Manchurian industrial establishments which survived the USSR's attacks during
1945 were systematicall y Iooted by Soviet occupation forces. Accord ing to

Japanese experts, industrial losses due to war darnage and looting by the Soviets
amounted to at least $US 1.2 billion (Sun,i969:88).

This level of damage

seriously compromised the ability o f Manchuria's industries to recover quickly after
the Sino-Japanese War. Capacity losses approached 100% in many key industrial
sectors and were signifiant in others:

-

iron and steel (60% t o 100%); coal

mining (80% to 90%); railways (50% to 100%); machinery (68% t o 8O0/0);
electricity (6O0/0 to 7l0/0); and liquid fuel (75% to 90%) (Sun,1969:88).

Manchukuo's industrial infrastructure was seriously damaged by the Soviet
invasion. However, the Nationalist Government must have believed that the
possibility of economic rehabilitation was favourable, because a substantial
number of Japanese soldiers were retained after Japan's surrender to the United
States and China in 1945 by the Nationalist military to protect Manchuria against
Chinese Communist armies (see Table 3.42).

I n summary, Manchukuo's modern sector was built around the expansion of
manufacturing, transportation, and energy output. I n contrast, North China's
modern sector was more Iimited in its scope of development. It was reliant on the

expansion of the mining and metals sectors, and on a relatively efficient railway
transportation system.

Table 3.42: KWANlUNG ARMY FORCES IN MANCHUKUO, 1932 TO 1947
YEAR

MANPOWER

AIRCRAFT

TANKS

HEAW ARTILLERY U N I E

1932

94,100

100

50

1939

270,000

560

200

-------------------

1945

+500,000

900

700

1,800

1947

+80,000

NA

NA

NA

Sources for Tabfe 3.42:
1932 and 1939 figures were from Duus,et a1.,1989:

423.

1945 figures were from Gillin,1983: 514. The 1945 figures refer only to
Japanese uni& which surrendered to the Soviets. I n addition to ground and air
units, the Soviets also captured a flotilla of Japanese warships on the Sungari
River in Northern Manchuria (Gillin,1983: 514).
1947 - These were not necessarily Kwantung Army soldiers. They were
lapanese soldiers stationed in eastern and northwestern Manchuria. These
military forces were fully armed and under the command of Chiang Kai-shek's
headquarters (Gillin,1983 :500). Additionally, many Japanese that joined the
Nationalist A m y were admitted to Chiangrs officer corps because of their
superior training and technical skills.

Table 3.43: SELECTED INDICATORS OF PLAN FULFILMENT FOR
MANCHUKUO
COMMODrrY

Coa l

1941
Percent of
FFYP
Targets

1943
Actual Output
(1,000's of metric
tons)

1943
SFfP
Targets

1943
Percent of
SNP
Ta rgets

88Of0

25,320

31,450

8 1*/O

Iron Ore

56

5,404

9,000

60

f ron

42

1,710

1,660''

103

Steel Ingots

28

862

1,184

73

Aluminum Ingots
(tons)

54

8,557

10,000

86

Sources:
Cohen,1949:155 (Aluminum output and plan target data for 1941 and 1943;
1941 output also given in Duus).
Duus,1996: 152,156; Eckstein,l968:63
Mitchell, 1942: 77 (Note: Original target figures were given for 1941. This
source was used to provide an iron ore plan target figure which was not given in
Duus(1996]. However, it was evident from comparing plan targets for 1941
that Mitchell and Duus e t al. Had referenced different versions of the F M P 60.
Duus e t al. most Iikely used revised plan figures which were not available before
the end of the Pacific War.

Tlic plan targct for iron \vas rcviiiscd downward significantiy [rom ilic 1941 targct of 3,325
thousand mciric tons (Duus, 1996:152 and 156).
DO

This particular chapter in Duus ct al. w

ï actually
~
writtcn by Ramon Mycn.

Table 3.44: SELECTED INDICATORS OF PLAN FULFXLLMENT FOR
NORTH CHINA
(Thousands of tons)
COMMODrrY

Plan
Targets

Percent of
Plan Targets

1938

1943

Actual Output

Actual Output

12,800

22,200

31,0006L

72'/O

483

1,300

2,70063

48

930

46

Coa f
Iron
--

Aluminous ShaleS4

I

NA

- - -

426

Sources: Cohen,1949:151; and Duus,1996:139,156-157,&

163.

Table 3.45: TRADE BETWEEN NORTH CHINA AND MANCHUKUO/JAPAN
1941TO OCTOBER 1943
(MILLIONS OF JAPANESE YEN)
Exports

Japan

Manch ukuo

Total

1941

200

78

278

1942

330

137

468

1943 (1-10)

532

172

705

Japan

Manchukuo

Total

1941

348

96

480

1942

322

144

468

1943 (1-10)

285

156

441

Year

Imports
Year

''This uas thc plan targct for 1943.

621ronoutput in 1943 was 116,000 tons @uus,1996:139). Ttierc wcrc lwo possiblc rcasons why
output was so low. F i d y , the bulk of thc iron ore was e.vpcctcd to bc exportcd 10 Japan. Sccondiy,
planncd pig iron producing capacity was not achicvcd in North China.

"Plan iargct for 1945.
aAclual and plan output figures for 1944.

Source for Table 3.45: ti,1975:179.
Trade Notes: Before the Japanese occupation of North China, the excess of
importç over exports increased quickly (Li, 1975:143). Net i m p o r l , ie., trade
deficits, for 1938,1939, and 1940 were, in terms of China Reserve Bank notes,
$65 million, $373 million, and $657 million respectively (Li,1975:143). For
these years, the value of the Chinese dollar and that of the China Reserve Bank
were approximately equat (LiJ975: 143). Major import items consisted of
machinery, capital goods, and food during these years.

Conclusion

Although the Russians acted as pioneers of modern industry in Manchuria, their
achievements were quickly over-taken by Japanese invectors in the KLT and
SMRZ. The pre-Manchukuo injections of foreign capital set the ground-work for

Japanese sponsored state-led growth during the Manchukuo period. Massive
injections of Japanese capital had the desired effect of making Manchukuo into the
industrial heart of China. Output levels achieved between 1942 and 1944 far
outstripped what could have been produced before 1932.

As a result of the global depression, the staple-based export economy collapsed.
A new export base was built-up which was reliant on the production of industrial

materials, both raw and manufactured for export to Japan. However, this reorientation of trade was not sufficient to allow Manchuria's position as a net
exporter to be maintained. Other industries had not been developed to a high
enough level to act as a new engine for export-led growth.

During the colonial

period, (1932 to 1945) Manchuria became a net importer.

In terms of the volume of trade during the pre-Manchukuo period, and the

heightened level of foreign investment between 1932 and 1945, there was little
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doubt that Manchuria's industrialization was largely due to its integration with
foreign markets, ie. the global market, and later the market area of the Japanese
Empire. To summarize, pre-1932 industrialization was Ied by the agricultural
processing industries, namely, bean products and flour. Between 1932 and 1945,
industrial growth occurred as a result of the expansion of the producer goods
sector, ie. heavy industry (namely iron, steel, and metals processing and
fabrication industries), mining, and electric power utilities (thermal and hydro
power) . This industrial expansion was accomplished by utilizing unskilled
labourers from Manchuria and North China and by importing skilled workers from
Japan. The management and technical personnel, ie. specia lists in the physical
and social sciences, were exclusively Japanese (Jones, 1949:l65)?

For c.uample, the South Manchuria Railway h i d Japanese researchcrs, many ofwhich werc
Mariuists or Communists who couid not find work in Japan (Yeh, et a1.,1998: 53-55).

CHAPTER 3

i, ï t [vas likcly tha~manufacturing output was as much as five timcs largcr. ic. appro'amatcly
SUS 22.5 million, than what uas staled by the CER's Economic Bureau.

NORTH MANCHURIA'S CROSS VALUE
OF INDUSTRIAL, OUTPUT M 1922
1926 Prïces, Value in 1,000 Yen

BEAN CAKE

BEAN OU.

16.8 16

6,884

17.674

8.448

WaEAT FLOUR

COAL

TOTAL

14,960

1,648

40,308

1926 Prices in Yen

7,23 5

15,723

1,732

42,364

1922 Pnces in Yen

3.458

7,s 16

828

20,250

$US of 1922

COMMENTS

Notcs: in ordcr to adjust 1926 prices to 1922 priccs, the vduc of output \vas mu1tiplicd by 1.05 1. Thc
1922 cxchangc rate of Yen to Arnerican doIlars was: 1 Yen = SUS 0.4780.

Thc total output of bcân cake, bean oil, and wheat flour was $US 19,422 thousand in 1922.

Thcrefore, if al1 of the othcr manufacturing industries wcrc includcd in this caldation, thcn total
output ccrtainly would have beçn above $US 20 million. In fact, it rvas quitc probably highcr than

fUS 22.5 million. This conclusion was rcachd on the basis that Sun (1969, 95 & 98) n w r includcd
kcy industries such as alcohol distilling, sugar refining. and clcctricity in his cstimatc of industrial

output for North Manchuria.

CVhctlicr or not thcsc indusuies (cxcluding mai) wcrc includcd as part or tiic a g r i c u l t d scctor. il
\vas cvidcnt that

a largc proportion of thcir production was c.uportcd.

l

NCTMBER
OF FACTOR~ES
AND CAPITAL
[NVESTED LN THE NDU US TRIAL
SEC~OR
LN MANCHURIA,
1932
Percent
of wbolc

Catcgory

Mctal industq
Machine tools
Ccnmics
Spinning
C hcmicals
FoodsniaS
Miscciiancous

6
6

13
21
17
18
19
100

TOTAL
Japancsc capital
Chi ncsc capital
Othcr forcign capital

Capital

(million yen)
34.6 1
27.65
18.29
23.92
60.02
48.88
28.95

242.32

727
3,08 1

75

SOURCE: McConnack 1977: 8.
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AN ESTIMATE OF MANCHUKUO'S INDUSTRIAL OUTPUT IN 1943
Manchuria's industrial output continued to climb rapidly throughout the first yars of the 1940's. The
output of key industrial cornoditics peakcd in 1943. IL also was likcly that thc transportation.
communications, and seMces s r o r s continucd to e.vpand at a ratc sirnilar to what was achievcd during
thc First Fivc Ycar Plan. 1937-4 1.

Assumption:
Assume chat thc industrial stnicturc was the samc during 19364 1 and 194 1 4 3 . AI1 e l x bcing cqual.

onc would cxpcct that an incrcasc or dccrcasc in thc rate of grow-thof thc 6 sclcctcd kcy industries
bcnvccn 194 1 and 1943 wodd bc rcflccted in an incrcasc or dccrcase in the ratc of growth of thc cntirc

industriai scçtor. Thcrcforc, it was Iikcly t h t total industrial output cvpandcd al an annual ratc of 8%
bchvccn 1911 and 1943. rathcr han 12% (6 kcy indusuics). Scc tablc for firrther dctails.

MANCIIURIA
SELECTED INDUSTRIAL COMMODITY PRODUCTION STATISTICS
Qimtity niid Valiic iii 1,000's of uniis uiilcss otlicnvisc sttitcd
* Nct Valiic Addcd in 1933 Chincsc Yuan pcr iinit, ic., pcr riiciric toi\, pcr 375-lb. barrcl, pcr kwli

Coniiriodity
Iron Ore (~iicirictons)
Pig lron (iiretric tons)
Stccl Ingots (iiictric toiis)
Cciiieni (1,OQO'sof 375-lb. barrcls)
Coal (inetric tons)
Elcctricity ( 1,000's kwli)
TOTAL (6 Induut ries)
Incrcasc in Total Viiliic

1

193G
Qiinntitp
Unit Pricc*
2.90000
1,795
633
26.30000
364
40.00000
3,480
2.50000
13,874
3.50000
0.03590
1,351,000

1

Vahic
5,206
16,648
14,560
8,700

48,559
48,SO 1
142,173

1941
Qiiantiîy
3,703
1,236
56 1
6,082
2 3,800
3,520,000

1
1943
Valiic
Qunniity
10,739
5,408
32,507
1,710
22,440
862
17,456

9,018

83,300
126,368
202,809

25,320
4,475,000

Bctwcn Eacli Pcriod
Pcr Aniriiin Cliaiigc
(1)lnduutrial Output (Vahic-udded in )
million 1334 Mancliukiion Yuan

582.8
Aggrcgatc 1rrcrcasc
Pcr Annuni Cliangc
fhiio of Pcr Aniiuiii Cliangc of (1) 10 Toti~lG Industries ;'iliis rutio uscd to at. 19.11-43 g
(2) Sun's Induutrial Output lndcx
157.8
Aggrcgatc lncrcasc
Pcr Aririiiiii Cliiiiigc

!Mi9
Ifid. 19%
10.43%
a ~ roic
h

67.06%
277.3
175.73%
11.'Na/,

1

Vnliic
15,683
44,973
34,480

22,545
88,620
160,653
366,954

Chapter 4
SHANS1 PROVINCE

In troducîionl
Before 1949, most of China's industrial development was confined t o its major
ports, such as:

- Canton,

Shanghai, and Dairen and its coastal provinces.

However, this did not mean that the rest of the country was not exposed to
modern technologies. The province of Shansi is a good exarnple of an interior
province which attempted t o modernize its econorny. Shansi was geographically
isotated from China's major ports and industrial centres.

Did industrialization occur as a consequence of autarkic provincial policies or was
it motivated by increased commercialization and trade? Moreover, did

industrialization occur significantly later than in Shanghai and Manchuria? If
sot
why? Shansi's industrial take-off,

je,

a sustained rise in modern sector

manufacturing and mining output, occurred in the 1 9 3 0 ' ~which
~
was much later
than in Shanghai and Manchuria. The latter two regions were rapidly
industrializing between 1890 and 1910.

Industrialization occurred later in Shansi

because i t was geographically remote from foreign influences. The province was
land-locked and had no seaports through which it could conduct foreign trade.

' The bcst cnglish languagc sourcc for information on Shansi arc the various works of Donald
G. GiIlin. Most of the rclcvant cconomics rclatcd matcrial rn bc found in his book cntidcd,
WARLORD - Ycn Hsi-shan in Shansi Provincc: 191 1-1949, which \vas publishcd in 1967. Also of notc
wns. Gillin and Ettcr's articlc. "Stqing On: Japancsc Soldicrs and CiMlians in China 1945-1949".
wliich can bc found in thc J o m l of Asian Shidics, Volurnc 42. Issue 3 (May, 1983): 497-5 18. This is
tlic only articic that 1 am awarc of that discusscs thc pst-war cconomic and rnilitaq rclationship
bctwcn Shansi and iapan.

Additionally, the xenophobic attitudes of the populace discouraged any substantial
amounts of direct foreign investment prior to the Japanese occupation

(1937-1945).
Perhaps the extraordinary pre-eminence and prosperity formerly
enjoyed by the merchants and bankers of Shansi left them
convinced of the correctness of their own methods and made them
even less inclined than businessmen elsewhere in China to embrace
practices introduced from the West.
(Gillin, 1967: 82).

Although Shansi had a highly developed, cornmercialized economy before the
onset of industrialization, venture capital was scarce. Shansi's prosperity reached
ifszenith during the 1 9 century
~
as a result of the effectiveness of its powerful

banking and commercial interests which established business contacts throughout
China. However, by the time that the imperial government collapsed in 1911,

Shansi's economy was in decline. Privately owned modern sector firms which
were founded during the Republican period, je., after the revoiution in 1911,
generally were undercapitalized, small, and una ble to generate high enough
revenues to earn a profit. Shansi's warlord, Yen Hsi-shan initiated a Ten Year Plan
t o modernize the province's economy during the early 1930's. The plan's

objective was to use state planning to create a modern industrial sector within
Shansi which would be capable of substantially raising the level o f mining and
manufacturing output. This was very much unlike the initial stages of
industrialization in Shanghai and Manchuria where modern enterprises were

successfully established because of their profit earning potential. The drafting of
the Ten Year Plan was motivated by econornic, social, political, and military

considerations. The high priority given to defence related industries was also
unique. I n contrast, during the early stages of industrialization, Shanghai and
Manchuria's modern manufacturing sectors were optimized for the production o f
consu mer goods, ie., textiles and agri-food products.

Population
I n order to understand Shansi's econornic situation, a few historica l statistics

would be of use.2 Historical statistics showed t h a t the province's population
fluctuated between 11t o 1 4 million between 1873 and 1953(Perkins 1969:p.212).
The 1933 population was 12.4 million, equivalent t o 2.5 percent of China's total

population(Perkins 1969:p.212).

The population decline in Shansi which occurred between 1873 and 1893 could be

easily explained. The province was seriously affected by the century's worst
drought in 1877-1878.

Table 4.1:

,Year
Shansi
Suiyuan
China

POPULATlON TRENDS (Millions)
1873
14.1
1.5
348.7

1893
10.9
2.1
386.7

1913
11.6
2.6
430.4

1933
12.4

1953.
14.3

2.7

NA

503.1

582.6

(Source: Perkins, 1969: 212)

' Thc population cstimatcs in thc fotlowing table wcre From:
Dwight H. Pcrkins. (1969). Agriculturd Dcvclopment in China 1368-1968. Chicago: Aidinc
Publisiung Co. p.2 12.

Additionally, the economy was weakened by the Taiping Rebellion, the Boxer
uprising, and the 1911 Republican Revolution. The Taiping Rebeilion (1851-64)

Population Estimates

1873

1893

Shansi ( Y I )

1913
Suiyuan ( Y I )

1933

-

1953
China (Y2)

was a military and social rnovement that sought to overthrow the Qing Dynasty.
Their ideology included quasi-Christian and communal beliefs. Their armies
captured Nanking in 1853 and they made it their capital city for the next 11 years.

Qing armies, led by Zeng Guofan eventually defeated the Taiping in 1864. It was
estimated that the rebellion caused the deaths of ZOmillion Chinese
citizens(Spence 1990:p.805).

The Boxer uprising occurred in 1900. It was an anti-Christian/foreign peasant

uprising t h a t originated in northern Shandong and culminated with the siege of

the foreign legation in Peking. Many of the Participants were pooc peasants who
practised a type of martial art that gave the name "boxer" to the movement. This
peasant-based uprising ended when a combined Western military force entered
Peking, forcing the Chinese Empress and her court to flee to Xi'an. Although the
1911 Republican Revolution did not cause many deaths, it did succeed in further

disrupting the province's domestic econorny.

I n spite of these instabilities, Shansi's population did grow graduatly and steadify

between 1893 and 1953. This would indicate that in a general sense, these were
years of prosperity, that is, there was enough food to feed an expanding
population. It was especially amazing that the population continued to expand

between 1933 and 1953. Intuitively, one would have expected that deaths due t o
the w a r with Japan(i937-1945) and the Civil war(1946-1949) would have
seriously curtailed population growth.

Population estimates for Suiyuan province, bordering on Shansi's northwestern
frontier, were also shown in the preceding population table and graph for
comparative purposes. Politically and economically Shansi exerted influence over
Suiyua n.

