


“This small book is a four de force. In remarkably brief compass, David
Faure identifies and addresses key issues in Chinese business history
between 1500 and the present. For China specialists, he sets a research
agenda covering five centuries, and for business historians outside the
China field, he provides a sweeping synthesis that includes tantalizing
comparisons between China and the West.” Sherman Cochran, Hu Shih
Professor of History, Cornell University

“In his usual strong and provocative style, David Faure provides
fascinating new ideas on the reasons for China falling behind the West
from the nineteenth century, and spans the 1949 divide with sharp
observations on the historical origins of China’s contemporary economic
problems and structures.” Tim Wright, Professor of Chinese Studies, University

of Sheffield

“This book offers valuable insights to both the historian and the
economist seeking to understand the contrasting trajectories taken by
China and the West. The comparison between the Western corporation
governed by law and the Chinese family lineage governed by ritual goes
to the heart of the difference between the two civilizations. It is a gem,
sure to lend brilliance to many a future chain of scholarly argument.”
Leslie Young, Professor of Finance and Executive Directoy; the Asia Pacific Institute
of Business, The Chinese University of Hong Kong

“Engagingly written by one of the most distinguished economic historians
of China, China and Capitalism focuses on a central theme: why was China
underdeveloped, and what was the role of the corporate economy in this
underdevelopment? The book is a double success. It explores with great
insight Chinese economic history from 1500, and interprets with real
understanding the economic, social, and legal environments of China’s
fluctwating economic experience before the ‘take-off” of recent decades.
This is a sophisticated and accessible book that will appeal to European
historians as well as students of capitalism.” Raj Brown, Reader in Business
History, School of Management, Royal Holloway College, University of London
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Written by one of the most distinguished experts on China’s economic
and business history, China and Capitalism provides a highly original and
at the same time clear and readable approach to understanding the
development of business in China from 1500 to the 1990s. David Faure
then uses the picture he has assembled to shed new light on the strengths
and weaknesses of Chinese business today. The book is written to be
accessible to people with little background in China or Chinese business
practice.

Dr Faure describes three phases in the development of Chinese business
from the sixteenth to the twentieth century. In the traditional phase,
from the sixteenth to the eighteenth century, Chinese business relied
on contracts as well as on ritual propriety. In the modernizing phase,
from the second half of the nineteenth century to the first half of the
twentieth century, Chinese business had to adapt to the introduction of
company law and legal standards of accounting. In the contemporary
phase, from the middle of the twentieth century to the present day, China
emerged from a control economy to a vibrant market by embracing once
again the changes introduced in the modernizing phase.

General readers, including students and teachers in courses touching on
but not primarily devoted to the Chinese experience, will find in this
book the most comprehensive account of China’s business development
in the last five centuries and many insights into the workings of China’s
modern business scene. Specialist readers will find a highly original
approach to the history of business in China.
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Introduction

Towards the end of 1978 when the Chinese leadership decided to
re-open the country to foreign trade and investment, the implications
of the policy turn-around were neither as clearly set out nor
necessarily as destined to succeed as it is sometimes now thought. Yet,
overnight, it became clearly established that the aspiration towards
modernization was to be fostered through China’s taking its part in
the international economy. Overnight, a generation in the writing
of Chinese history was overthrown: gone was the foreign impact as a
decided detriment on China’s fortune and in its place was capital
investment as a contribution to economic growth. Through the 1980s,
social and economic historians writing within the People’s Republic
of China and accustomed to thinking about Chinese history in
relation to capitalist oppression had had to grope for a new way
forward, and that began a long process of rethinking China’s history.