Most I r n ~ o r t a n tEconomic Activities
Over-all, North China's economy remained dependent on agriculture during the
first half of the 20thcentury. Shansi's cuitivated acreage in the early 1930's was
roughly twice as large as Suiyuan's, or equivalent to 3.8 percent of China's total
cultivated acreage (Perkins 1969:p.236).

Shansi's agricultural products comprised: wheat, millet, sorghum, maize, Cotton,
tobacco, walnuts, peanuts, rapeseed, and grapes and other fruits. Suiyuan's main
crops were wheat, beans and linseed. Kaoliang and millet were grown for local
consumption. I n addition to Shansi possessing a diversified agricultural base, it
also had considerable deposits of iron and anthracite coal. During the 19203,
agriculture and coal mining were the principal industries. There was ais0 a
multitude of pre-modern iron furnaces in operation, but there was little evidence
o f the developrnent of modern industry. A t this time, further economic growth
was dependent on the developrnent of a railroad network and irrigation works3.

During the 18* and 19* centuries Shansirs commercial and banking interests
reached the peak of their prosperity. Many of China's banks were owned by
Shansi businessrnen and the province's merchants carried on the bulk of the
nation's trade with Russia and Mongolia. More than CH940 million per annum was
remitted to Shansi because of these commercial endeavours.

Shansi ban& started to be established towards the end of the 1700's for the
purpose of remitting funds needed in the commerciaf transactions of Shansirs
merchants. By 1900, Shansi ban& were operating branches in cities throughout
China, including Canton and Shanghai. These banks worked hand-in-hand with
the national and provincial governments for whom they transferred revenues and

Arnold Sdcan.(1926) China: A Commercial and Industrial Handbook. Washington D.C.:
Govcrnmcnt Pnnting Ofllcc: p. IO.

expenditures, and held deposits of these funds without paying interest. Business
moved away from directly dealing with merchants to becoming bankers' banks4.

The opening of the Treaty Ports during the lgh century gave these ban& new
opportunities to expand since there was more commercial activity and more need
for fund Remittance. " The Shansi banks' original capital came from trade, and
their access to government funds made it unnecessary for them to accept private
funds on d e p ~ s i t . 'This
~
relationship was seriously damaged after 1900 when the

customs revenues were pledged as security for debts incurred by indemnities and
the repayment of foreign Ioans. Instead o f these funds being deposited with the
Shansi banks, it was deposited in foreign banks. Additionally, the Imperia1
government's Board of Revenue was reorganized and the government established

its own banking institutions(King 1965:p.94).

Most of the Shansi bankers failed to

reorganize their businesses to survive after the 1911 Revolution severed their
commercial ties with the government. A major vufnerability of the banks was that
they were family businesses, wholly capitalized by family members, and subject to

unlimited liability(King 1965: p.94).

During their existence, the Shansi banks worked in consort to set interest rates,
establish standardized operating procedures, suppress violating firms, and to
provide mutual support (King 1965:p.94). They opposed the entry of new firms

into the remitta nce business and they acted together whenever their interests

"McEldcrry.Andrca Lcc(1976) Shanghai Ofd StyIc Banks. 1800- 1933. A M Arbor:
University of Michigan: p.12.

"King, Frank H.H.(1965) Monci. and Monctam Policv in China 1815-18W. Cambridge.
Mass.: Harvard University Prcss: p.93.

were involved. Although the Shansi Banks were nation-wide, and an important
part of the financial sector, they made Iittle direct contribution to the money
supply. This can be explained by their practice of accepting few current accounts
and they issued no bank notes.

Until 1900, the province's wealth was sufficient to import most of their food and
manufactured goods. However, the last decades of the 19* century saw a
deterioration of the province's economic position.

By 1920, Shansi was reduced

to being one of the poorest provinces in China. Most bankers operated with little
capital and were too ignorant of modern banking to compete with the new modern
western style banks.

The 1911 Revolution was the final event which destroyed the banking sector. The

revolution destroyed the wealth and power of the ruling bureaucracy to whom
Shansi's bankers had foaned great sums6. I n 1911, 26 old style banks were in
business, but by 1930, only 3 continued to operate(Gillin 1967:p.79). I n Russia
and Mongolia foreign competition and economic nationalism reduced the volume of
trade carried out by Shansi's merchants to the point that most of them went
bankrupt. I n addition to the loss of trade, their Russian currency holdings became
nearly worthless after World War 1.

This occurred because of the Botshevik

Revolution which had the effect of causing the ruble to depreciate considerably.

"Gillin, Donald.( 1967) Warlord Yen Esi-shan in Shansi Provïncc, 1911-19W Princeton:
Princcton University Prcs~p.79.

Shansi's Econornic Situation Durina the 1920's
By 1921, in one district of Shansi, there were between 4 to 5 thousand

unemployed merchants and in once prosperous towns businessmen sold their
wives and children t o pay their debts (Gillin 1967:80).

The agricultural and handicraft sectors were also in trouble. The handicraft sector

was not able to compete successfully with its new foreign cornpetitors.
Additionally, North China stopped buying Shansi's relatively expensive grain in
favour of Suiyuan's as soon as the construction of the Peking-Suiyuan Railroad
was completed. These unfavourable economic circumstances coupled with rapid

population growth produced growing unernployment, which was estimated a t over

1 million in 1918 (Gillin 1967:80). During the 192Û's, it was estimated that over
16 percent of the labour force was unernployed (Gillin 1967:80).

Before 1920, the

trade deficit had soared to more than CH875 million (Gillin 1967:81). After 1920,
the deficit declined, but the outfiow of specie continued a t the rate of CH820
million per annum (Gillin 1967:81). The outfiow of specie caused the money
supply to decline, which in turn had a contractionary effect on the economy. By
1935, 90 percent of Shansi's families were living in poverty. The province's
warlord, Yen Hsi-shan realized that the likelihood of his regime coflapsing was high
if he did not succeed in modernizing Shansi's economy.

Yen adopted an import-substitution strategy coupled with export promotion to

revive the economy. Unfortunately, the private business sector was slow to
modernize their management and production methods. Shansi's businessmen
restricted their choice of business partners to memberç of their own clan and they

continued t o assume unlimited Iiability for debts. This meant that Shansi's
business sector was atways short of capital, and was a t a disadvantage when
compared t o firms organised along Western, that is,..European or American lines.
Additiona lly, they did not value impersonal relationships which were normal in
Western business communities. The interests of their own families were placed
above the welfare of the Company. As a result of this attitude, nepotism,
corruption and mismanagement were common and were responsible for the failure
of the Taiyuan Electric Light Company in 1923, as well as the decline of the once
prosperous salt and brewing industries (Gillin 1967:81-82).

I n order to increase competitiveness, Yen established a chamber of commerce in
each district, introduced a uniform system of weights and measures, and
published a weekly business oriented newspaper (Gillin 1967:82).

Although

these initiatives were useful, positive results were not forthcoming because most

of the province's venture capital was used in speculative investments and shortterm loans t o individuals.

Gillin believed that the mpid increase in land prices in Shansi during the 1920's
indicated that many merchants and bankers were using their profits to buy land
(Gillin 1967:82). Between 1919 and 1929, land prices went up by 150 t0 500
percent7. The range of the land price increase is so large because it refers tô price
changes i n each of Shansi's districts between 1919 and 1929, and does not refer
to the average land price increase for the whole province. It was common for

'Chcn, Han-scng.(t936), "Thc Good Earth of China's Mode1 Provllicc" Pacific Affairs
Vol .g:pp.370-380. scc pagc 374 for land prices.

-

merchants charged with collecting provincial taxes to induce fluctuations in the
value of the currency in order to exact from the peasants sums much larger than
those requested by the provincial government (Gillin 1967:82).

The 1920's Industrialization Proqram
Since Shansifs commercial and business sector seemed incapable of developing
modern industries, Yen decided to advocate a move towards state capitalism. He
tried to esta blish a government monopoly over manufacturing to attain this goal.
Overall, the 1920's industrialization plan was only partially successful. It was
successful in establishing modern textile mills, but failed to establish other
cornpetitive modern sector manufacturing firms.

In 1920, Yen feared an invasion by the neighbouring Warlord Han Fu-chu. This
miiitary threat prornpted the government t o invest in heavy industry. I n addition

to the Taiyuan arsenal, Yen constructed a sulphates factory, a small, modern iron
works, a CH$600,000 machine tool factory, and refineries which experimented
with techniques t o extract petroleum from coal and shale rock (Gillin 1 9 6 7 : 8 3 ) .
The machine tool plant boasted a low capacity steel works which was capable of
producing greater amounts of steel than most of the other mills in China.
Additionally, production costs were kept low by the availability of cheap focally
mined coal.

Yen used these firms to train workers who could be used in a state controlled
industrial sector. These industries were geared towards weapons production, but
Yen's long-term plan was to produce machinery which could be used t o modernize

Shansi's econorny (Gillin,1967:84).

Despite this plan, large scale investment s in

modern industw did not begin until the 1930's.

The most important enterprise involved in the 1920's military industries'

modernization program was the Taiyuan Arsenal. The arsenal replaced a much
smaller gun repair shop. Machinery was imported from Germany and was
operated under the supervision of Chinese technicians who were advised by
several Swedish and German engineers. The majority of the Chinese technicians

were American educated, but some may have graduated from Yen's own Shansi
Military Technical School which offered courses in chemistry, physics, and
engineering. By 1926, the Taiyuan Arsenal was one of the largest and most
productive arsenals in China (Gillin 1967:28). It's 8,000 workers manufactured a
wide array of armaments (Gillin 1967:28).

-

-
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P b l e 4.2: TAIYUAN ARSENAL'S 1926 OUTPUT
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Source: Gillin 1967:28.
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Large quantities of grenades, cartridges, and mortar and artillery shefls were
manufactured yearly. Additionally, it should be noted that the estimated annual
output of rifles was relatively high - 18,000 in 1926 (Gillin 1967:28). Therefore,
one yeafs output was high enough to equip approximately one-third of Yen's
standing professional army. Yen's entire army was equipped with weapons
produced by the arsenal.

Research and development was fostered by the government. A research
department was set up in the Military Technical School, and under the advise of a

German Technician, an Arms Committee was established. I t offered generous
rewards to inventors of new weapons and to those who could improve existing
ones.

"This committee was responsible for the developrnent of more n p i d firing
automatic weapons, a new 88 millimetre howitzer, and a device that enabled Yen's
riflemen to fire grenades a distance of several hundred yardsm(Gillin 1967:29).
Yen not only sought to modernize the army, he also endeavoured to create an air

force. Two aircraft were purchased and a repair shop was built for them. Several

Japanese flying instructors were hired to train Chinese pilots. Unfortunately, one
of the planes crashed and was destroyed during its first flight over Taiyuan.

Although the Shansi army was equipped with weapons which utilized modern
technologies, it was still a t a disadvantage when compared to the better trained
and numerically larger armies commanded by rival warlords. During the 19201s,

the number of army conscripts grew. After conscripts were trained and

discharged, they were periodically given additional training. These discharged
soldiers formed a rural militia which reduced the need for a large professiona!
army, but which gave Yen the ability to quickly mobilize 100,000 soldiers. The

Table 4.3: Estimates of the Size of the Shansi Army in Cornparisan ta the

of the National Army (AI1 provinces includino Shansi)
4

,
9

i

/

1

1923
% of Total 1923-24.
Shansi
! 50,000i
3%
43,400/
China
-- Total 1 1,508,000~
1 877,6201

O/OO~

I

Total
5% i

i

I

4

1

1925
% of Total64,000;
3'10,
2,262,0001

Ch'en, Jerome(1979). The Hilitary-Gentry Coalition: China Under the
Warlords. Toronto: University of Toronto-York University Joint Centre on
Modern East Asia.

Shansi army and the civilian reserve relied on the local population to provide
conscripts. This citizens' army was unique in China because most provincial
armies contained soldiers from neighbouring provinces (Gillin 1967: 25). Soldiers
were charged with the tasks of repairing roads and helping peasants with farmwork. Additionally, the army was expected to pay for whatever supplies that it
procured from the civilian population.

Although the military and heavy industry was given priority, light industry was
promoted to encourage job growth in the declining handicraft sector. Over-all, the

impact of this initiative was small. However, this program was responsible for
granting subsidies to cottage industries which did help to support the handicraft
sector. More importantfy, Yen's governrnent promoted the developrnent of
modern-style firms by building 2 flour mills, a cigarette factory, a paper mill, and
a large modem cotton textile mill. This cotton mill, along with a number of

smaller, privately operated ones, manufactured Ch93.5 million worth of cloth and
yarn annuaily (Gillin 1967:84).

The manufacture of consumer goods was promoted by building many small
factories and workshops where soldiers and unemployed workers were taught how
to make candles, soap, clothing, and other commodities (Gillin 1967:84). Out of

al1 of these endeavours, only the textile mills were successful, the other industries
suffered from a shortage of capital, poor management practices, and out-dated,
~
ineffkient production methods (Gillin 1967:84). Throug hout the 1 9 2 0 ' ~Shansi
remained dependent on irnports of manufactured goods from neighbouring
provinces, and from foreign countries. This trade imbalance was a continual drain

on the province's specie reserves.

Industrialization efforts failed during the 1920's for a number of reasons. The
business/commerciaI sector was driven by the goal of attaining land and title in
order to join the ranks of the landed gentry. Additionally,

Land speculation, and

high interest loans were considered better investments than risking one's own
capital in a modern industrial firm which would be built to produce a specific
commodity. A modern factory or firm could not guarantee a rate of return, nor
couid it guarantee that there would even be any profits during the initial years of

operation. This uncertainty deterred many would-be investors who sought safer,
more tangible investments, such as land or pawn shops.

The province suffered from a surplus of labour which kept wages low and
discouraged technological innovation. Local norms of behaviour demanded that
wornen stay confined to the household and they were discouraged from seeking
factory jobs. Since many household consumer goods, that is, candies and clothing
coufd be manufactured within the household by these women, the incentive for
industrial specialization was removed. It should also be noted that most people
continued to believe that the economy was static. For example, individuals could
become richer or poorer, but the per capita wealth and income of the province's
population was incapable of increasing. Therefore, they did not see the need t o
invest in modern productive enterprises. Instead, savings were spent on
weddings and other forms of conspicuous consumption. Although the extended
family system could help to pool capital, it could also drain families of their
financial resources if relatives lost their land or jobs and became impoverished.

Yen's 1920's industrialization program was mismanaged and suffered from a lack

of planning and coordination (Gillin,l967:85).

For example, economic goals were

usually subordinated to military and political problems. The government's ability
t o provide investment capital was constrained because a t Ieast half of the

province's revenues were spent on the army (Gillin, 1967:85). Other problems
included:

- a high level of taxation,

and an initial pre-occupation with agriculture

and reforestation. Perhaps to forestall labour bnrest, Yen curtailed the formation

of labour unions. This may also have been done because the unions were seen as
subverting traditional values.

In 1917, Yen publicly stated that the province's mineral wealth belonged to the
state. The Shansi Bureau of Public Mines was created to manage the exploitation
of these resources. Private firms were expected to operate these potential mines.
Yen provided most of the $Ch 1.5 million invested in the Share - The

- Wealth

Mining Company, which was established to carry out locaf mining (Gillin 1967:87).
Yen also provided investment capital to privately owned and operated coal mines.
Some of these operations used foreign machinery and modern mining methods.
This resulted in coal output nearly doubling between 1920 and 1926.

However, this expansion of mining activity was short-lived because of economic
disruptions caused by Yen's involvernent in a series of wars with neighbouring
warlords. As a result of this situation, coal continued to make up less than 1/3 of
the province's exports (Gillin 1967:88).

Although Shansi was a net exporter of

coal, this did not mean that there was adequate coal for household consumption.
Many parts of the province suffered from a shortage of coal. When coal was
available, the price that it sold at was so high that millions of people still could not
afford to purchase enough to keep their homes heated throughout winter.

Throughout the 19201s, the mining industry suffered from a shortage of capital.
Mining technology was usually primitive and working conditions were poor.
Working conditions were so bad that there was a continual shortage of miners.
Only criminais, or those desperately in need of employment would work in these

badly-ventilated and flooded mine pits. Yen's T'ung Pao Mining Company was well
capitalized, but much of these funds were used to pay salaries to the company's
managers who were Yen's friends and relatives. Yen trïed to attract foreign capital
to the mining industry, but wâs largefy unsuccessful because most of his subjects

were wary of foreigners.

Despite this distrust of foreigners, Shansi's most productive mines were largely
controlled by 3apanese investors. These mines were centred around Tatung and
were operated by the T'ung Chi Mining Company. I t was privatefy owned and had
its head office in Tientsin.

Market developrnent for coal rnining and mining in general was hampered by the
lack of a province-wide railroad network. Tatung relied on the Peking-Suiyuan
Railroad which was owned by the Federal government. The Cheng Tai Railroad
linked Taiyuan with Hopei's rail network. This railroad was controlled by French
investors who had built the railroad before the 1911 Revolution. Their annual
profits were kept high by charging the highest freight rates in China (Gillin 1967:
89).

This meant that Shansi's relatively cheap coal had to be sold at an

uncornpetitive, high price in order to cover the freight charges. This severely
hampered the market development of the province's mineral resources.

Yen expected the Federal government to finance his province's railroad
development. Disputes over the type of track to be used, ie, either standard width
or narrow gauge, caused negotiations over railway funding to break-down.

!iowever,

one of the most important reasons for rejecting the proposal was that

these new federally funded railroads would be used to send invading armies into
Shansi. Nonetheless, even with an expanded rail network, mining companies
would still be subjected t o a wide array of taxes. In-additionto the limited railnetwork, the province's roads suffered from a lack of maintenance.

The drought of 1919-1922 high-lighted the need for more and better roads to
transport grain to famine stricken areas. As a result of this natural disaster, Yen's
soldiers, along with the American Red Cross and the China International Famine
Relief Commission built over a 1,000 miles of roads.

By 1929 motor roads Iinked Taiyuan with almost every
district in the pi-ovince, while a t the same time a
newly erected network of telephone and telegraph
lines ena bled Yen to commun icate instantaneously
with al1 of the district capitals and military
headquarters in his dornain.(Gillin, 1967: 91)
Travel by automobile increased the speed of transport by 10 to 12 times (Gillin,

1967:91).

This road network was built just in time to transport famine relief in 1929. It was
likely that this transportation network allowed Shansi to cope better than its
neighbouring provinces during this droug ht. Unfortunately, road and bridge
maintenance was minimal. Private-sector use of the roads was discouraged
because high taxes were levied against trucks or buses using public highways. I t
must be concluded that the new tetecommunications network was built to service

the government and the military, not the private sector (Gillin, 1967: 92).

Aqricultural Modernization
Yen sought to promote agriculture in a variety of ways. P r o j e c l included:

-

1. Canal, well, and reservoir building

2. Re-forestation

3. Crop diversification
4. Cotton promotion

5. Animal husbandry expansion by means of importing Australian Merino sheep
6. Silk manufacturing, and
7. Academic training of individuals in the agricultural sector.

Yen's greatest success in agriculture was the 3-fold increase in tne amount of land
planted with cotton (Gillin, 1967:94). Little else of his agricultural promotion
program was successful. Yen esta blished a modern silk-weaving factory which
went bankrupt. He also founded a number of sericulture (siik worm cultivation)

schooIs which were to promote the development of a provincially based silk
industry (Gillin 1967:94). Ali of these attempts to raise agricultural output failed
to eiiminate food imports.

Yen's a g ricultura l modern ization prograrn fa iled because, " he neglected to effect
changes in the system of land ownership and other reforms that would encourage
peasants to employ the new methods of farming he urged upon themm(Gillin,
1967: 98). For example, many farmers did not see the point of raising

productivity if t h e greater part of this increased production would have to be paid

as land-rent to landlords or as interest to money lenders. The peasantry could

generally be characterized as ignorant, conservative and hostile towards
government (Gillin, 1967: 98). There were many instances where the peasantry
sought to sabotage o r neglect to hefp with modernization efforts (Gillin,1967:98).
However, i t should be noted that during the 1920's Yen was still unwilling to
challenge Shansi's gentry and bankers who were responsible for keeping the
peasants impoverished. Land reform in combination with the extension of cheap
credit, low priced fertilizer, andcrop insurance would have won him the support of
the majority of the peasantry (Gillin, 1967: 99).

The Financial Sector

I n 1919, Yen created his own bank, the Provincial Bank of Shansi. Price

stabilization was attempted by the withdrawal of al1 rival bank notes. The Bank's
currency was relatively stable throughout most of the 1920's. However, its stable
currency did not solve Shansi's monetary problems because other private banks
continued to operate. Currency issued by rival banks continued to provoke
economic instability. I n 1923, a financial crisis precipitated by these banks caused
the bankruptcy of hundreds of banks and money-changing shops (Gillin, 1967:
100). This crisis caused the government to limit these firms' ability to issue

copper certificates and currency speculation was made illegal.

Any monetary expansion tended to lower the purchasing power of the currency
because the economy was stagnant. Any growth in the money supply was seen as

inf ationary and not originating from an increase in output. As a result of this
situation, provincial currencies continued to depreciate. This shortage of capital,
that is, paper currency backed by specie, resulted in considerable increases in

interest rates. For example, interest rates increased frorn around 10% in the
early 1920's t o an average rate o f 24% in 1925, with rates ranging up t o 100% in
some instances (Giliin, 1967: 100).

Although much of the monetary instability

was not caused by Yen, he too sought t o raise revenue by rninting his own copper
coins which helped to fuel inflation.

The Political And Militaw Environment On The Eve O f The 1 0 Year Plan

Throughout the 19201s,Yen's armies fought against rival warlords' forces in
northern China. Shansi's interna1 political situation was in a state of flux. Chinese
Communist Party supporters frequently violently clashed with anti-Communists for
control of the local Kuomintang [KMV (Gillin,1967:106).
"Since radicals within the Kuomintang frequently
attacked provincial officials as wefl, their behaviour
must have terrified Yen Hsi-shan, who lived in fear o f
a popular uprising against his regirne."
(Gillin,1967: 106)
These circumstances obliged Yen ta support Chiang Kai-shek's newly formed antiCommunist National Government a t Nanking. I n Shansi, students who supported
the Communist Party were purged from the local KMT and were either arrested by
the police or were forced to leave the province. Yen formally allied himself with
the KMT regime when he accepted an appointment to the position of Commander

in Chief of the Northern Route Revolutionary Army. This new alliance allowed Yen
to distance himself from some of t h e more conservative gentry elements which
continued to exert some political influence within the p r o ~ i n c e ( G i l l i n ~ l 9 6107).
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This new alliance with the KMT did not affect the balance o f power within Yen's
bureaucracy. Yen's trusted political and military allies continued t o dominate the
government. The changes t h a t were introduced because of the alliance with the
KMT were best described as "raising the flag and altering the namesM(Gillin,

1967:107). This meant t h a t the titles and appellations formally used by the
government and the army were replaced with, " a nomenclature more in keeping
with the revolutionary pretensions of t h e Kuomintang"(Gillin,l967: 107).

I n 1928, Yen's army was t h e first Nationalist-allied force t o enter Peking and

liberate it from warlord nile(Gillin,1967: 109). Yen was now Commander of the

Nationalist garrisons in Peking and Tientsin, and was subsequently elected to the
People's political council and the Central Executive Cornmittee of the Kuornintang.

Yen was then granted the posts of Minister of the Interior and Vice-Chairman o f
the powerful Military Affairs Commission of the Nationaiist Government.

Although Yen's political successes were considerable, he was unable to shield his
province from the effects o f war. Shansi's economy was severely disrupted from
the damage caused by ongoing warfare

.

Additionally, banditry and crime were on

the rise because of the large numbers of disbanded and ill-disciplined soldiers who
were now in Shansi.

Yen was forced to recruit well over one hundred thousand additional men into his
army in order t o wage military campaigns in North China(Gillin, 1967:109). Many
o f these recruits were bandits from neighbouring provinces who were impossible
t o indoctrinate or control (Gillin, 1967:109). Some of these new 'bandit' soldiers

who were housed on the premises of the new petroteum refinery damaged its
machinery so badly that production was halted(Gillin,l967: 110). Gillin speculated
that these soldiers may have also been responsible for the 25% decIine in iron
output after 1928(Gillin11967: 110). Although, economic modernitation was
s
to give his full attention t o military matters.
important to Yen, he ~ 3 obliged
This meant that economic affairs were left to local offkiafs who lacked the

motivation to carry out economic reform and modernization (Gillin,1967:110).

Government finances fell into a state of chaos as Yen vastly increased military
spending. Schools were closed because of a lack of funds and civil servants were
encouraged to embezzle government revenues because sorne of the funds usually

used to pay their meagre salaries were diverted to the military. Revenues were
grossly inadequate to finance the new military expenditures. The financial strife
that the government had t o deal with can be aptly summed up by a quote from
Gillin.

I n 1928 the expenses of the provincial government
were 350 percent greater than in 1925, with t h e result
that between those years its annual deficit soared

from CH$ 685,571 to CH$ 13,647,000,
notwithstanding the fact that after 1925 Yen imposed

a multitude o f new taxes which caused the income of
his government to more than double by 1928.
(Gillin11967: 110)
These growing budget deficits were largeiy financed by printing unbacked paper
currency. The unchecked rise in the money supply caused rampant inflation which

further desta bilized the economy.

The exorbitant taxes which were inflicted on

the province's citizens decreased their per capita purchasing power and the ability
of farmers to Save or invest any of their earnings. The combination of high
inflation and taxation may account for the reoccurrence of famine in Shansi
beginning in1929 (Gillin 1967:llO).

I n the winter o f 1930, Yen allied himself with Feng Yu-hsiang, a prominent North
China warlord in order to resist Chiang Kai-shek's growing power. Yen believed

that if he allowed Chiang to destroy Feng's army , he would be unable to resist
subsequent demands that he share with the Nationalist Government his authority
in Shansi and other parts of North China ( Gillin, 1967:112). Yen, and his new
allies struggled to establish a government in North China that would be
independent from the Nationalist Government, but in the end, Chiang's superior
military force triumphed. More than 100,000 men died during this civil war
(Gillin,1967: 115). By the end of the conflict, Shansi had become so impoverished
that a t least half of the population was reduced to eating grass and bark(Gillin,

1967:116).

The Provincial Ten Year Plan of Economic Reconstruction (Circa 1932-19371
The Ten Year Plan ( N P ) was initiated by Yen i-fsi-shan for economic, social,

political, and military reasons. The Plan period was reduced to a span of about
five years because of the Japanese invasion of Shansi in the summer of 1937. A

chapter appendix is provided for further reference. It includes investment related
data for Shansi during the TYP, an estimate of lapanese investment during 1937

to 1945, comparative figures for Shansi and other regions of China, and trade
sta tistics.

Shansi's economy was weak, agriculture and industry were in decline, t h e
provincial currency was unstable, and growing Provincial Government deficits had
t o be balanced by borrowing funds from the Nationalist Government. Additionally,

poverty stricken inha bitants were turning to crime to earn a living. Politically,
Shansi was caught in an ideological war between the Chinese Communists, Yen's
adherents, and the Nationalist Party. Yen favoured building a strong state
apparatus to facilitate the modernization of the economy. He believed t h a t this
was the reason behind the growing power of the Soviet Union and the continuance
of American prosperity. The Soviets had achieved high rates of econornic growth
by using state planning, and the USA, under the leadership of President Roosevelt

had increased the role of the government in the economy by initiating t h e "New
Deal". Although the accomplishments of the fascist governments of Germany and

Italy were less impressive, Yen still believed that there might be some positive
economic lessons t o be learned from them.

Shansi's military threats were numerous. The Chinese Communists wanted to
gain a foothold in Shansi before the Japanese invasion. As a result of military
confrontations with the Communists, Yen initiated social and military reforms in
order to raise popular support for his regime and to better prepare his army to
resist renewed Communist attacks. Yen also feared the growing military power of
the USSR, and Nationalist China. However, the greatest threat to Shansi's

independence was Japan. Japan wanted t o acquire Shansi's mineral wealth and its
newly constructed industrial and communications infrastructure.

The Japanese even viewed Shansi as a growing threat to Japanese commercial
interests in North China. For example, historicaily, China had imported most of its
steel from Japan, but the new facilities which were being constructed i n Shansi
were capable of producing steel for export t o the rest of North China a t a lower

cost (Giflin, 1967, 215).

Additionally, both Yen Hsi-shan and the Japanese

wanted control of the iron resources of the bordering provinces o f Suiyuan and
Chahar. Basically, Shansi's military and Yen's political influence in China Proper
were essential t o maintain the territorial integrity o f the province and t o guarantee
commercial accpcs t o neighbouring provinces and regions.

Rapid economic recovery was needed to restore confidence in Yen and his
government. By 1932, Shansi's trade balance had deteriorated considerably. Net
imports included:

- narcotics and foreign

made goods, ie.

, kerosene,

matches,

Ieather products, paper, textiles, and cigarettes(Gillin, 1967: 125). These foreign
imports decimated the province's handicraft industries, which in turn reduced t h e

income of the peasants who had operated such industries. Examples o f affected
handicraft industries included: homespun yarn, candle making, and copper
utensils. Fortunately, there was not a food shortage for peasants o r city dwellers
who had sufficient resources to maintain their level of consumption.

However, the combination of bumper harvests along with an infiux o f foreign
cereals, caused t h e price of agricultural products t o decline by as much as 2/3

(Gillin, 1967:125).

This coincided with steep rises in non-agricultural cornmodity

prices which were heavily influenced by the depreciation of Yen's currency. By
1932, the currency was worth less than 10 percent of its original value

(Gilfin,1967: 125). Due to the increasing scarcity of specie, interest rates also
increased rapidly. Most peasants stopped purchasing new goods instead of ta king
out high interest loans to maintain their consumption levels.

The decline in consurnption had adverse affects on commerce and industry.

Between 1927 and 1935, half of the pawnshops in rural Shansi went bankrupt,
along with a few textile mills, al1 of the match factories, its only distillery, and
thousands of other commercial and manufacturing firms(Gilfin,l967: 126). I n one
year, 90 percent of the businesses in Taiyuan failed, the output of coal fell, and
the sale of pins made in Shansi decreased by almost 50 percent (Gillin,1967:126).

By 1934, at least one third of Taiyuan's labourers were unemployed
(Gillin,1967: 126). Young women and girls were sold at prices ranging from $CH 2
t o $CH 25 a head by their impoverished families (Gillin, 1967:127). I t was

common for female infants to be killed at birth because they were viewed as a
liability. As a result of this practice, by 1935, wornen made up less than 44
percent of the population (Gillin, 1967: 127). The number of crimes comrnitted

were also rising. "In 1935 the warden of a prison in Tatung blamed the economic
depression for a twelve fold increase in the population of his prison since 1928"
(Gillin,1967: 127).

As a result of the extreme economic hardship that most of Shansi's residents

endured during the 1920's and l93O9s, Yen initiated a Provincial Ten Year Plan of
Economic Reconstruction in 1932.

I n order to defend the territorial integrity of Shansi, military industries were to be
expanded. The long range plan was to produce a wide array of modern weaponry,
including aircraft. Yen sought to tie Suiyuan's economy cfoser to Shansi's. Iron
mining was initiated in Suiyuan and by 1936 over 4,000 acres of formerly untilled
land was brought under cultivation (Gillin, 1967,128).

The Ten Year Plan was modelled on the Soviet Union's Five Year Plans. Yen
adrnired the economic achievements of the Russian Communists because he
believed that they had succeeded in eradicating unemployment (Gillin,1967: 129).
Economic planning was carried out through al1 levels of government, that is, from
the village to the Provincial level. Projects were throughly evaluated before any

money was spent on them. Village Inspection Cornmittees exposed misdeeds
comrnitted by district magistrates, heads of district finance bureaus, tax collectors,
the chief of the Military Telegraph Bureau, and the entire Municipal Government of

Taiyuan (Gillin, 1967:131).

The Society for National Salvation Through Production and the Cornmittee for the
Consumption of Locally Made Goods directed merchants to sel1 provincially
manufactured goods rather than ones imported from foreign countries and other
Chinese provinces. The Bureau of Economic Controis tried to licence importç in

such a way as to prevent foreign made goods from entering Shansi. Out-of-

province Chinese imports were also discouraged if they competed with
commodities manufactured in Shansi.

Government workers in Taiyuan were partially paid with government prornissory
notes that could be exchanged for goods only at the Shansi Marketing Cooperative
for Locally Made Goods. This was a large, modern department store that was built
in Taiyuan to sel1 Iocally manufactured products. Yen planned on establishing a
monopoly of retail trade by encouraging manufacturers and farrners to seIl most of
their production through the Shansi Marketing Cooperative for Locally Made Goods
and other government operated stores (Gillin, 1967:132).

Yen's support for state enterprises and economic planning was founded on reality,
rather than on ideological formulations, ie., he drew from the experiences of other
countries such as the Soviet Union and the Japanese Empire. I n addition to the
phenomenal industrial growth which was occurring in Russia, Japanese statesponsored development was responsible for accelerating the rate of economic
growth in Manchukuo.
Private enterprises in Shansi during the 1930's were
virtuafly al1 srnall, undercapitalized, and inefficient,
while a t the same tirne engaged in savage and
mutually ruinous cornpetition with one another
(Gillin,i967: 133).
Adversely affected industries of this uncornpetitive private sector included flour
mills, a large cotton mill, coal mines, iron works and water-control projects
(Gillin, 1967: 133).

Yen's ultimate goal of economic planning was to bring al1 industries under
government supewision in order to improve producîivity. Shansi's government
acquired the power to set prices and standards of quality for locally manufactured
goods. Manufactures were obliged t o use modern production methods in their
shops and factories and were forced t o merge in order to achieve economies of
scale. For example, al1 of the privately owned mining cornpanipc operating around
Tatung were required to sel1 their output through a governrnent managed
marketing cooperative (Gillin,1967: 134). Additionally, the government created
the Northwestern Industrial Company to develop heavy industry in Shansi.

Shansi's state owned banks were established to finance the Ten Year Plan, but
they also dominated the fiscal resources of the province. Yen established control
over the Provincial Bank of Shansi and he created three more government
operated banks which possessed assets worth nearly $CH 13 million, whereas the
largest private bank had assets valued a t $CH 300,000 (Gillin,1967:134).

Over

$CH 2 million was invested in privately owned pawnshops, but Yen planned to tax
them heavify and eventually replace them with publicly operated firms.

According to Gillin(1967: l36), foreign investment was not an important source of
revenue for financing the Ten Year Plan. The only significant foreign investor was

Japan, but the amount of funds invested would have been inconsequential in
deciding the outcome of the Ten Year Plan. Since foreign capital was not
forthcoming, it had to be raised domestically. Shansi's new industries enjoyed a
monopoly position in the marketplace and charged as high a price as the market
would bear. Profits from selling cernent, alcohol, and other industrial products,
along with other government revenues were used to subsidize the less efficient
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heavy industries. Yen believed that his heavy industries would not become
profitable until growth in other sectors of the economy caused the demand for
machine tools, locomotives, and agricultural machinery to grow.

In order t o raise revenue, the salt merchants were gradually replaced with
government officiais who were thought to be less likely to engage in smuggling or
other illegaf activities. Additionally, the newly created opium monopoly annually
earned $CH 2 million which was spent on economic reconstruction
(GillinJ967: 138)8. Money raised from fines levied against those who grew and
transported it amounted to $CH 6-7 million per year (Gillin,1967:138).

However,

imports o f foreign made heroin and morphine resulted in a revenue loss of over

$CH 30 million (Gillin,1967: 138).

Existing taxes were raised, and new ones were imposed on nearly every kind of
business transaction. For example, there was a 50% tax on alcohol, and a 30%

tax on cigarettes (Gillin, 1967: 138). Professional tax collectors were hired by the

government to increase the effectiveness of taxation. flistorically merchants
handled tax collections, but they could not be counted on to be incorruptible. fax
revenues were an important source of capital for the Northwestern Industrial
Company. Capital amounting to over $US 2 million was raised in 1932, and an
additional $US 22.5 million was raised over the next four years, which totalled
$US 24.5 million for the five year period (Gillin,1967: 139).

'lt shodd bc notcd b a t in the psi, Ycn had bccn opposcd to thc seiling of opium
(Gillin. 1967: i 37).

Any citizen of the province could be conscripted for free labour on public
enterprises and the populace was subject to further government exactions
whenever taxes did not yield enough revenue. I n order to mise investment
capital, miiitary spending was cut. The size of the army shrank and so did the
standard of living of the average soldier. Many of the soldiers built railroads in
return for wages lower than those paid to ordinary coolies.

The sacrifices that the Soviet people made to finance the industrialization of

Russia were held up as an example to the people of Shansi. Yen followed the
Russian example of sacrificing present consumption for future production. Salt
consumption was curtailed and it was exported in large quantities to raise
investment capital. However, Yen did not sacrifice education during the Ten Year
Plan. The existing education system was reorganized in such a way as to
emphasize technical training. Yen foresaw that Shansirs new factories would
require increasing numbers of engineer and skilled personnel if they were to
function efficiently. Consequently, by 1937, quite a few of the engineers and
technicians employed in Shansirs modern sector were graduates of provincial
schools.