I shall not summarize the literature which went into this tortuous
process. Readers who are interested in the outcome can read Xu
Dixin and Wu Chengming’s three volumes on the history of
capitalism in China, or, for another strand in the argument, turn to
the writings of Ma Min and Zhu Ying which deal with the shift in
the Qing state’s perception and treatment of merchants in the spate
of reforms begun in the early years of the twentieth century.! The
one line of thought traces the history of the market in China, and
the other addresses the question of the rise of “civil society”. The
history of the market and the position of merchants are fundamental
in understanding the history of Chinese business and these works in
the 1980s may be cited as examples which cleared the ground for
further research.
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In the meantime, China’s increasing importance in the world
economy and a growing interest in incorporating China into world
history has brought about a demand for generalizations about
Chinese economic and social history. In my view, China historians
— writing from within or outside China — are ill prepared to satisfy
the demand. A few exceptions to the contrary, since the 1950s, little
interest has been shown in examining China’s historical statistics in
any systematic manner; few studies have looked at the structures of
Chinese business corporations, and hardly any China historian has
examined the history of technology in the nineteenth and twentieth
centuries.? Despite the pioneering effort on the history of accounting
produced by two Chinese historians, the significance of that subject
is poorly grasped.? Contemporary documents are always in short
supply, but not even when they are abundant has research conducted
been published, or, more often, been conducted at all. Moreover, a
great deal of what is published is still available only in Chinese and
remains inaccessible to most Western historians who are not also
China specialists. A greater gulf exists between the China historian
(whether or not ethnic Chinese) and his or her Western counterpart
who is interested in drawing China into world history, than between
the Chinese historian of the 1990s and earlier decades.

Language is such an obvious barrier in writing history that any
warning for the non-Chinese reader in wrestling with Chinese history
seems superfluous. However, it is necessary to point out the lack of
critical analysis in a great deal that is written about China in the
general vein. It is useful to be reminded of the saying “easy comes,
easy goes”, which applies to quick scholarship as it does to home
finance. It sounds very old-fashioned nowadays to say that historians
should learn to read the footnotes. When the footnotes refer to
documents in languages which the reader cannot understand, it may
be obvious but it needs pointing out that it is very easy for writers to
take liberty with the documentation, and some do.

The only answer to shoddy documentation is, of course, more
and more careful research. Yet, in republishing this small volume, I
think it is worth presenting this history of Chinese business in outline
even at this stage because I think in my short lectures of 1993, I
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presented a view of Chinese history which, even now, goes somewhat
against the grain of present scholarship. To my mind, the current
discussion has, probably as a result of over-correction to charges of
“orientalism”, underscored China’s cultural differences from the
West. The Western-centred post-industrial world is too full of the
importance of individual rights and liberties to appreciate the
workings of a society ruled more by ritual than by law. In saying this,
I am not defending the penchant for characterizing Chinese business
by imputing to it strong affinities for “guanxi” (read “connections”)
or “face”. I find these crude characterizations quite misleading as
tools for understanding Chinese society. At heart, I think the ritual,
rather than legal, definition of interpersonal relationships in business
relates to the manner of incorporation, and that, in turn, is closely
tied up with the control of property.

Let me state briefly my argument in this book. When the capital
market in the fifteenth century did not take off, Chinese business
advanced through patronage and incorporation facilitated by ritual
(rather than law). The transformation of this structure came about
under the Western impact in the second half of the nineteenth
century. It had taken China all of the twentieth century to make the
transformation and to this day, it is far from complete.

To put this brief outline into context, it can be said that business
practices in China had been shaped by the broader trends in the
evolution of the Chinese state and society since 1500. To take the long
view, it is necessary to recognize that three changes, in particular,
provided for the backbone of long-lasting development in the late
imperial state of the Ming (1368-1644) and the Qing (1644-1911)
dynasties. Firstly, the economy was increasingly monetarized from the
sixteenth century as silver was imported into China in large quantities
from abroad (in return for Chinese exports). Secondly, the
recruitment of a bureaucracy by examination, long instituted since
the Tang dynasty, was consistently applied without any break from
the early Ming into the last years of the Qing dynasty, and, whether
or not the content of the examination shaped an efficient
government, it created a class of administrators who prided
themselves on their scholarship. The same sense of pride became a