Achievements of the Ten Year Plan (Circa 1932-37)
Yen Hsi-shan's Ten Year Plan was interrupted by the Sino-Japanese war in 1937.
Between 1930 and 1937, an extraordinary change was beginning in Shansi's
economy. Its previously insignificant modern industrial sector had grown to a
critical mass which allowed industry-wide linkages to occur, and for industrial
growth to be self-sustaining. Industrial growth was reliant on the development of
a provincial market for industrial products. The National Government a t Nanking

198

was either neutral or hostile towards Shansi's leaders. This hostility probably

limited the amount of commerce between the two regions. However, it should be
noted that Shansi was linked by a railroad network to Nationalist China. This did
allow for the export of some industrial commodities.

I n 1932, the provincial arsenal and machine tool works were expanded into a
complex of 8 factories. Goods produced included: weapons, machine tools,
locomotives, railroad cars, steel rails, electric motors, iron boilers, agricultural
machinery and hydraulic equipment (Gillin,1967:186).

The output of iron and

steel products was successfully raised. Additionally, installations were built to
produce electrolic salts, sulphuric acid, nitric acid and other chemicals. Shops
were also established t o repair automobiles and electric motors. Plans were even
being laid for the construction of facilities t o manufacture aircraft and motor
vehicles. Other newly esta blished modern establishments included: a tannery, a
paper mill, a distillery, a printing plant, a factory which made fire-resistant bricks,
and a cernent works (Gillin, 1967387). I n 1936, the nominal capacities of
Chinese-owned cernent plants in China Proper and Shansi were 5,270,000 and
150,000

- 375

Ib. barrels per year (Feuewerker, 1967:308)~. Additionally, it

should be noted that the total annual capacity of the Manchurian cernent industry
in 1936 was about 4 million

- 375 Ib. barrels (Feuerwerker,l967:308).

Therefore,

although a cernent plant greatly enhanced Shansi's construction industry, its
output was quite small when compared to China's total cement output.

Tcucnverkcr, ct al. ( 1967). A ~ ~ r o a c h io
c s Modcrn Chincse Historv.
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I n order to satisfy consumer demand, government investments were made to

expand light industry. Match and cigarette factories were built which were able to
meet the demands of the entire province. Additionally, a woolen miIl was
established to produce shirting, carpets, and other woven goods. The previously
established cotton rniIls had significantly expanded their facilities, a t a cost of over
$CH 7 million (Gillin,1967:188).

"By 1937 Taiyuan was the site of an industrial

complex consisting of no Iess than 21 large factories" (Gillin,1967: 188).

I n order to meet the demand for electricity, ten new electric generating plants
were constructed (Gillin,l967:188).

As electricity output increased, so did the

numbers of cities that were supplied with it. By 1936, Shansi's chernical
industries had significantly diversified their production. The province's scientists
and tech nicians were producing potassium chloride and potassium carbonate.
Additional ly, Shansi's scientific personnel invented a charcoal burning engine for
use in buses and other motor vehicles (Gillin,1967: 189). These scientific
developments prompted Yen to establish an Academy for research into the natural
sciences.

Shansi's industrial complex was relatively cornpetitive, and diversified enough ta
produce a wide range of industrial products to encourage further industrial growth
and integration of new and existing industries. "It would appear that not only
were the products of Yen's new industries serviceable and reasonably priced, but
the process of industrial growth in Shansi became to some extent self-sustaining"

(Gillin,1967: 189).

High transportation costs kept Shansi from successfully exporting much of the

machinery produced by its heavy industriedo. Although foreign irnports of silk,
cotton textiles, and cigarettes were discouraged, these products were so cheaply
priced that merchants continued to import them. As a result, foreign irnports
continued to offer stiff cornpetition to Shansi's new industries.

Shansi's inability to increase its industrial products exports and t a make al1 of its
import substituting firms profitable was largely responsible for its persistent trade

deficit, which amounted to $CH 7.7 million in 1934 (Gillin,l967:190).

However, it

should be noted that some of these new import substituting firms were able to
compete for markets outside of Shansi. Successful industrial products included
woolen textiles, matches, industrial a kohol, paper, bricks, cernent and machine
tools. These goods were sufficiently cornpetitive to dominate the domestic market
and some of them were able to be successfully exported (Gillin,l967: 191).

By 1934, the number of bankruptcies in Taiyuan quickly declined, and

employment rose. Between 1932 and 1936, its population rose from 76 thousand
to 144 thousand, representing an increase of nearly 90% within the span of four
years (Gillin,l967: 191). The population increase was largely caused by an
increase in the number of people seeking work in Taiyuan's new factories which
were offering high wages to attract new workers. A Communist writer had even
commented that by 1937 one of the distinguishing features of the Taiyuan Basin

was its large numbers of industrial workers.

'O Transport costs could be high for a numbcr of rcasons. For examplc, machincry is quitc
hcavy in cornparison to importcd cigarettes. Additionally, road and rail carricrs outside of Shansi may
have bccn discouragcd h m transporting thc province's exports by rival warlords.

In addition to the already established industries, plans had been laid t o construct
a sugar refinery and a rayon factory. However, planning had to be carefully done

because Shansi was locked in an economic war with Japan and Nationalist China.
The Japanese were trying to hold ont0 their steel markets in North China, and to

expand their consumer goods exports and branch-plant operations. The

Nationalist Government was also trying t o expand their economic influence over
Yen's domain. For example, a dispute over salt taxation caused the Nationalise to

retaliate against Shansi by flooding its export markets with cheap salt.

Although it is out o f the scope of this study, it is worthwhile to note that the Ten
Year Plan did aim t o improve the prosperity of the agricultural sector.

Yen

introduced mechanized textile factories into rural areas; increased crop and animal
specialization, ie.:

cotton, merino sheep and chickens; improved and expanded

dams and irrigation works; and increased agricultura l research. Yen wanted t o
nationalize and redistribute al1 of the farmland in Sha nsi, but province-wide
implementation was impossible because o f opposition from landlords and landowning peasants (Gillin, 1967:203).

Between July 1937 and 1938 Japanese forces occupied Shansi and took control
over its newly constructed industrial sector. Although Yen's army fought
tenaciously against the lapanese, it was only able to rnaintain control over a small
part of the province. I n the land that Yen continued t o control, he p u t the

merchants out of business by instituting government monopolies.

Yen abolished the private ownership of land,
moreover, and redistributed land in such a way as to

give every able-bodied peasant between the ages of
18 and 48 a plot of equal size (Gillin,1967:283).

In 1945, the Japanese offered their surrender to Yen, who promptly enlisted their
support so that he could re-establish control over Shansi before the Communists
invaded. Besides utilizing Japanese armies to defend the province, Yen also
enlisted hundreds o f Japanese technicians to maintain and increase the output of
the factories he and the Japanese had constructed in the Taiyuan Basin
(Gillin, 1967:285).

Yen's troops rapidly lost control of the countryside as the Communist's forces
advanced. By the winter of 1947, Yen's dornain consisted of Iittle more than
Taiyuan and its surrounding area. On April 24, 1949, the commander of Yen's
defence forces, General Imamura Hosa ku, surrendered to the Chinese
Communists. After t h e bulk o f his forces had been decimated, General Imamura
committed suicide by swallowing poison. However, Yen managed t o escape to
Taiwan where he died in 1960 (Gillin,1967:288).

SURVEYS OF SELECTED MANUFACTURING AND MINING RELATED INDUSTRIES

This part of the chapter is divided into two sections, ie., this section which is
devoted to the discussion of the most important industries in Shansi, and a second
section which focusses on Shansi's relative level of industrial developrnent.

Cernent
Cernent was an important indicator of the growth of the modern construction
industry. As part of Yen Hsi-shan's Ten Year Plan, the provincial government
opened the Taiyuan Cernent Works i n 1935-

By 1936, China Propefs cernent output was dominated by eight production

centres, one of which was the one built by Yen in Shansi. Yen's plant was among
the smallest, and its potential output arnounted to only 2.8% of the nominal

capacity of Chinese owned plants in 1936 (Feuerwerker et a1,1967:308)".

Table 4.4: NOMINAL CAPACrnES OF CEMENT PLANTS I N
CHINA PROPER AND MANCHURIA I N 1936
ProvincejRegion
Shansi

Capacity
(375-Ib barrels per year)
150,000

China Proper

5,270,000

Manchuria

4,000,000

1 Source:

Feuerwerker, 1967: 308

The nominal capacity of the Taiyuan cement plant was 150,000 375-lb barrels per
year, which was equivalent to X , 5 l 5 metric tons (~euerwerker,1967:308)'~.

"Fcucwcrkcr. ct al (1967). A ~ ~ r o a c h ctos Modcrn Chincsc Hislow. Bcrkclq: University of
Caiifornia Prcss.
"Giilin statcd that Yen's ncw cernent works werc producing 175,000 tons of ccrncnt per month
(GilIin, 1967: 187). Whcn cornparcd to Fcucnvcrkcr(l967:308), it becamc cvidcnt that this figurc
probably rcfcrrcd to maximum output rncasurcd in 375-Ib barrcls per y=.

Since an output figure for Shansi was not available, output could be estimated on
the basis of the output t o capacity ratio for China Proper which was 83% in 1936
(Feuerwerker, l967:3O8 & 310). Therefore, Shansi's annual cement output would
have been about 21,200 metric tons.

I n 1936, Shansi's net exports through national railways of cernent was 1,420

metric tons (Chinese Yearbook 1937,1937:609).

I t is worth noting that akhough

Shansi's cernent output was relatively srnall, it was sufficient to supply the
province's growing industrial sector. Net exports indicated that there was some
surplus production. The cernent was being produced a t a competitive price which
allowed it to be successfully exported to neighbouring provinces. The net export
to output ratio for cement in Shansi was 7% in 1936. It should be recognized that
cernent manufacturing was one of the new modern industries which were
established as a result of the province's Ten Year Plan.

Without this government

promotion of modern industries, it was unlikely that Shansi's modern industrial
sector would have undergone such rapid development during the 1930's.

Coal Mininq
The discussion given below is meant to high-light the importance o f coal to the

province's economy.

However, essentially all of the information pertaining t o the

development and expansion of Shansi's coal industry is covered in the following
section, entitled "SHANSI'S RELATIVE LEVEL OF INDUSTRIAL DWELOPMENT".

Government investment in mining was smafl, amounting to only $CH 1.5
rnillion(Gillin,l967: 179). The most important minerals produced were coal and
iron. Coal output in 1930 was 2,204,617 tons, which was roughly the same as the
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level of output during the period 1910-14(Gillin11967: 179). According to Shansi's
provincial statistics

(Le. statistics presented i n the Statistical Annual published by

the Provincial Government of Shansi), output nearly doubled within the span of
four years to 4,127,305 (Gillin,1967:179).

According to statistics presented in a

South Manchurian Railroad Company survey of conditions in North China the
output of coal only rose 75 percent, but the author of "Shansi Report'' believed
that output had increased by well over 100 percent (Gillin,l967:179).

Both of the

above estirnates of output growth differ from the provincial government's
statistics. Output growth would have been 87% for the period 1930-34 if the
government's statistics were used to calculate aggregate output expansion. These
three growth estimates make it sornewhat uncertain to gauge the exact level of
output in 1934, but al! three sources recognize the fact that it was possible t o
quickly mobilize labour and capital to expand output if the need arose.

The estimate of coal output in 1934 given by the Chinese Year Book, 1937 issue

was only 2.7 million tons (CYB 1937,1937: 743). There were two reasons for this

discrepancy. It was the goal of Shansi's government to do their utmost to conceal

any significant changes in the level or composition of industrial output from the
Nanking Government. This was done for strategic and military reasons. Yen
thought that if the Nanking Government believed that the Ievel of military and
industrial strength in Shansi was unchanged, then it would not view the province

as a threat to ils regional dominance. The other reason for the data discrepancy
could be explained by incomplete data, ie. the writers of the Chinese Year Book

may have estimated what 1934 output was, on the basis of 1933's output. I n
1933 the arnount of coal sold was much lower than what was produced, and

output plunged to 2,686,046 tons (Giilin,1967: 180) according to Shansi's
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Provincial Government. This was nearly the amount of output which the Chinese

Year Book claimed Shansi had produced in 1934.

I n 1934 Yen's new railroads

were able to compete successfully against the Central Government's Cheng-Tai
Railroad which had previously monopolized Shansi's import and export trade. Coal
exporters now had more railroads open to them, and it should also be noted that
Yen's railroads forced the Cheng-Tai Railroad to reduce its rates in order to
maintain its competitiveness. I t is likely that this was an explanatory factor for
the sharp output rise between 1933 and 1934 which was recorded by the
provincial government.

I n order to maintain consistency, the statistics given in the Chinese Year Book and
other related sources(see the next chapter for details) will be used for further
discussion. This was done because Statistiîc pertaining to Shansi were given for
many years, that is, 1910, 1914, 1931-36, and 1944. Similarly, these sources
also ptovided statistirc for al1 of China, North China, and Manchuria for the same

years.

Iron and Steel
Historical Trends I n Trade Ouenness And Piq Iron Output I n China
Iron and steel making technologies were very well developed before the onset of
industrialization. This high level of technological know-how and the large scale of
production that could be achieved by pre-modern firrns probably retarded the rate
of diffusion of modern industrial technologies, ie., the steam engine and
electricity, to China's well established centres of metal smelting and fabrication.
This was likely the case in Shansi. Its pre-modern pig iron producing capacity was

considerable. I t was not until the late 1930's that modern sector pig iron output
started to become a significant proportion of total output.

It is useful to look at the historical trend in China's per capita output of pig iron.
The high level of output attained during the Sung dynasty shows that pre-modern

firms could resist the adoption of modern technologies for a Iirnited time.
However, as illustrated by the historical data, the main periods of output growth
ocetirred during tirnes of openness to foreign ideas. Since Shansi was quite
insular, it was unlikely that the province's pre-modern pig iron sector was open to
foreign ideas or technologies. Therefore, it is reasonable to assume that without
the adoption of the technologies of the industrial revolution, Shansi's pig iron

output would have been stable. However, the establishment of modern iron and
steel processing plants proved that the application of foreign technologies could be
used to successfully raise output.

The data presented

in the following tables show that per capita pig iron output

was positively correlated with trade openness, ie., openness to foreign ideas and
products. This was not a 20th century phenornenon which was directly caused by
industrialization. It was likely that a relatively open economy encouraged the
dissemination of foreign knowledge and technology to China. The meiding
together of local and foreign ideas probably spurred new technological

developments which raised productivity.

Table 4.5: PIG IRON OUTPUT I N CHINA
Year

-

Pig Iron
PIG IRON -TOTAL POPULATION Per Capita
TOTAL Output
Output (kg)
Output (kg)
(metric tons)

12,247
29,484
82,011
ll3,4OO
56,700
120,000
200,000
600,000
900,000

Year

-

Pig I r o n TOTAL
Per Capita Output
(kg)

Year

Trading
Regime

-

DYNASTY/
PERIOD/
PARlV

CLOSED
OPEN
OPEN
OPEN
CLOSED
OPEN
OPEN

Tang
Sung
Sung
Sung
Ming
Qing
Warlord

OPEN
OPEN

GMD
GMD

Pig Iron TOTAL
Per Capita Output
(kg)

MODE OF
PRODUCTION
Pre-Modern
Pre-Modern
Pre-Modern
Pre-Modern
Pre-Modern
Pre-Modern
Mostly
Pre-Modern
Mostly Modern
Mostly Modern

Avg. Annual Rate
Of Growth

Per Capita Pig lron Output

806

1064

1400

1912

1937

Year

Total Pig lron Output Per Capita
Avg. Per Annum Rate Of Growth

REFERENCE MATERIALS FOR PIG IRON GRAPHS:

ChangJ962: 296, 306
ChangJ969: 92

-

- 1880 estimates (output and population)

1912 to 1937 estimates (output)

Hartwe11,1962: 155 - 1400 est. (output)
Hartwe11,1966: 34 - Sung Dynasty estimates (output and population)
Perkins, 1969: 16 - (population estimates, va rious years)

Earlv Developrnent of Shansi's Ifon Industw
During the first half of the 20fh century, Shansi was reputed to have rich deposits
of iron ore. The province was noted for its multitude of pre-modern iron
furnaces(Arnold,1926: 10)13. However, before the 1930's there were few signs of
the development of modern industry.

During the 19309srShansi accounted for nearly 45% of China's estimated annual
production of iron ore and pig iron by pre-modern mines (CYB 1937,1937:748).
Pre-modern iron ore output was approximately 100,000 tons, and pig iron
production from this ore was about 60,000 tons during the 1930's. Cressey gave
an iron ore production figure of 82,000 metric tons for 194214. However, it is
uncertain whether or not this is total output, that is, pre-modern and modern, or
whether it is only modern output.

I3Arnold, Julcan(1926) China - A Commercial and Industrial Handbook Washington, D.C.:
Govcrnmcnt Printing Ofice.

'"Crcsscy,George B. (1955). Land of the 500 Million, A Ccognrphy of China. p. 1-11.

Table 4.6: Pre-Modern Output During the 1930's in tons

t

PROVINCE

Shansi
Szechwan
Total
Source: CYB 1937,1937:748

I

Since Shansi's mining resources were controlled by Japan during the SinoJapanese War, 1937-5945, one may surmise that the lapanese wouid have
employed modern technologies to raise productivity and increase output.
Therefore, it was unlikely that iron ore output decfined during the Japanese
occupation, unless ore reserves were exhausted.

Iron ore output from Yangchuan, Shansi was the province's largest iron mining
operation. During 1932-33 and 1933-34, output rose 3l0/0 and 6%
respectively(China Proper v.111,1945:96)'~.

Although the above stated growth

rates are high, the actual level of output was modest. Yangchuan's output for
1932, 1933, and 1934 was 13,000, 17,000, and 18,000 metric tons of iron ore
respectively.

It is evident from examining the data presented in Table 4.7 that Shansi's major

mine output was nearly insignificant when viewed as a percentage of the national
total. This is indicative of the fact that most of Shansi's iron ore output came from
small pre- modern mines.

''China Propcr V. RT - Economic Geography, Ports and Communications ( 1 945).
Gcographical Handbook Scrics, Cambridge: Naval IntcIligcnce Division.

--

,. - - .

;
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Table 4.7: I R O N ORE PROOUCîION BY MAJOR MINES

I
I

(1,000's of metric tons; Manchurian mines included)

I

REGION

China, Total
i Yangchuan, Shansi

Percent of Total

SOURCE: China Proper, l945:96.

Pi9 Iron and Steel

- The Expansion of the Modern Sector

I n 1918, a small blast furnace was installed a t Yangchuan by the Paoching
Company of Shansi to produce pig iron(CY6 1936-37:1177). The Paoching Iron
Works had a capacity of 20 tons per day, equivalent to a yearly maximum output
of 7,300 tons(CYB 1937,1937: 748 & 749). Throughout the better part of the
1930'~
steel
~ output was also quite low. Pig iron output from the Paoching Iron
Works was 5,000 and 4,000 tons respectively for 1933 and 1934(China Yearbook
1939, 1974:472).

1

1

I

Table 4.8: P I C I R O N OUTPUT FROM THE PAOCHING I R O N WORKS
in tons

!

.

Year

1933

1934

1935/36

1937 Estimate*

Output

5,000

4,000

12,000

32,120

Percent of Capacity

68%

55'/O

5 5 '/O

5 5 O/O

Capacity

7,300

7,300

21,900 est.

58,400

- -.

--

1

1

Source For Table 4.8:

l

I

* Gillin,1967: 187 - This 1937 output estimate assumes that 58,400 or more

tons of cast iron would be produced from the new, modern Iron and Steel Plant
that Yen had nearly completed building in 1937. See the text for sources for
the preceding years. I t was uncertain what Paoching's pig iron output was in
1937, and as a result, it was not included in this tentative output estimate.

In order to raise steel output, a new efectric furnace was purchased in
1935(Gillin,1967:186),

By 1935, steel output had risen to 20 tons a day,

equivalent to 7,300 tons per year(Gillin, 1967:186). At the same time, iron
'~
1967: 187). Based on the lever of
output a t the Pao Chin ~ o u n d r y trebled(Gillin,

pig iron output in 1933 and 1934, which averaged 4,500 tons per annum, it would
be reasonable to estimate that 1935 output was in the range of 12,000 to 13,500
tons, but capacity may have been as high as 21,900 tons.

Table 4.9: STEEL OUTPUT IN SHANS1
in tons

:

YEAR

1935

1936

1937 Estimate

Output

7,300

43,000

87,600

Cornrnents

Estimated Maximum

Actual Output

Estimated Maximum

Sources: Gillin, 1967: 186 &187.

By 1936-37, the Shansi government was in the process of completing the

construction of a large steel plant near Taiyuan which was to have an estimated

161 bclicvc this is tlic Paoching Iron Works that was mcntioned in othcr sourccs which wcrc
refcrcnccd.

!

i

-

1

,
l

output of 87,600 tons of steel per year(CYB,1937,1937:750).

This modern steel

miIl was valued a t over $Ch 5 million and was comparable, in size to the
Japanese-operated Penchi-hu mil1 in Manchuria(Giltin,l967:187).

When

completed, it would be capable of manufacturing 240 tons of coke, 160 tons of
cast iron, 240 tons of open-hearth steel, and 150 tons of steel rails for the T'ungPu Railroad(Gillin,1967:187).

Nearly 80% of the mil1 had been built by the time

Shansi was occupied by the Japanese who were quite impressed by it. I f the
statistics which were reported for the 1930's were reliable, then it would appear
that Shansi's iron and steel industries were entering a period of extremely rapid
expansion.

Throughout the 1930ts, Shansi's output of iron ore was dominated by the premodern sector. I t was likely that a significantly larger share of output was
produced by modern means during the Japanese occupation. The following table
shows the relative production shares of the modern and pre-modern iron ore

sectors .

Table 4.10: TOTAL
IRON OREOUTPOTOF SHANSI BEFORE AND
DURINGTHEJAPANESEOCCUPATION
(1,000's OF TONS)

1
1
II

: Pre-Modern

Modern

i Total

180

180

180

Not Known

1

: Notes for Table 4.10:

10

I

Pre-modern mines were assumed to use little or no modern industriat

1

technologies, and were labour intensive (CYB 1937,1937:748).

I

3

!

1

Modern mines were assumed to be those that were listed as primary producers
(China Proper, 1945:96). The above stated 1942 output figure for iron ore is

i

1

i

the statistic given by ~ressey". Although not explicitly stated, these output

l

:! figures appeared to refer to modern sector production. This seemed to be

i

1

!

!

probable because upon comparison of these statistics with those presented by
!

i, Chang, one could infer that Cressey was only referring to modern sector
j output?

If
Cressey's iron ore output figure represented most of the iron which was

available for pig iron production, then pig iron output would have declined
substantially during the Japanese occupation. However, if pre-modern output
continued to be significant, then pig iron output could have been maintained at
pre-war levels. Even i f Cressey's iron ore figure referred only to modern sector

'*Chang's study focussed on modcm scctor output but it also gavc somc 4 m a t c s of prcmodern scctor production.

Chang, John K.(1969). Industrid Dcvclopmcnt in Prc-Commuaist China. Chicago: Aldinc
Publishing Co.: 92, 1 17, & 123.

1

1

1
l

output, then the corresponding level of modern sector pig iron output would Iikely
have been similar to the level of production which prevailed before the war.

Table 4.11: SHANSI'S TOTAL PIG IRON OUTPUT

in tons

Year

1942 est.

I

Pre- Modern

Modern
' Total

j

i

Pig Iron to
Iron Ore
Ratio

I

NOTES:

1

I

j Pre-modern output figures were from (CYB 1937,1937: 748).
1 Modern sector output figures were from (China Yearbook 1939,1974: 472) and
, (Gillin, 1967: 187).

l

I

1

i

The 1942 estimate assumed that 82,000 tons of iron ore were mined and that

when smelted, 26,650 tons of pig iron would be produced. The average of the pig

iron t o iron ore ratio for 1933 and 1934 was used to calculate the 1942 pig iron

output figure.

On the basis of the available information, it appeared that the Japanese were not
able t o sustain the rapid expansion in the iron and steel industries which was

initiated under the leadership of Yen Hsi-shan. However, if most of the iron ore

mined in 1942 came from modern mines, this would have marked a signifiant
shift from pre-modern to modern large s a l e mining operations.

It was very Iikely that Shansi's 1942 iron ore output estimate given by CresseyLg
referred only to modern sector output. His source was Nelson Dickerman's,
Mineral Resources of China, Foreign Minerals Survey, II,No.7, which was

published by the US Bureau of Mines in 1948. An output figure of 9,727,217
metric tons was stated for al1 of China in 1942 by Cressey(1955:141).

This output

estimate was essentially the same as the one arrived at by Chang (1969:123),for
modern sector iron ore output. His output estimate for 1942 was 9,452,000
metric tons, that is, approximately three percent srnaller than Cressey's figure.

According to the Chinese Year Book and Cressey, iron ore output would have
declined throughout North China during the wa?

However, information supplied

by Duuslet al(1996) would imply that this was not the case. Known provincial

output statistics are shown below and are followed by a discussion of Duus, et al's
findings.

Totals of these provincial iron ore output figures would imply that output declined
during the Japanese occupation of North China. However, this was not true,
aggregate output figures for North China which were presented by Duus et
a1.(1996) clearly indicated that iron ore output had risen considerably during the
occupation. However, there is no mention as to whether or not modern sector
- --

'9Crcsscy.1955:14 1
''Chincsc Year Book 1937. 1937: 748 and Crcssey, 1955: 14 1.

output dominated the mining industry. It was probable that the modern sector
grew considerably under the Japanese occupation, and rnay have become
dominant. This viewpoint seems credible because during the occupation a
considerable amount of capital was invested in North China's mining industry.
Additionally, it was unlikeiy that high rates of output growth could be sustained
throughout the war i f most mines were reliant on pre-modern technologies.

Table 4.12: NORTH CHINA'S IRON ORE OUTPUT
1

i Province

Pre-Modern Output
During the 1930's21

Modern Sector Output in
194222

l

1

,

Hopei (Hopeh)

NA

NA

Shantung

NA

32,056

i

Shansi

!

Honan

!

I NORTH CHINA TOTAL
t

,'

'
a

Sources:
Chinese Year Book 1937, 1937: 748
Cressey, 1955: 141

These two confiicting scenarios can be reconciled. Part of the discrepancy

between Duus and the previously discussed sources may have been caused by
changes in the geographical coverage of the Japanese controlled territories of
North China. Japanese North China generally referred to the four provinces of

"Prc-rnodcrn output was uscd for comparative purposcs bccausc largc modcrn mine ouiput was
not significant,

"Thcsc figurcs may bc rcprcscntativc of the total Icvcl of output if prc-modcrn mines wcrc
ciilicr abandoncd or upgradcd to modem mincs with thc usc of Japancsc icchnology and machincry in
al 1 of thcsc provinces.

i

Hopei, Shantung, Honan, and Shansi. However, discussions of 3apan-e
controlled North China have sometimes grouped the following five provinces
together

- Hopei, Shantung, Shansi, Suiyuan and Chahar.

Additionally, North

China and I n n e r Mongolia were sometimes grouped t ~ g e t h e ?.~

Iron ore production rose from 483,000 tons i n 1938 to 1,307,000 tons in 1943,
equivalent t o a 2.7

- fold

increase over this five year period (Duus, e t al, 1996:

139 &163). I t was likely that this calculation included Chahar because its
inclusion yielded an output estimate for 1942 which was similar t o the 1943
output figure for North China.

1

TABLE
4.13: AN ALTERNATE ESTIMATE OF fRON OREOUTPUTI N 1942
(QUANTITY
IN
Tons)

j

j Hopei
i

; Shantung
1

:

Shansi

1

Suiyuan

i

Chahar

i
I

NA

I

I

i

NORTH CHINA TOTAL

1

j

!

Source: Cressey, 1955: 141.

%c rcgion of Lnner Mongolia includcd the provinces of Suijuan and Chahar. Sec maps in,
O'Ncill. Hugh B. (1987). Cornpanion To Chinese History. NCWYork: Facts On Filc Publications: 391397.

Taylor, Gcorgc E. (1980). Japanesc Sponsorcd Regime in North China. Nmv York: Garland
Publishing: 9.
Duus. Petcr, ct al. (1996). Thc Japmese Wartime Empire, 1931-1945: 162.
Cohen Jcromc B. (1 949). Japm's Economy in War a d Reconstniction: 163.

Electricitv
I n order to fuel this industrial expansion, electricity output had increased

enorrnously. Between 1929 and 1936 there was a 9-fold increase in electric
power generating capacity(Gitlin, 1967: 188).

I n 1937, Yen was laying the groundwork for a $Ch 6.5 million hydroelectric station

which would have the ability to generate 326,748,000 KWH's per annum(Gillin,

1967:189). I n addition to hydro power, Yen invested another $Ch 200,000 in the
refinery that he had constructed during the 192C's to extract petroleum from
shale rock(Gillin, 1967:189). I n 1936 Shansi produced 172,800,000 KWH's of
electricity (14 KWH's per capital which was equa! to about 3.5% of China's total
output(Gillin,l967: 189). This meant that if Yen had succeeded in constructing the
above mentioned hydro plant, electricity output could have been expanded to
approximately 500 million KWH's, which would be nearly 3 times larger than the
level of output in 1936.

I t should also be noted that although coal output was not sustained a t a high level

- 1936),
period of Japanese rule (1937 - 1945).

during the early 1930's (1930

it did expand considerably during the

Expanded coal output was indicative of

both increased industrial production and larger coal exports. Additionally, it was

Iikely that a portion of this expanded coal output was used to fuel coal burning
electric power generating stations.

--

Table 4.14: ELECTRICrrV OUTPUT I N 1936
Million
KWH's

Population in
millions

Year of
Estimate

China, Total24
(China Proper &
Manchuria)

3,967

503.1

'

China ~rope?'

2,616

467.1

1933

1

ShanghaiZ8

980

3.7

1936

'

China, ~ d j . ~ '

1,463

451.0

i

Per Capita Output
in KWH's
1

1933 (Incl.
Manchuria,
Excl.
Taiwan)

NA

265

3

''Grass output. including indusinal plants.
"'China, Totat minus Manchurian output.
T h c Manchurian output includcd production by at lcast somc industrial plants- Eqxcially
notc\vorthy uas the inclusion of the output of the massive poucr station at thc Fushun Coal Mines. The
statistic givcn rcfcrs to gross output , including consumption by thc powcr plants thcmsclvcs.
Thc source for 1 1- 13 uas Wright Tim (199 1) "EZcscarch Notc - Elcctric Powcr Production în Prc- 1937
China", China Ouartcrlv, Issuc No. 126: 356-363.

"According to Ycn Hsi-shan, in 1936 Shansi proâuccd 172.8 million K W ' s of
clcctricity(Gil1in. 1967:189).
2RWright(1991 : 357) gavc the output of Lhc Shanghai Powcr Company as 8 13 million K W ' s
in 1936. This Company providcd 83% of thc clcctricity sold in Grcatcr Shanghai(China Propcr
VoLIII. 19453 19). On this basis. thc clcctricity output of Shanghai could bc cstirnatcd to havc bccn 980
million KWH's.
yChina. Adj.(Adjustcd) is: China, Total minus the following
a) Manchuria
6) Shansi, and
C) Shanghai

i

!

Notes For Table 4.14:

1

Po~ulationdata is from the followina sources:

!

! China Proper, Vol. III(1945)pp.296

- Shanghai

: Chinese Yearbook 1937 (1937) p.41- China's Total pop. during the 1930's
: was 440 million. Population estimates for 1933 were found in Perkins(l969):
! p.212 for China, Shansi, and Manchuria.
Cheng, Yu-Kwei (1956) Foreign Trade and Industrial Development of
China. p. 193 - Manchuria

Annual Growth
Rate
Manchurian
Population,
millions

29.969

43.234

4.7%

Pop. estirnate for 1936 extrapolated using the above rate of growth:

36.013 million.

1

i

'

Table 4.15: ELECTRIC POWER OUTPUT IN 1936
FOR SELECTED CO UN TRI ES^"
COUNTRY

KWHrs Per Capita

Japan

343

USA

868

UK

436

MUSForeign commerce YearBook 1938 (1 968):1l3.
Note that Japan's popdation was only 70.9 million in 1936. but becausc of the rclativcly high pcr capita
production of clcctricity, japan Propcr's aggregatc elcctricity output was 24.3 12 million KWH's. This
was far in cxccss of what was produccd in China. Evcn wi th the inclusion of Manchuria, total output
fcll far short of what lapan produccd.

Communications - Railroad Construction
Railway construction was an integral part of the Ten Year Plan. Approxirnately
600 miles of narrow-gauge rail lines were laid which ran the length of the

province. This new railway was named the T'ung-Pu Railroad. Construction
started in the summer of 1932, and it was nearly completed, along with at least a
hundred miles of branch Iines, when the Japanese launched their invasion into
Shansi in the summer of 1937.

Most of the steel rails, forty-five locomotives and miscellaneous other railroad
equipment was imported from Germany. Yen's factories manufactured the
railroad's wooden sleepers and over 460 freig ht cars. Additionally, it should be
noted that during the plan period preceding the Japanese invasion there was a 3fold increase in the size of the telephone system. Collectively, the expansion of
telecommunications and the railroad network significantly improved Shansi's
communications infrastructure.

SHANSI'S RELATIVE LEVEL OF XNDUSTRIAL DEVELOPMENT

Introduction
Yen Hsi-shan's Ten Year Plan for economic development was launched during the

early 1930's, but was interrupted by the Sino-lapanese War(1937-45) in 1937.
Yen's efforts to create a modern industrial sector were partia liy successful.
Although there was an upsurge of modern sector industrial output

,the pre-

modern sector continued to dominate the economic life of the province. The
important point to be noted is that most of the growth sectors were reliant on
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modern technology. Unless otherwise specified, industrial output figures refer to
modern sector output. Therefore, the over-al1 level of Shansi's industrial output
was probably higher than some of these comparisons would suggest.

One method of determining Shansi's relative level of industrial development is to
compare its output of the nation's rnost traded industrial commodities with other
provinces or regions. Cornparisons for a wide range of cornmodities are difficult to
corne by for earlier years. Therefore, the mid-1930's has been chosen as the most

appropriate time period to study. Althoug h industrialization efforts were well
under way by 1936-37, one must bear in mind two points. Firstly, the industrial
complex which existed in Shansi during the 1920's was minuscule when compared
to what existed by 1936-37. Secondly, the 1933 population was 12.4 million,
equivalent to 2.5 percent of China's total popufation(Perkins 1969:p.212).

This

means that as long as Shansi produced more than 2.5% of a commodity's national
output, then it was producing more than the average level of output for that
commodity.

The following products were sefected for cornparison:-

1.

Cotton Yarn and Cotton Piece Goods

These two goods served as basic staple commodities for the bulk of
China's population and represented the most traded commodity group in
the country during the 1930's. Additionally, foreigners looked at China as
a huge potential market for their manufactured Cotton goods.

Cigarettes
Cigarettes were the most traded consumer good in the country. There
was considerable foreign investment in the Chinese cigarette industry,
and China also imported cigarettes.
Flour

Modern flour milling developed quickly because of low production costs.
Flour mills were established in the wheat growing areas of Northern China
and in ports such as Shanghai which acted as processing and exporting
centres.

Raw Cotton
Although it wss not an industrial product, raw cotton was one of China's
most important industrial raw materials. As China's domestic production
of manufactured cotton products grew, demand for raw cotton was
stimulated. I n addition, demand created by the Ja panese cotton industry
was especially intense during the Sino-Japanese war.
Coal

Coal was China's most important non-agricultural r a w material. By the

1930's quite a few large modern coal mines existed, but they operated
side- by-side with many pre-modern mines. Since coal was most cheaply
transported in bulk shipments, its exploitation tended to encourage the
development of new railroads. Additionally, coal was in high demand to
provide fuel to China's modern industries which were most prevalent in
Manchuria, Shanghai, and other major port cities. I n order to develop
modern industry, cheap coal was essential. This was one advantage that
Shansi had, which many other provinces lacked.

Cotton
The most important dornestically traded commodities were cotton yarn and cotton

piece goods. Throughout the 1930's it was likely that Shansi was capable of
producing enough cotton productç t o satisfy its domestic demand (Chinese Year

Book [CYB], 1937: 621). By 1936 Shansi's cotton products output was significant,
but it was by no means a large producer.

1

Table 4.16: COmON INDUSTRY STATISTiCS FOR 1936
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Table 4.17: COITON INDUSTRY STATISTICS FOR 1936
No. of Factories
Percent of Factories
Shanghai
Kiangsu,
excl. Shanghai
Kia ngsu
Liaoning
Shansi
Total
Source: CYB, 1937:621

Since statistics were not available for ail of the provinces, cornparisons were best
made with Kiangsu, which was the largest provincial producer.

Otherwise,

Shanghai was the best standard of cornparison because the output values or
quantities for a wide range of commodities was known for the city during the
1930's. Additionally, it should be added that in most cases, unless othewise
noted, Kiangsu's output included that of Shanghai. Shansi's cotton yarn and cloth
output were respectively 5% and 3% of Kiangsu's output.

Ciqa rettes
The second most traded commodity was cigarettes. On a national level, Shansi
was an insignificant cigarette producer. However, its output generated by Ch inese
factories exceeded the production of Chinese factories in the following provinces
for which data was available: Kiangsu, excluding Shanghai; Chekiang; Anhwei;
Hupeh; Shantung; and Hopei. I f foreign factory output is added then, Hupeh,
Shantung, and Hopei's output far exceeded Shansi's. Shansi's output was
equivalent to 2% of Shanghai's Chinese factory output and over 1% of its total
factory output(Chinese Year Book 1937, 1937:621).
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Table 4.18: CIGARETTE OUTPUT STATISTICS FOR JULY 1934 TO JUNE
1935
I N MILLIONS OF CASES

REGION
Shanghai
Kiangsu, excl.
Shanghai

CHINESE
FACTOR IES

% OF CHINESE
FAtOvRlES

50.8
Iess than 1
million

FOREIGN
FACTOR lES

TOTAL

95O/'
NA

Shansi

1.0

2OO/

TOTAL

53.5

1OO0/o

77.5
less than
1 million

1.0
109.3

Source: Chinese Year Book 1937, 1937:621

Flour
China's third most important commercialIy traded good was flour. I n terms of
factory capitalization, Shansi cornpared favourably with other producing regions,
but its output was relatively low in cornparison t o Shanghai.