4 China and Capitalism

basis for lineage organization in the richer parts of China which
produced more than the average number of examination degree
holders. Thirdly, the scholar-official class, from the 1500s, saw their
political interests vested in the maintenance of ritual order which
assigned all members of the state, including the emperor, rights and
responsibilities. It is possible to read into this development the
political agenda long raised by Neo-Confucians in the Song dynasty,
but it was only from the sixteenth century, after various crises
shattered the hold the emperor might have had on court officials,
and a scholar-official class grew in number and wealth over many parts
of the realm, that the scholar officialdom achieved the unity of
purpose as a political force. In the background, it is important to draw
attention to the vast size of the Chinese state even in 1500. When
the emperor ruled over a population of 100 million, no officialdom
was capable of enforcing the emperor’s order except through the
connivance of the local elite, which itself aspired to official status.
Stability was maintained in late imperial China not by strict
enforcement of law but by connivance between the officialdom and
the local leadership to maintain the propriety of rituals.*

In Chapters 1 to 3 I shall describe how business was conducted
under the late imperial regime. I shall argue that in the sixteenth
century, with the exception of the salt trade, run as a government
monopoly but in which merchant capital was drawn through a market
in futures, Chinese business was conducted by merchants who, most
of the time, were unregulated, and who transacted with one another
with little resort to the law. As an aside, I shall also look briefly at
the history of Chinese technology, especially with the view of coming
to an understanding as to why it was so difficult for China to adopt
steam technology in the nineteenth century, the answer for which
question rested on the lack of a machine tool industry. This much
should be common knowledge to the field. However, this
characterization of Chinese business omits the very important need
of incorporation. In other words, surely enough, Chinese people
contracted, but when they did not contract as individuals, how did
they do it? The answer I present in Chapter 3 argues that they did
so as lineages, a term used in the literature on China to refer to
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groups of people tracing common descent rather than the lines of
descent themselves. Relationships in the lineage group were regulated
more by ritual and patronage than by law, and for that reason, ritual
and patronage had a strong place in Chinese business institutions.

From the end of the nineteenth century into the first half of the
twentieth century, incorporation through ritual practices came to be
challenged by practices introduced through Western law. That did
not happen overnight, nor did it imply the immediate disappearance
of the ritual corporations. Instead, in this period which went astride
the end of the Chinese empire and the establishment of the Chinese
Republic, rituals which were established in the late imperial period
were increasingly pitched against what seemed Western and modern.
A century-long process began whereby incorporation on the ritual
basis had to be replaced by incorporation resting on the strength of
law. Chapter 4 outlines the beginnings of the process in relation to
the introduction of Company Law in China from the late nineteenth
century (enacted in the British colony of Hong Kong in 1865 and in
China by 1904), and Chapter 5 the resumption of the process from
the last years of the 1970s after a break of four decades.

In the background, it is necessary to appreciate the momentous
changes which came over Chinese society as the Qing empire drew
to a close. The last word has not been said about the Revolution of
1911 which overthrew monarchy in China. Nevertheless, we know
enough about it as historians to realize that it did not come about
only because the government was inept and Westernized young
people brought it about through their revolutionary parties.® The
government was inept and seen to be so because it was defeated in
war, first in 1840 to Britain (in the Opium War), and then, in 1895,
to Japan (the Sino-Japanese War), and it could not deal with the
inflation of the early 1900s which it had created by debasing the
coinage. Some time in between those events, the central government
in Beijing had come to financial ruins. The Taiping Rebellion in the
1850s and 1860s had undercut its ability to raise revenue from the
land tax which it had depended on through the eighteenth century,
and, so, through the last decades of the nineteenth century, but
especially after 1895, it was increasingly burdened by war indemnity
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and financial calls for military reforms. The inability of government
to deliver cast doubt on the very ideology on which it had
commanded respect in earlier centuries. The same scholarly tradition
which had held the Chinese state together in the eighteenth century,
by the end of the nineteenth century, appeared backward. By 1900,
even the imperial court had accepted the need for a complete
overhaul, and it was that effort which brought down the government.

There was, of course, a technological gap between China and its
invading powers, but China’s inability to fill it had to do with the
weaknesses of its social institutions in mobilizing resources. Some of
these weaknesses could justifiably be attributed to conservatism. The
scholars who looked upon the imperial examination as their preserve
were hardly likely to look favourably at a new syllabus to be adopted
from the West over which they had no expertise. However, many
more weaknesses had to do with the lack of a commercial tradition
rooted in law. Until Western law came to be applied in China — more
of that in Chapter 4 — China did not have any law which dealt with
the business company. When the imperial government launched into
railway building, therefore, and permitted the provinces to raise
capital for it through jointstock operations, the mechanisms were not
present to hold the company promoters accountable to shareholders.
In inland Sichuan province, the railway company went bankrupt
before the railway was built, and shareholders were aggrieved to find
the central government demanding the railway nationalized without
providing for compensation. Multiply such confusion manifold as
government abolished the imperial examinations, increased tax,
founded new schools, instituted police forces, and implemented many
more new policies, all at a time the debased coinage was fostering
inflation in the market place, and one can understand why it was so
popularly thought by 1908 that the imperial government was inept.
When in 1911, a portion of the army stationed in Wuchang revolted,
the government found it had to deal with not only that localized
incident, but a crisis of confidence that was widely felt throughout
the country.

The Republican government which was formed in the wake of
the success of revolution in 1911 did not ever have the chance to
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succeed. Implementing a constitutional government by popular
election in 1912 was too drastic a change to comprehend for any but
a tiny fraction of China’s newly educated elite. The central
government, which was ruined financially before then, depended on
foreign loans to survive, and, so, secret negotiations for loans which
were to benefit only the parties involved in negotiation eroded any
further confidence in government. Power devolved very soon to
military commanders, dubbed “warlords” by their opponents, while
the country fragmented. Significantly, political fragmentation was not
accompanied by economic disaster. Despite continual wars between
army factions, for reasons that will be given in Chapter 4, which had
to do with the devolution of political patronage of business, the
economy boomed from 1900 to the early 1930s. A nascent working
class coming from the mines, the railways and new-found urban
industries, gave enough of a hint that the new industrialization might
be the course for further revolution to enable the Comintern to foster
revolutionary cells in China. One of these was the Chinese
Communist Party, which was to be fostered within the Guomindang
Party which the Comintern also had a strong hand in re-organizing.
It will be too much of a detour in this account to describe the very
important transformation of Chinese politics introduced by these two
parties. Suffice it to say that when the Guomindang Party defeated
the northern warlords and set up a government in Nanjing in 1927,
it re-established the authority of a centralized regime. Its decade of
rule from Nanjing, a nightmare scenario for any government, fraught
with internal and external wars, depression and considerable internal
dissension, saw the beginnings of a government policy which was
increasingly concerned with centralizing its control on the economy.
War with Japan came in 1937, followed by civil war between the
Guomindang Party and the Chinese Communist Party from 1945 to
1949. Effective centralized government was re-established only in the
People’s Republic in 1949.°

Between 1949 and 1978, despite the occasional shifts in policy
— which were real and consequential — it may be said that the
economy was increasingly put under a command regime. Central
planning, however, did not ever produce the plans which allowed
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effective central control, and by the Cultural Revolution, which broke
out in 1966, the planners themselves were no longer in place, let
alone the plan. The very marked features of the Chinese economy,
therefore, were not produced by planning, but by some very drastic
measures which put enormous strain on the central government for
driving the economy. Inheriting runaway inflation and substantial
debts from the previous government, the People’s Republic in 1949
moved towards closing the economy to the outside world, effectively
by abrogating foreign debts, introducing strict exchange controls,
rationing and restricting the movement of its people abroad. For
three decades, increasing radicalization of political and economic
policies totally squeezed out the market. By the Great Leap Forward
in 1959, no private enterprise was in operation in China and
practically all farmland was held by communes, and by the Cultural
Revolution beginning in 1966, even accounting was regarded as a
bouregoise indulgence and suspended in many state and communal
enterprises. The net result was an initial spurt in heavy industry in
the 1950s and a stagnant economy thereafter. Economic policy took
an about turn towards the end of 1978, when in recognition of the
need for both political and economic reform, the Chinese
government took the bold step of requiring the communes to
contract land out to farmers, permitting individual business
enterprises — at first on a small scale, but the scale of operation grew
very rapidly — and promoting foreign investment in coastal cities
designated as “special economic zones”. Back in 1978, no-one foresaw
the extent to which privatization might go. Throughout the 1980s,
the opening of the Chinese economy to world trade and investment
was called into question with every political upheaval. However, by
the 1990s, it was widely recognized that economic opening had
become irreversible.”