As can be seen from Table 4.19, Shansi's output to capital ratio was less than half

of the national average, and was very low when compared to Shanghai. This

would imply that the capital invested i n t h e modern fiour milling industry in
Shansi was used t o establish or support a relatively inefficient industry which did
not offer a large return on its capital. However, it is likely that although these
mills appeared uncompetitive nationally, they probably were able t o outperform
Shansi's pre-modern fiour mills.

Table 4.19: CHINA'S FLOUR MlLLS
Region

No.
of
Mills

%of
Total

- Output from July 1932 to June1935

Capital

OO
/
of
Total

Output
millions of
sacks

O/O of
Total

$CH
millions

Shanghai

11

10O/O

7.9

25*O/

31.1

42O/'

Kiangsu
(excl.
Shanghai)

14

13

5.5

17

15.1

20

5

5

1.3

4

1.O

1

Shansi

Output
to
Capital
Ratio

Source: China Year Book 1937, 1937: 624

Raw Cotton And Coal
Two of the most traded raw materials for industry were raw cotton and coal. Raw

cotton output depended primarily on pre-modern farm output which used Iittle
modern technology. On the other hand, many coal mines utilized some modern
technologies, but others were essentialfy pre-modern operations which rel ied on
increasing the number of labourers in order to raise production.

Shansi's raw cotton production was probably adequate to supply its provincial
cotton mills, but its production represented only 4% of China Proper's output. The
output to area cultivated ratio of Shansi was close to the national average, but

land productivity lagged behind Kiangsu.

Table 4.20: RAW COTîON OUTPUT I N 1935
PROVINCE

AREA
CULTIVATED
(1,000 SHIMOWS)

1
' 0 OF
TOTAL

5O h

OUTPUT
(1,000 SHIPICULS)

628

O
/'
OF
TOTAL

OUTPUT
TOAREA

R A ~ O

Shansi

2,389

Kiangsu

11,998

23

3,951

27

0.33

Total

52,182

100

14,586

100

0.28

4%

0.26

Source: China Year 8ook 1937,1937: 627)

Coal Mininq
For the period, 1910-14, the province's coal output was approximately 2.5 million
tons(China Year Book [CYB] 1919-20, 1974:65). This level of output was
equivalent to 25% of China's total coal production in 1 9 1 0 ~ ~This
.
ratio rose to

27% in 1914 because total Chinese output decreased, not because production
increased in hans si^^.

The Chinghsing collieries, at Chinghsing, Chihli province (at the Shansi border)

were owned by a Sino-German Company, and its capital amounted t o

"China Ycar Book 19 19-1920,1973: 64 and 65

33ChinaYcar Book 19 19-1920,1974: 64 and 65

23 1

TIs. 5 0 0 , 0 0 0 ~(China
~
YearBook,l919-20:69).

Although the mines were not in

Shansi, a railway Iine was built to connect them with the Shansi railway system.

The Paoching collieries, a t Pingtingchou, in eastern Shansi, on the ChengtingTaiyuanfu Railway, were owned by the Pao Chin Mining Company of Shansi. This
Chinese owned operation operated with imported foreign machinery and was able
to achieve an output of 131,396 tons in 1915 (China Year Book, 1919-20:70).
The Pao Chin Coal Mining Company was founded in 1906 and its capital in the

early 1920's amounted to 2 million taels (Arnold, 1926:527). The Company was
established by the Shansi gentry to take over the concession which was repurchased from the Peking Syndicate in 1908 (Arnold, 1926527). Between 1915
and 1922, output had risen considerably. Output in 1922 totalled 223,386 tons of
anthracite coal (Arnold, 1926:527). Pao-Chin Company's Pingting coal mines
employed approximately 2,000 workers in 1 9 1 9 ~ ~ .

The Chinese owned, Tung Pai Mining Company was established in 1921 with

capital valued a t 3 million yuan [Chinese dollars] (Arnold, 1926:527). Its capital

was contributed by Shansi merchants in cooperation with Cantonese merchants.
3'Tlu i s an abbroiatioa for T A S . This was Lhç main accounting unit uscd in the Ckincsc
m o n c i q systcm while ir w a s basai on a silvcr standard. During die 1930's. the Nationalist governmcnt
adoptcd thc Chincsc Dollar as its prirnary accounting unit. This marked a change from having a s p i c
bascd currcncy to onc that was bascd on paper rnoncy. Thcrç %.asmorc th6mone type of tacl, but rhcir
valuations ucrc simikir. Thc HK tac1 Mas the accounting unit uscd for Foreign tradc transactions, and
y x r l y cschangc rate valuations can bc casily found. Rcfcr to:
Chcng, Yu-Kwci(1956) Forcign Trade and industriai Dcvclopmcnt of China. Washington, D.C.:
Univcrsity Prcss of Washington, D.C.: 262 &263.
U.S. Foreign Commerce Yearbook,l933.: 254. - In 1320, 1 HK Tac1 = SUS 1-24

35Chcsncau'c,Jcan. ( 1968). The Cbincse Labor Movement 1919-1927. S tanford: Stanford
Univcrsity Prcss: 38.

Output of biturninous coal in 1922 was estimated a t 150,000 tons
(Arnold,1926: 527).

Coal output in Shansi was considerable, and the province ranked as the 3d largest
producer in China Proper in 1934. As can be seen from the chart shown below,
Shansi's coal output expanded rapidly during the Sino-Japanese War (1937-45).
Throughout this period the province's mineral industries were under Japanese
management, and were in the process of being integrated into a North China
economy which was to supply t h e Japanese empire with fuel (primarily coa!, and
ferrous and non-ferrous minerals\metals). It should also be noted t h a t the four
largest producing provinces in 1934 formed the North China region which came
under direct Japanese control during t h e Sino-Japanese War.

Table 4.21: Estimated Coal Output I n Shansi and China '
millions of tons

Shansi
Shansi's
Output
Shown
As A %
Of
National
Output
China,
Tota I

2.5

25%

2.5

27%

2.3

2.4

2.5

2.7

1.9

2.0

6.3

8O/'

91
'0

9%

8O/'

5O/'

5%

10%

COAL OUTPUT IN SHANSI & CHINA
MILLIONS OF TONS

China, Total

(

The long-run trend in Shansi's coal output has been one of relative stability.

Between 1910 and 1936, the level of output fluctuated between 1.9 and 2.7
million tons per annum. It is possible that for a short tirne, coal output may have

been as high as 4

-

5 million tons during the 1920's. This estimate is based on

the fact that during the 1920's imports of foreign mining machinery increased and

more mines tried t o employ contemporary mining methods3'. Between 1920 and
1926 coal output almost doubled, but this trend did not continue because Yen's
wars with other warlords disrupted the economy?

The output expansion that

occurred between 1936 and 1944 marked a break with the past for three reasons.
Firstly, this level of output was significantly above what was achieved during
1931-36 when Shansi was rapidly industrializing, and secondly, there was an

infusion of lapanese investment, technology, and management methods during
the Sino-Japanese War. Additionally, when Shansi's economy was Iinked with that

of the Japanese Empire, the rail network of al1 of North China was unified and
exports of surplus coal to Japan and Manchuria could be easily increased. This

was in sharp contrast ta the pre-war situation during which time Yen Hsi-shan
sough t to ma intain Sha nsi's autonomy from the Nationalist government at
Nanking.

In 1934, the coal reserves of Shansi and Suiyuan were 127,127 and 467 million
tons respectively(China Year Book 1939,1974: 469). Shansi's reserves were

YB
equivalent to over half of China's total coal r e s e r ~ e s ~ ~ ( Cl939,1974:469).
Although most of the coal reserves were located in Shansi, most of the coal
rnining did not take place there.

3'Gillin. 1967:%7
M y cstimatc o f 4 4 million tons assumes that output doubled cithcr From a base Icvcl of 2 or 2.5 million
tons in 1920.

I n 1932, the leading coaf pmducing provinces were: Hopei, Shantung, Shansi,
and Honan. Between 1932 and 1934, Shansi maintained its position as the 3d
largest producing province. It is also noteworthy that the production of coal by
Shansi's principal mining companies made up a small percentage of the
provinces's coal output. This disparity is especially striking when compared to
Hopei which was China's leading coal producer.

The Japanese occupied North China with the airn of exploiting its rich mineral

resources. "Theoretically the Provisional Government controls the four provinces
of Hopei, Shantung, Honan and Shan~i."(Taylor,l980:9)~~.
These four provinces

comprised the region known as North China. These provinces were China's four
principal coal producers. Although it was clear that the coal industry developed
rapidly under Japanese auspices, it was equally notable that pre-occupation
development was relatively slow (refer t o Table A4.5b).

Table 4.22: COAL RESERVES
Geological Survey of China estimate from 1934 in millions of tons
PERCENTOF NATIONAL
TOTAL

Shansi

Suiyuan

467

Less than 1°h

Hopei
CHINA

Source: China Year Book 1939,1974:469.

Vaylor, Gwrgc E. (1980) Japaacsc Sponsorcd Rcgime ia North Chine Ncw York:
Garland Publishing Inc.

Table 4.23: PRODUCTION OF PRINCIPAL COAL COMPANIES I N 1933

1,000's of metric tons

Hopei (Total)

...................

1.

Kailan
Other Principal
Producers

Sub Total of Principal
Producers
Shansi (Total)

...................

1.

Paochin

2.

Chingpei

Sub Total of Principal
Producers
Source: China Year Book 1939,1974:469.

--

--

Table 4.24: COAL OUTPUT
(1,000 TONS)

Re~ion\Prov.

1934

Hopei
Shantunq
Shansi
Honan
NORTH C H I N A
CHINA PROPER
MANCHUWA
Total China
N.China &
Manchuria

7,740
3,504
2,700
2,131
16,075
20,899
10,338
31,237
26,413

% of
Output*

1944
25% 12,000
11% 10,300
9O/'
6,250
7 OO/
300
51°/o 28,850
67% 36,838
33% 25,627
1OO0/o 62,465

85%

54,477

% of
Output*
19O/'

Annual Avq.
Growth
Rate

16O/0
10OO/
0OO/
46%
59%
4 1Oo/
100%

4.5%
11.4%
8.8%
-17.8%
6.0%
5.8%
9.5%
7.2%

87%-

7.5%

NOTES FOR TABLE 4.24:

* OO/

of Output refers to Output of Total China

ASOURCES:See €ndnotesb

ANNUAL GROWTH RATE OF COAL OUTPUT
1934 TO 1944
N.China & Manchuria
Total China
MANCHURU

CHINA PROPER
NORTH CHINA
Honan
Shansi
Shantung
Hopei

Before the occupation of Shansi, Japan had already invested in new railways in
North China so that once the province was under their control, its coal deposits

could be easily accessed (Gillin,1967:214).

Coal mining was given a high priority

by Japan. Between 1937 and 1945, about $US 62.5 million ($Ch 213 'million a t
the exchange rate prevailing in 1937) was invested in Shansi's coal rnining sector
by Japan (Gillin,1967:215).

This was a substantially larger amount of capital than

what had been invested during Yen's Ten Year Plan(TYP). 1 estimated that the
capital outlay for the mining, manufacturing, electricity, and communications
sectors during Yen's TYP arnounted to at least $Ch 80 million (refer to Shansi
Investment Appendix).

Although iron, steel, and electricity output represent important indicators of
industrial development, these commodities were not important to China's domestic
commerce. Therefore, it would be more suitable to discuss these items in the
section entitled "Shansi's Mining and Metal Industries". Some pre-war
comparisons can be drawn between Shansi's iron industry and that of China
Proper and Manchuria. However, war-time comparisons were difficult to make

because Shansi's production was usually grouped with the other provinces of
North China.

Summary Of Observations

The most notable characteristic of this comparison of important nationally traded
cornmodities was that Shansi was an average or small producer in terms of per
capita output. I n ternis of gross output, its production was relatively insignifiant
when cornpared to other producing regions or national output Ievels. Coal mining

was the sole exception. Shansi possessed immense coal deposits and was one of
China's leading producers of coal.

Shansi's Post-War lapanese Connection: 1945 To 1949
By the end of the Sino-Japanese War(1937-45) the 3apanese had made significant
investments in Shansi's industrial sector, ie., mining and manufacturing. Shansi's
industrial infrastructure had been irnproved during the Japanese occupation, and
its modem industrial sectors were emciently run.

The post-war story of Shansi differed greatly from either Shanghai o r Manchuria,
because unlike these areas, the Japanese armed forces stayed to defend the

province against Chinese Communist i n c u r ~ i o n s ~Additionally,
~.
Shansi's
extensive, modern industrial cornplex remained intact and stayed under Japanese
managerial control. I t s industries benefited from the continued use of Japanese
managerial and technical personnel. As a result of this Japanese aid, Shansi's
production levels of munitions and war-materials continued a t high levels, and
significantly augmented what was available to anti-communist forces du ring
China's Civil War (1945 to 1949).

Overall, Shansi's industrial economy performed well immediately following the
Sino-Japanese War. The Taiyuan industrial region not only maintained wartime
production levels, it even was able to increase its output (Gillin,1967: 285).
However, the maintenance of a food supply rapidly became a problem as Yen's

forces lost direct control of much of the countryside, other than Taiyuan and its
environs. A t least until the end of 1946, a sirnilar picture prevailed in the rest of
Japan's former Occupied Territories in China. The lapanese Army remained intact

* The main sourcc matcrial for this scaion on Shansi was Donald G. Gillin and Charlcs Ettcr's
articlc, "Staying On: Japancsc Soldicrs and Civilians in China, 1945-1949.", Journal of Asian Studics.
Vo1.42, Issue 3, May (1983): 497-5 18.

and fully armed. I t controlled rail zones, cities, and many towns in North China
and fought tenaciously against hostile Communist armies and guerrilla

forces(Gillin, 1983:500-501).

The Japanese Imperia1 forces stationed in Shansi allied themselves with the

province's Warlord, General Yen Hsi-shan and Chiang Kai-shek's Nationalist
government. Basically, Chiang required help from anyone who would give it to
fight China's growing communist guerrilla forces; Yen needed the Japanese to
protect his province against communist incursions, train his soldiers, and to aid in
the continued industrialization of Shansi; and the Japanese f e f t that it was their

patriotic duty to defend Japan against communism, and t o encourage economic
CO-operationbetween Japan and Shansi, so that Shansi's natural resources,
namely coal, iron, and cotton could be used for Japan's economic and military
reconstruction.

Yen Hsi-shan and the 3apanese wanted to secure Shansi's independence from

China and to establish agricultural and industrial self-sufficiency within the

province (GiIlin,1983: 506).
Japanese leaders in Shansi apparently wanted t o turn
the province into a little Manchukuo, which they would
dominate in alliance with a compliant Chinese warlord
just as the Japanese Kwantung Army actually had
dominated a seemingly independent Manchuria under
the warlord Chang Tso-lin. (Gillin,1983:506)

Also, of significance was the fact that the Japanese Army garrisoned in Shansi
originally belonged to the Kwantung Army which had previously dominated
Manchukuors government and military'"

(Gillin,1983:506).

Jono Hiroshi, a high

ranking Japanese offÏcial in Shansi persuaded many Japanese to stay in Shansi
because, "by remaining in Shansi the Japanese could act as the foundation for the
reconstruction of lapan" (Gillin,1983:506).

I f patriotic appeals to strengthen

Japan and defend it against communism did not convince his cornrades to stay,
then economic and social incentives and privileges were offered.

1

I

Table 4.25: JAPANESE ARMED FORCES STATIONED I N SHANS1

1
i

,

1

1

Year

1937-38

I

i No. Of Soldiers
f

1

+60,000~~

1 1945

1 15,000'3

/ 1946

1

j

j 3,00045

10,000"

1

1949

!

I

i

!

1

1

I
I

: Sources: Gillin,1967:273 and Gillin,1967:507.

' Othcr than ihc Japanese Kwanhing A m y , Manchukuo had its own army of Chincsç
conscripts which wcrc uaincd by tlic Japanesc (Coox, l989:413+ 14 in Duus[1989]).

" Thcrc wcrc wcll ovcr 60,000 troops involveci in the invasion of Shansi. Japancse casualtics
alonc toialleci 30.000 and an equd number wcrc woundcd (Gillin, I967:273).
43 Immediatcly foltowing thc conclusion of thc Sino-Japancsc War, a fighting forcc of 15,000
Japancsc soldicrs allied ihcmselves with Yen's regirnc (Gillin, 1983:507)..

" The loss of 5.000 soldicrs was duc to repalnation to Japan (Gillin, 1983:5O7).
." The Ioss of 7.000 soldicrs was prirnarily due to casuaitics inflictd during clashes wiih
Chincsc Comrnunist forces (Gillin, 1983 507).

!

Concludinq Remarks
Unlike Shanghai and Manchuria, which industrialized with the aid of foreign
capital, Shansi primarily relied on provincially based capital*.

I n contrast to

Shanghai and Manchuria, Shansi's industrialization was airned at developing a
provincial market for its industrial production, rather than becorning an exportoriented enclave economy. For the most part Shanghai's commercial and
industrial firms relied on global markets and access to foreign capital to ensure
their prosperity. Before the Japanese occupation of Manchuria, its agriculturally
oriented export sector also relied on global markets and enjoyed access to modest
amounts of foreign investment. However, after the creation of Manchukuo,
Japanese industrial investment rose sharply and its commercial ties to Japan were
strengthened.

Japanese investment in Shansi also rose significantly after 1937,

and itç industrial sector was integrated into Japan's growing economy.

However, this pattern of development was in sharp contrast to the pre-war period.
Shansi's manufacturers were encouraged to export surplus production, but the
aim of Yen's development strategy was to create a diversified economic base
which could support a rnilitary that would be capable of defending the province
against rival warlords, Nationalist armies, or Japanese invaders.

Shansi's attempt at industriatization is unique. Although its economy was highly
dependent on trade, foreign investment was negligibfe4'. This situation was totally

Qcrc was a small amount of Japanesc invcslmcnt in the form of loans and invcstmcnt in
mining pnor to 1937.
"Various cxamplcs, such as the magnitude of annual tradc dcficits, wcrc offcrcd throughout
this chaptcr to indicatc that Shansi [vas reliant on tradc with thc rcst of China. Sincc Shansi did not
posscss any T m i y Ports, its forcign tradc was not recordcd by thc Mariîimc Cusioms- As a rcsult, only

unlike the economic environments existing in Shanghai and Manchuria which

both received significant amounts of foreign investment. It should also be noted
that Tientsin, North China's most important port city, received foreign investment
from the United States, Europe, and Japan before 1937. The war-tirne investment

and trade of Tientsin and its environs was dominated by Japan.

qua1 iiativc csamples of forcign uadc cqosurc could bc offcrcd. Railroad sratiso'cs for 1936. oEcrcd a
glimpsc at thc composition and sizc of Shansi 's trade. Howcvcr, thcsc figures have to bc \icwcd
cautiously bccausc the rclativc sharcs of nilroad. road and watcr borne cornmercc wcrc unccrtain.

Chapter 4
APPENDIX

Investment And O u t ~ uStatistics
t

Table A4.i:

'

-

SHANSI INDU~RXAL
IIYVES~MENT
DURINGTHE10 YEAR PLAN
IE. RAXLWAYS,
A N 0 MINING

-

(1932-1937) EXCLUDING TRANSPORTATION,

MANUFACTURING
Sector, Product or
Factory Type

Arsenal and Machine
Tool works2

OUTPUT

CAPIïAL

In Chinese
Dollars
Armarnents, machine tools,
locomotives, railroad cars, steel
rails, electric motors, iron boilers,
agricultural machinery, and
hydraulic equipment

Unknown
9

Steel Plant - new
electric furnace

20 tons of steel per day (7,300
tons per year)

Electrolic Salts Plant

------------------------------------

Chemical W o r k
Repair Shops For
Automobiles and Electric
Motors

Unknown
400,000

Sulphuric acid, nitric acid, and
other chernicals

10,000,000

-------------------------------------

Unknown

'

Unlcss othcnvisc statcd. indusuial investrnent statistics wcrc from GiIlin (1967). Thc capital
raiscd for thc Northwcstcrn Industrial Co. \vas givcn on page 139. Othcr statistics wcrc found on
numcrous pages. in various chaptcrs.
'During the 1920's, Yen built a SCH 600,000 machinc tool fmory, but invcslmcnt dunng thc
Tcn Ycar Plan was not statcd (Gillin, 1967:83).

MANUFACTlJRING
Sector, Product or
Factory Type

OUTPUT

1

Steel/Iron Mill
(Nearly completed by

1937)

1
1

CAPITAL
I n Chinese
Dollars

Est. Annual O u t ~ u t
87,600
58,400
87,600
54,750

tons
tons
tons
tons

of coke
of cast iron
of steel
of steel rails

5,000,000

Est. Annual Output

1 36,000
feet of leather belting
18,000 pairs of shoes
Paper Mill

Est. Annual O u t ~ u t

1,200 to 1,500 tons of newsprint
Est. Annual Output

18,000 40-lb barrels of 95 proof
alcohol
Printing Plant

Electroplates, lithographie and
photolithographie plates, and
reams of printed materiai

Brick Factory

Est. Annual Output
24,000 tons of silicon and fireresistant bricks
2.4 million ordinary bricks

Cernent Plant
Match and Cigarette

175,000 tons of cement per yea?
Est. Annual Output

Factories
54.8 million cigarettes
8.8 million boxes of matches
Woolen Mill

Est. Annual Output
360,000 yards of high quality
beige wool shirting
6,000 lengths of wool carpets
60,000 Ibs. of woven goods

'Although Gillin statcd that this was output pcr month, tiüs production cstimatc wouid havc to
bc output pcr ycar in ordcr to be comparable to Fcucnvcrkcr(l967: 308).

MANUFACTURING
Sector, Product or
Factory Type

CAPITAL
I n Chinese
Dollars

Total No. of factories: 5

Cotton Mills Expansion4

74,724 Spindles
2,312 Looms
Output of cotton yarn
(baies) : 65J8 1
Output of cotton cloth (1,000's o f
square yards) : 24,526

l
l

327 million KWH's per annum

Hydroelectric plants
(under construction)
-

- -

--

-------------------------------------

Shale Oil Extraction
Plant Expansion
Research La boratories
Attached To Factories

Potassium chloride and
potassium carbonate

I
Acaderny For Research
I n t o The Natural

Sciences
P

Sugar Refinery and
Rayon Factory

Unknown

A charcoal-burning engine for
buses and other motor vehicles

-------------------------------------

I

4

-

No Output investment capital
was being raised by 1936.

JThc statcd statistics arc from thc Chinese Ycar Book 1937 (1937: 611). Thcsc figura may
not tmiy rcflcct thc total c.upansion of the cotton indusuy in Shansi for hvo rcmns. Firstiy, thc Imc1 of
industrial plant and output rnay havc bccn c o n d e c i from thc Nationaikt Govcrnment for commercial
and suatcgic rasons. Sccondly, signifiant output c-upansion rnay havc occurrcd during 1936-37, but
this is unccrtain. Howcvcr, what is certain, is that thc capital invcstmcnt in thc conon industry during
thc Tcn Y w Plan uas quitc largc, Thc $CH 7 million invcstcd \vas cquivalent to approsirnatcly 13%
of ttic total capital invcstcd in Shanghai's cotton spinning and weaving industncs up 10 1933-34
(Chincsc Ycar Book, Vol-2, 1936-37, 1968 rcprint: 1192). Tiic statistics shoun in thc table werc for
~March,1936 and uic output figures wcrc annualizcd (Chincsc Ycar Book 1937,1937:621).
Although a capital invcStmcnt figure was not shown for clcctric powcr plants. it was known
that clcctrici@output incrcascd ~ i g ~ c a n tduring
iy
thc 1930's. Bctwccn 1929 and 1937. al lcast tcn
ncw gcncrating plants wcrc constnictcd (Güiin, 1967: 138). Dwïng this pcriod, clectric ponw
gcncrating capacity \vas cstimatcd to have riscn at lcast 9-folci, but may have riscn 14-foid (Gillin, 1967:
1su-187).

1

1

MANUFACTURING
Sector, Product or
factor^ Type

1

OUTPUT

1

CAPITAL
I n Chinese

TOTAL CAPITAL (Partial Estimate) in Chinese Doilars For

manufacturing and related facilities.

Some of the above mentioned factories may have been part of the Northwestern
Industrial Company, a state controlled enterprise, charged with the task of
developing heavy industry in Shansi. As was already mentioned, Yen Hsi-shan did
not want the Nationalist Government t o know the extent or success o f his
province-wide industrialization prograrn. This was the probable reason why the
only activities o f t h e company which were reported t o the Central government
were related t o Iight industry and mining, t h a t is, coal mining, animal husbandry,
leather tanning, and the manufacture o f cotton textiles (Gillin,1967:192).

Additional evidence t o support industrial concealment was readily available. For
example, publications of the Nationalist Government seldorn mentioned Shansi,
and Gillin stated that,

"...in an otherwise exceedingly comprehensive statistical

report issued by the provincial authorities in 1934 there is virtually no information
about the factories operated by the Northwestern Industrial Company"
(Gillin,1967:192).

A machine tool works and a locomotives factory were exarnples

of facil ities which were controlled by the Northwestern Industrial Company.

I n fact, it would appear that much of Shansi's new industrial sector must have

been controlled b y t h e Northwestern Industrial Company.

The total amount of

capital raised for t h e company between 1932 and 1936 was $US 24.5 million,

1

equivalent to $CH 79 million. This was about the same as the partial estimate of
total new industrial i n v a t m e n t made during the Ten Year Plan.

Table A4.2:

Estimates of Investment in Mining and Communications
During the Ten Year Plan

~ining~
(Development Funding
for new mines)

Coal output in 1934 was
4.1 million tons

Railroads7
(Completed)

A t least 600 miles of
narrow gauge railroad,
ie. the T'ung-Pu Railroad

Monthly profits ranged
from about $CH 85 t o
200 thousand.
Railroads
(Planned)

1,500 miles of branch
Iines

Telephone Network

Greater than a 3-fold
increase in the size of
the telephone system.

Unknown

TOTAL CAPITAL (Partial Estimate) in Chinese Dollars
For Mining and Communications
TOTAL CAPïrAL (Partial Estimate) in Chinese Dollars
For Manufacturing and its related industries, Mining,

i n d Communications

"CH 360.000 was invcstcd in Shansi's Northwcstcrn Coilicry Numbcr Onc (Gillin, 1967:185).
This largc coal minc \vas localcd in thc castern part of thc prokhcc.

'Most of Uic stccl rails, 45 locomolivcs, and othcr railway cquipmcnt wcrc irnportcd from
Gcrmany (Gillin, 1967:183).

Table A4.3: CAPITAL ALLOCATED TO INDUSTRIAL PROJECïS
I N S H A N S 1 FOR THE PERIOD, 1932 TO 1945
-

Yea r(s)

Project

$US
millions

Exchange
Rate8

$Chinese
millions

Capital of the Northwestern
Industrial Co.'
Total:

1932-1936
Not Applicable,
original data given in
Chinese dollars

Ten Year Plan: TOTAL
CAPITAL (Paniai Mimate) in
Chinese Dollars For Manufaauring
and its related industries, Mining,
and Communications

Estimate of lapanese
Investment in the Coal
Mining lndustryLa

Table A4.4:

REGISTRATIONS FOR COMPANIES I N SHANS1 FOR THE
PERIOD, FEB. 1929 TO DEC. 1935
Capital in Chinese Standard Dollars
NO.OF
COMPANIES

ECONOMIC SECTOR

CAPITAL
(MILLIONS)

PERCENT
DISTRIBUTION
OF CAPITAL

Mineral

Ind ustria t
Commercial
Transportation &
Communications
TOTAL

1 Source for Table A4.4:
*

Exchangc Ratc: Chincsc dollars pcr Amcrican dollar
Gillin (1967). Thc capital raiscd for uic Northwcstcrn Industriai Co. was &cn

'O

1

Chinese Year Book 1937,1937: 645

-

Gillin, 1%7: 2 14-2 15 Gillin's figwc is giwm in Amcrican doIlars.

250

on pagc 139.

FEB. 1929 TO DEC. 1935
Selecteâ Provinces
Capital in Chinese Standard Dollars

1

Shansi (NeChina)

No. OF
COMPAMIES

Suiyuan (N .China)

1 Peiping (N.China)

1

Tientsin (N.China)

I

I

(MXLUONS)

P E R C EDmuuurron
~
OF CAPXTAL

48

10-5

1.8

3

0.8

0.1

35.6

Shantung (N-China)

-

99

91.0

69

13.0

1

6.1
15.6

2.2
1

58

13.9

2.4

148

24-4

4.2

282.8

48.3

Tsingtao (Shantung)
Kiangsu

1
145 1

1
1

Shanghai (Kiangsu)

1 Nanking (Kiangsu)

1,008
- -

-

6.8
-

-

1

-

1.2
--

Liaoning (Manchuria)

25

13.2

2.3

Kirin (Manchuria)

15

3.1

0.5

3

1.3

Heilungkiang (Manchuria)

I

CHINA, Total

1 Source: Chinese Yearbook

2,131

1

0.2
I

585.1

1

100-0

1937,1937:64S
-

Table A4.Sb: COMPARATfVE FIGURES FOR PR€-WAR
AND WARTIME PRODUCIïON OF COAL I N NORTH CHINA
(Output I n 1,000's Of Tons)
1

Oh

PROVINCE

Hopei
Shantung

Shansi
Honan

NORTH
CHINA

1931
7,660
2,094
2,266
1,845
13,865

1936
6,658

Change Per Year

-

4,377

1931 1936
-2.8%
15.9%

2,000

-2.5%

1,765

-0.9%
1.3%

14,800

Oh

1944

12,000
10,300
6,250
300
28,850

Change Per Year

1936 - 1944
7.6%
11.3%
15.3%
-19.9%

(sources: Chinese Year Book 1936-37.1968:1368; Chinese Year Book L937.1937:743;

8.7%

Table A4.6: SHANSI, Provincial Domestic Trade
National Railways Comrnodity Shiprnents i n 1936 I n Metric Tons
Note: 1 picul (tan or shih tan) = 0.05 rnetric tons
20 piculs = 1metric ton

Commodity
Rice and Paddy
Millet
Wheat
Beans, Yellow
Beans, Black
Kaoliang
Groundnuts
Sesamun Seeds
Maize
Cotton, Raw
Tobacco leaf
Coal, Fume
Coal, Anthracite
Coke
Kerosene OiI
Salt
Gypsum
Wheat Flour
Cotton Yarn
Cotton Piece Goods
Cigarettes
Cernent
Sugar
Groundnut Oïl
Paper
To bacco, Prepared
Iron & Brass Ware
Wood & Tirnber
Linseed
Tea
Pig
Leather
Wool, Goat & Came1
Egg & Egg Products
TOTAL

Imports
209
O
1,414
O
O
O
1,498
306
O
668
684
26,400
O
564
4,204
4,248
O

345
27
4,899
537
20
5,535
818
1,582
O
O
1,478
O
1,070
O
O
O
154
56,660

Exports
142
1,583
42,879
1,770
2,076
21,860
O

30
710
5,863
1,117
447,684
843,702
O

30
O
1,950
4,216
2,287
16
636
1,440
60
O
O
3
6,760
2,350
1,453
143
306
581
2,723
1,265
1,395,635

Net Exports
-67
1,583
41,465
1,770
2,076
21,860
1,498
-276
710
5,195
433
421,284
843,702
-564
-4,174
-4,248
1,950
3,871
2,260
-4,883
99
1,420
-5,475
-818
-1,582
3
6,760
872
1,453
-927
306
581
2,723
1,111
1,338,975

-

Note: 1 picul (tan or shih tan) = 0.05 metric tons; 20 picuis = 1 metric ton
The export price is shown.
Beans, Yellow
The export price is shown.
Groundnuts
Sesamun Seeds
The export price is shown.
Rough approximation is made by using the crude oil price
Kerosene Oil
Cotton Yarn
The export price is shown.
The export price is shown.
Ciga rettes
The export price is shown.
Groundnut OiI
Tobacco, Prepared
The export price is shown.
Rough approximation is made by using the avg. of the
Iron & Brass Ware
pig iron & steel prices.
The export price is shown.
Tea
The export price is shown for hides, buffalo and cow.
Leather
Wool, Goat & Camel Çhansi provincial price.

Table A4.8: SHANSI, Value Of Trade
1933 Priees
Commodity
Rice and Paddy
Millet
Wheat
Beans, Yellow
Beans. Black
Kaoliang
Groundnuts
Sesamun Seeds
Maize
Cotton, Raw
Tobacco leaf
Coal, Fume
Coal, Anthracite
Coke
Kerosene Oit
Salt
Gypsurn
Wheat Fiour
Cotton Yarn
Cotton Piece Goods
Cigarettes
Cernent
Sugar
Groundnut OiI
Paper
Tobacco, Prepared
I r o n & Brass Ware
Wood & Timber
Linseed
Tea
Pig ( p r i a per hcad)
Leat her
Wool. Goat & Came1
Egg & Egg Products
TOTAL
TOTAL TRADE (X+I)

V w n f e M r l c Ton

70.0
72.0
92.0
114.8
68.0
56.0
134.2
187.8
58.0
628.0
340.0
5.0
5.0
11.0
140.0
20.0
17.0
113.0
1.479.4

Value in Chif mp-

14.630
O
130,088
O
O
O
200,957
57,459

O
419,504
232,560
132,000
O
6,204
588,560
84.960
O
38,985
39,943
O
1,027,735
700
1,549,800
298,383
O
O
O
O
O
1,054,890
O
O
O
O
$5,877,359

ddlars (yuan)
Exportir
NctErportir

9,940
113.976
3,944,868
203.181
141,168
1,224,160
O
5,633
41.180
3,681,964
379,780
2,238,420
4,218,510
O
4,200
O
33,150
476,408
3,383,323
O
1,217,206
50,400
16,800
O
O
3,860
510,380

O
O
140,981
106,488
492,243
1,437,744
O
$24,075,963

-4,690
113,976
3,814,780
203,181
141,168
1.224.160
-200,957
-51,826
41,180
3,262,460
147,220
2,106,420
4,218,510
-6,204
-584,360
-84,960
33,150
437,423
3,343,380
O
189,471
49,700
-1,533,000
-298.383
O
3,860
510,380
O
O
-913,910
106,488
492,243
1,437,744
O
18,198,604

Table A4.9: IMPORTS CLASSIFIED BY TYPE OF COMMODW
Value in Chinese dollars (yuan)
Commodity
Rice and Paddy
Millet
Wheat
Beans, Yellow
Beans, Black
Kaoliang
Groundnuts
Sesamun Seeds
Maize
Cotton, Raw
Tobacco leaf
Coal, Fume
Coal, Anthracite
Coke
Kerosene Oil
Salt
Wheat Flour
Cotton Yarn
Cigarettes
Sugar
Groundnut Oil
Tea
Cernent
TOTAL
1

232,560 Crops, Unprocessed
132,OoO
O
6,204
588,560 Fuels
84,960 Salt
38,985
39,943
1,027,735
1,549,800
298,383 Agriculture, Processed
1,054,890 Tea
700 Cement
$5,877,359

I

Chart A4.1

l

SHANSI: Major lrnports By Value

?

1

I

Table A4.10: EXPORTS CLASSIFIED BY TYPE OF COMMOOITY
Value in Chinese Dollars (yuan)
Commodity

Coal, Fume
Coal, Anthracite
Kerosene Oil
Tea
Rice and Paddy
Millet
Wheat
Beans, Yellow
Beans, Black
Kaoliang
Sesa mun Seeds
Maize
Cotton, Raw
Tobacco leaf
Gypsum
Wheat Flour
Cotton Yarn
Cigarettes
Sugar
Tobacco, Prepared
Iron & Brass Ware
Cement
Pigs
Leather
Wool, Goat & Carnel

2,238,420
4,218,510
4,200 Fuels
140,981 Tea
9,940
113,976
3,944,868
203,181
141,168
1,224,160
5,633
41,180
3,681,964
379,780 Crops, Unprocessed
33,150 Gypsum
476,408
3,383,323
1,217,206
16,800
3,860 Crops, Processed
510,380
50,400 Non-Agric., Processed
106,488
492,243 Pigs & Leather
1,437,744 Wool, Goat & Camel

560,780
598,731
1,437,744

TOTAL

Chart A4.2

SHANSI: Exports By Value

I
1
1

Wool. Gout 8 Camei (5.97%)
P q s h Lsather (2.49%)
Non-Mnc, Proctsscd (2.33%)-

7
Fu& (26.84%)

l

l

/

Crops, RocEssed (21.17%)

1
T a (0.2996)
Gypsum (O 14%)
t

.
\-

1

LCmps, Unp-

1

(4048%)

i
1

Table A4.11: SUIYUAN
Provincial Domestic Trade
National Railways Commodity Shipments in 1936

In Metric Tons
Commodity
Rice and Paddy
Millet
Wheat
Kaoliang
Groundnuts
Sesamun Seeds
Cotton, Raw
Tobacco leaf
Coal, Fume
Kerosene Oil
Salt
Wheat Flow
Cotton Yarn
Cotton Piece Goods
Cigarettes
Sugar
Paper
To bacco, Prepared
Wood and Timber
Li nseed
Tea
Sheep and Goats
Pig
Wool, Goat & Camel
Egg and Egg Products
TOTAL

Imports
1,984
O
O
O
358
5
332
704
73,029
256
O
O
78
5,667
1,372

3,503
22
3
1,939
O
.2,219
O
O
O
O
91,471

Net Exports
-1,964
1,959
39,459
l,l8O

-358
-5
-272
-704

-73,029
-256
122

2,572
-78
-5,667
-1,372
-3,463
-22
1,668
-1,923
3,468
-2,219
1,802
40
18,852
662
-19,548

Table A4.12:

INTERPROVINCE TRADE (Likin Estimate)

1 haikwan tael = 1.4 yuan (generally representative for the pefiod: 1880-1914)
Columns 1-4: 1870 to 1908 in taels; 1936 in Chinese dollars
Column 5: in Hk Taels
Annual Averages (1,000's)

5

Likin
Year
Kiangsu
1870-79
49,560
1880-89
45,000
1890-99
50,540
A 1900-08
73,320
"1936
NA

tikin

Likin

tikin

Shansi

Manchuria

China

7,330
8,870
4,330
11,870
29,953

30,000
37,000
39,000
64,000
NA

407,340
420,180
420,030
516,860
1,389,400

+China
Maritime Customs
Oomestic 1nterport Trade
Irnports+Exports
NA
105,330
155,350
281,060
1,810,210

SOURCES AND NOTES:
A

1900-1909 for China

- Maritime Customs Domestic Interport Trade.

'Estimate for China is Domestic Trade taken by railroads, annual avg. for 1932-36.
Estimate was in Chinese dollars.
see Chinese Yearbook 1937 p.576.
*Shipments by railroad for Shansi valued at 1933 pnces in Chinese dollars

-

+ Annual Averages in Hk Taels for all years, including 1930-36.
After 1931 the trade of Manchuria was not included in
the customs report for China. see Perkins(1969):p.349.

INTERPROVINCE TRADE (likin estimate)
1 haikwan tael = 1.4 yuan (generally representative for the period: 1880-1914)
1870 to 1908 in taels; 1936 in Chinese dollars
Columns 1-3 & 5 Shown As A Percentage of China's Total Domestic Trade (column 4)
5

Year
1870-79
1880-89
1890-99
" 1900-08
'1936

tikin

Likin

Likin

Likin

Kiangsu

Shansi

Manchuria

China

12.2%
10.7Oh
12.0°h
14.2%
NA

1.8Oh
2. 1°h
1.0%
2.3%
2.2%

7.4Oh
8.8Oh
9.39b
12.4Oh
NA

1O0.O0h
1O0.O0h
100.OO/o
lO0.O0h
100.OOh

+China
Maritime Custorns
Domestic Interport Trade
Irnports+Exports
O.O0h

25. 1°h
37.0°h
54.4Oh
130.3Oh

SOURCES FOR TRADE TABLES
Domestic Trade via National Railways
For Shansi and Suiyuan:
The Chinese Year Book, 1937 issue:pp.609 & 611.

Price Data for Shansi is from :
Chao, Kang. (1983) The Economic Development of Manchuria:
The Rise of a Frontier Economv.
*meat per head for pigs given on p.52.

Hsiao, Liang-lin. (1974) China's Foreian Trade Statistics, 1864-1949.
* export and import prices
Liu & Yeh. (1965) The Economv of the Chinese Mainland: National
Income & Income & Economic Develooment. 1933-1959.
*national and provincial price data - unless otherwise specified,
prices are from this source.

Interprovince Trade
Chu, Samuel C. (1965) Reformer in Modern China: Chana Chien.
1853-1926. New York: Columbia University Press.
*Hk tael to yuan exchange rate given on p. xviii.

Perkins, Dwight H. (1969) Aaricultural Develooment in China 1368-1968.
*trade statistics: pp.349-356.

Chapter 5
CONCLUSIONS: A COMPAFUSON OF THE
INDUSTRIALIZATION EXPERXENCES OF SHANGHAI,
MANCHURIA, AND SHANS1

Industrialization first took root in Shanghai, then in Manchuria, and was followed
by Shansi. Shansi's late industrialization was largely due to its remoteness from
foreign influences. Over-all, in terrns of geographic coverage, Japan was the most
important foreign investor in modern sector enterprises. I t was the only major

foreign investor which was cornmon t o all three regions. Other important foreign
investors in Shanghai were British, Americans, and French. The only other large
foreign investor in Manchuria other than Japan was Russia, while the sole foreign
investor in Shansi was Japan.

Shanghai, Manchuria, and Shansi were chosen as three examples of regional
industrialization patterns because each geographical area was unique in its
development. Shanghai, China's leading coastal port city, was primarily a
commercial centre with easy access to foreign capital which could be invested in
modern industry. I n contrast, Manchuria was a large geographic area which was
located in nofiheastern China. Although it had port cities, it was reliant on an
inland railway system t o link the interior with its port cities. On the other hand,
Shansi was totally land-locked and was reliant on the development of a railroad
network to link it with the rest of China. I n contrast t o Manchuria and Shansi,

Shanghai depended on river and oceanic trade routes to a much farger degree.
Road and rail transport infrastructure existed, but was of fesser importance.

Other than geographic differences, the development of modern industry occurred
along divergent paths in each locality. Shanghai's openness to foreigners
encouraged the importation of foreign technologies in the lgthcenturyl.

By the

1930'~~
the cotton textiles sector dominated Shanghai's industrial sector. It was
also noteworthy that a significant share of its producîive capacity was owned and
controlled by foreign capital. The importance o f textiles t o the city's economy was
even more striking if al1 three sub-sectors were considered

- cotton,

silk, and wool.

Shanghai's industrial growth between 1890 and 1937 was phenornenal. However,

its industrial sector was heavily biassed towards the consumer goods sector (light
industry). Shanghai's leading industries were: cotton, silk, and wool textiles;

flour; rubber; dyeing and washing; machinery; and paper. This was the sharpest
contrast between Shanghai's modern industrial development and that of the other
t w o regions.

The industrial growth of Manchuria and Shansi was much more reliant on the
development of fully functioning producer goods sectors (heavy industry).

' Shanghai w a s an important commercial ci@,both in t c m of forcign and domestic trade
activity. The Qing govcrnment's invcstmcnt in the rnodcrn scctor. ie., thc Chincsc Sclf-Strcngthcning
Entcrprises, and Lhcir adoption of o h c r masures to modcmi7.c thc cconomy helpcd to crcatc an
mnosphcrc that cncouragcd privatc individuals to cstablish k i r own rnodcrn xctor firms during Lhc
19h ccntury. Thc Qing govcrnmcnt foundcd languagc and tcchnical schmls, scnt studcnts abroad,
cxcrnptcd Chincsc machinc produccd goods from thc W n tax, gantai monopoiy rights to certain t 4 p
of manufactures, awardcd ofilcial ranks to ccrtain cntrcprcncurs, and guarantcçd dividcnds to
stockholdcrs of ariain industriai corporations
(Hou. 1965: 2 17).

Initially, Manchuria's economic growth, like Shanghai's was based on the
development of Iight industry. However, from the outset, the region's prosperity
depended on the construction of a railway systern, that is, the South Manchuria
Railway and the Chinese Eastern Railway. Such agricultural product and agri-food
processing industries as flour milling; breweries, and distilleries; and bean oil, and
cake processing were the mainstays of its export driven economy until the Great

Depression. The uses of Manchuria's beans and bean products were diverse.
Unprocessed beans could be used as food. Processed bean products included:
bean cake(fertilizer and animal feed), bean oil(food and lighting), and vermicelli
(Hosie, 1980:242).

Between 1930 and 1945, Manchuria's economic growth became dependent on the
expansion of the producer goods sector. Manchuria's most important industries
during this period were: iron, steel, coal mining, and their associated
manufacturing industries; high-technology products(aeroplanes and automobiles);
machine tools; and electric power. This shift from Iight industry to heavy industry
was partly in response to falling global commodity prices for Manchuria's agri-food
exports, and it was also a reaction to the new econornic policy which the Japanese
laid out for their newly created Puppet state of Manchukuo. Modern industrial
growth in Shanghai and Manchuria benefited from large inflows of foreign capital.
Investment capital was mostly provided by British and Japanese investors in
Shanghai, and primarily by Russian and Sapanese ones i n Manchuria. This was not
the case in Shansi until the Japanese Occupation (1937-1945).

Shansi's attempt a t industriakation was unique. Although its economy was highiy
dependent on trade, foreign investment was negligible2. This lack of foreign
investment largely accounts for Shansi's inability to industrialize earlier. I n
contrast to Shanghai and Manchuria, Shansi was a late industrializer because of its
remoteness from foreign influences. This situation was totally unlike the econornic
environments existing in Shanghai and Manchuria which both received significant
amounts of foreign investrnent. This early inflow of foreign investment allowed
self-sustaining industrialization to occur much earlier in Shanghai and Manchuria.

During the lgrncentury, Shansi's bankers and merchants enjoyed a high level of
commercial prosperity. Although Shansi's business sector should have had
knowledge of the Imperia1 government's 'Self Strengthening' initiative, and its aim
to industrialize China, it did not act to introduce modern technologies to the
province's industrial sector. Partially as a result of the 1 9 1 1 Republican
Revolution, the prosperity of the Shansi bankers declined and Shansi's commercial
sector entered a period of decline and stagnation. The window of opportunity had
passed.

Some industrialization projects were initiated during the 19203, but Shansi would
not embark on the process of large-sale industrialization until the 1930's. State
Ied industrialization was initiated by Yen H s i - s h a h government during the 1930's.

2Variousexamplcs, such as the rnagnitudc of annual tradc deficits, wcrc offcrcd throughout this
chapter to indicatc Lhat Shansi was reliant on tradc with tiic rcst of China. Sincc Shansi did not posscss
any Trcaty Ports, its foreign trade Mas not recordcd by the Maritime Customs. As a rcsult. only
qualikitivc cxamples of forcign trade c-xposurc muld bc oKcrcd. RaiLroad statistics for 1936. offcrcd a
glimpsc at thc composition and si7x: of Shansi's tradc. Howwcr, thesc figura have to bc viewcd
cautiously because the rclative shares of railroad, rmâ, and water borne cornmcrce wcre uncertain.

The process of industrialization continued under Japanese tutelage during the

Sino-Japanese War. After the war, between 1945 and 1949, the 3apanese allied
themselves with Yen, and they continued to play a signifiant role in the
management and maintenance of Shansi's modern sector industries. Before the
Ja panese occupation of Sha nsi, Iittle foreign capital flowed into the province's

industrial sector. However, there was some Japanese investment in mining and
match factories before the wa?.

Shansi's consumers were resistant to flour milled in modern mills.
For a number of years after a modern flour mil1 had
been esta blished in Shansi province, its products were
shipped to neighbouring provinces because of the
preference of Shansi people for flour from the native
mills, a preference due in part to its particular
qualities and in part to its lower price.
(Orchard,1937:21)
However, some of this resistance was to be expected if flour rnilled in a modern
miIl cost the consumer more than flour produced by a native miIl usirig premodern technology.

Once large-scale industrialization started in the 19301s, it was based on the
development of producer goods industries and was financed from domesticafly
raised capital. However, between 1937 and 1945, during the Japanese

-

'Chcsncaux, 1%8:42 1 In 1919 thcrc wcrc 6 match factorie in the Taiyuan industriai rcgion,
of which 5 wcrc Chinex, and 1 was Japancsc.

occupation, its industrial development parallelled that of Manchukuo. Foreign
capital was pumped into the rnining and metalfurgicaf industries, and the
industrial workforce was augmented by lapanese managerial and technical
personnel as had been done previously in Manchukuo. Between 1930 and 1945,
emphasis was placed on the development of heavy industry(iron, steel, coal,
electricity and their associated manufacturing industries). Although there was a
lower level of processing than

in Manchukuo, a

wide variety of goods were

manufactured. There was even some growth of the consumer goods/light
industries sectors before the lapanese occupation. Exampfes of the province's
manufactures included: machine tools; locomotives; electric motors; agricultural
machinery; hydra ulic equipment; matches; cigarettes; and wool and cotton
textiles.

Foreign workers were used by foreign firms operating in Shanghai, but the need
for them was not as great as in Manchukuo and Shansi. In Manchukuo and
Shansi, the application and spread o f new technologies was vital to Japan's

economic and military survival. The successful expansion of military related
industries were a necessity for Japan because it was waging war on three fronts the Soviet Union on its northeastern frontier, Chinese Nationalist and Communist
forces in China Proper, and the United States in the Pacific.

It is difficult to make direct comparisons in the pattern of foreign trade that

prevailed in Shanghai, Manchuria, and Shansi. The main reason for this problem
was that I did not have access to foreign trade statistics for Shansi. However, it
was Iikely that a significant arnount of the mining rnachinery and machine tools

used in its modern industries had to be importeci frorn foreign auntries because of
the relative backwardness of Chinese industry.

Between 1922 and 1932, China Propefs share of Manchuria's total trade(foreign
trade plus that of China Proper) fiuctuated from a low of 16% t o a high of 31%
(Field,1934:444).

By 1941, this ratio had fallen to 12% (Cheng,1956:198).

Between 1932 and 1941, the importance of Manchuria's imports from China
However, China Proper remained an important export

Proper noticeably dedined.
market.

Although the expansion of foreign trade provided the stimulus for the
industrialization of Shanghai, domestic trade was of equal or greater importance.
As well as being China's leading centre for foreign trade, it atso controlled a sizable

percentage of domestic commerce.

-

I

-

-

-

I

Table 5.1: SHANGHAI'S FOREIGN AND DOMESTIC TRADE
Gross Values I n Millions Of Haikwan Taels

1870

1920

1900

FOREIGN

DOMESTIC

FOREIGN

DOMESTIC

FOREIGN

DOMESTIC

90

96

160

181

504

532

1 Source: Murphey,1953: 121.

1

Setween 1925 and 1935, Shanghai acted as China Proper's most important centre
for domestic and international trade. I t controlled 55% and 38% respectively of
China's foreign and domestic trade (Murphey, 1953: 1-21).

There were three main foreign influences which were acting on al1 three regions.
1. Foreign Direct Investment (FDI)
2. Technology Transfer

3. Market Access
FDI played a leading role in the early stages of industrialization in Shanghai and

Manchuria. Unlike these two regions, the foundations of Shansi's modern
industrial sector were financed through domestic savings. Ultirnately, this meant
that competition from foreign firms was of minor significance within the province.
It was Iikely that the scarcity of competition from technologically advanced

foreign firms minimized the need for the province's firms to adopt modern
technologies as fast as Chinese owned firms in Manchuria and Shanghai.

Technology transfer was responsible for the successful industrialization of al1 three
regions. This occurred via published materials; foreign workers living in China;
and from Chinese students, and workers being given a Western-style education
which embodied the learning of scientific and technical skills. Manchuria and
Shanghai benefited from the use of foreign workers before and during the SinoJapanese War(1937-45). However, foreign workers were not used on a similar
scale in Siiansi until the Japanese occupation(1937-45).

Shanghai and Manchuria possessed port facilities which gave both regions ready
access to foreign markets. Shansi lacked such port facilities and was totally

dependent on their railways to transport products to ports in neighbouring
provinces. Access to foreign markets and products were undoubtedly restricted
during periods of inter-provincial waflare which occurred between 1911 and

1928~.

Most of the industrialization which occurred in Shanghai and Manchuria(ca.1900 to
1931) was profit motivated. However, this was not the case in Manchuria after

the lapanese occupation(l932-1945) or Shansi(ca.19201s to 1949).

By and large, industrialization was motivated by strategic and military concerns.

Nonetheless, the growth of the modern sector in Shansi during the 1930's had the
positive effect of raising the level of employment in manufacturing and mining.
The creation of these new jobs helped to lower the level of unemployment and

helped to alleviate poverty within the province. Although, the same process of
modern sector job creation occurred in Shanghai and Manchuria, these regions did
not suffer from the same level of acute poverty which had become widespread in
Shansi before it industrialized.

The following table surns up the industrial characteristics of the three regions

under discussion.

" In 1 Y 1 1, the Impcriai govcrnmcnt collapscd. An incffcctual Rcpublican govcrnmcnt
nominally controllcd China bctwccn 19 1 1 and 1928. In fact, most provinces wcrc govcrncd by Warlords
who did not rccognizc thc authority of the Ccnlral govcrnmcnt. In 1928, Chiang Kai-chck's Nationalist
rcgirnc cxqcndcd its control across China, ie.. from Canton to Manchuria. As a r d t of this unification.
i ntcrproti ncial warfarc mas mjnirni7mi.

Table 5.2: PATTERNS OF INDUSTRIALXZATION I N SHANGHAI, MANCHURIA, AND SHANS1

MAIN
PERIOD(S) OF
SUSTAINED
INDUSTRIAL
GROWTH

REGION

-

-

PRODUCTS
PRODUCED

SOURCES
OF
FOREIGN
CAPITAL

PRIMARY MODE OF'
MODERN
TRANSPORTATION

REASON FOR
INDUSTRIALIZATION

Britaln
Ja pan
USA
France

Shanghai was a river
and oceanic port which
was served by
steamships,
Road and rail transport
were of lesser
importance

Profit Motivated

Russia
lapan

Railways, primarily the
SMR and CER linked to
sea ports.

Profit rnotivated

-

SHANGHAI

Mostly light
industry
Cotton, silk, &
wool textiles,
flour, rubber,
dyeing &
washlng,
machinery,
and paper
-

MANCHURIA

--

-

Light lndustry
based on the
agri-food
sector,

Map 1: SHANGHAI AND ITS HINTE R U N D

Source: Li, 1981: 104.

Map 2: NAN-T'UNG AND LOWER KIANGSU

Source: Chu, 1965: 119.

Map 3: SHANS1 PROVINCE

SHANSI PROVINCE

llr

Source: Gillin, 1967: 7.
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Map 4: NORTH C H I N A

Source: Giliin, 1967: 5 .

Map 5: N O R T H C H I N A A N D MANCHUKUO

/

CHA

North China

Source: Boyle, 1972: Map Insert.
276

Map 6 : NORTH C H l N A AND MANCHURIA

Fie. I .-North China and Manchuria: major nilways and cities. circa
1920 ( 1970 bou ndarïes).

Source: Gottschang, 1987: 467.
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Map 7 : SOUTH MANCHURIA AND THE KWANTUNG LEASED
TERRITORY

Source: Duus, et al., 1989: 103.
278

Map 8: NORTH MANCHUUIA

Source: Economic Bureau of the CER, 1924: Map Insert between
page 8 and page 9.

Map 9: MANCHURIA, CIRCA MID 1930's

r

Source: Jones, 1949: 165.
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