The process whereby law overtook ritual as the foundation of
business took most of the twentieth century and to this day, the
process is far from complete. That should be no surprise. After all,
it took ritual three centuries (from the sixteenth to the eighteenth
century) to be firmly established as the fundamental political
principle whereby society might be held together. A great deal more
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historical research is needed to flesh out in full the implications of
this argument, but there is enough, on the basis of published
research, to shape a general outline. In the long term, we are
probably only now, in the early years of the twenty-first century, able
to perceive in broad outline the new China that was taking shape.
Business behaviour which rested on ritual and patronage differs in
significant ways from that regulated by law, and in Chapter 6, the
concluding chapter, I ponder on what these differences might be.






The Sprouts of Capitalism

Every now and then, it becomes an issue among historians what
endemic features in Chinese society had held back the country’s
economic development in the nineteenth century. In the latest
round, they have been driven to focus their minds, by Andre Gunther
Frank, on the impact made on late imperial China by the inflow of
silver, and by Kenneth Pomeranz, on institutional and technological
similarities between Europe and China. Eighteenth-century China was
wealthy, technologically sound, highly literate by pre-modern
standards and adept in business.! Why should China not have
undergone the coal-and-iron industrial transformation of the
nineteenth century as smoothly as did Europe and America?

We can begin in common agreement that the silver inflow into
China from the sixteenth century to the eighteenth century brought
about a commercial revolution. China was then the world’s
powerhouse, and silver was brought to China as Chinese products
were exported abroad. The exports included silk and porcelain,
produced at technological standards unmatched in the West. They
included also tea, consumed in ever larger quantities in Britain,
satisfying not only the new fads of consumption but also, through
import duties, the royal coffers.? Yet, China’s trade in the eighteenth
century consisted of much more than what was exported. Visitors to
China at the time noted the abundance created by its internal trade,
the high productivity of its rural population, its magnificent cities and,
despite the low rates of taxes, the vast resources of the imperial
government. To eighteenth-century Europe, China was a model of
the rational society, where the emperor ruled through a scholarly
class recruited by examination and the common people knew their
place.?
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Nevertheless, China did not go on to build the steam engine, or
create the investment environment which might smooth the way for
the introduction of nineteenth-century industry. To stress the
similarities between China’s experience and Europe’s is to gloss over
essential features in the emergence of the industrial West. To recap
those essentials very briefly, it may be said that while it is true that
commercial institutions which evolved in China brought
unprecedented economic growth from the sixteenth century to the
cighteenth century, the same institutions were inadequate for
handling the scale of operations needed in the nineteenth-century
world of steam-driven enterprises, namely the factory, the railway and
the steamer. Nineteenth-century development called for the
investment of capital on a scale hitherto unknown, not only to China,
but also to the West. The West had been able to cope because the
foundations for industrial banking, incorporation and commercial
law had been laid in the sixteenth century. They made possible the
creation of credit instruments which could be traded on a financial
market, and which financed trade and industry. Financial
instruments, indeed, also appeared in China in the sixteenth century.
But the financial market in China never took off, and, as a result,
China did not find it easy to develop its own banks, paper money,
shares or bonds. In short, whether or not China had the capital for
steam-driven technology, aside from the government itself, China did
not possess the mechanism for focusing enough of it on industrial
enterprises. It might well be true, as Pomeranz would claim, that the
divergence of industrial strength between the West and China became
apparent only by the nineteenth century, but that is not to say that
the reasons for the emergence of that divergence are not to be
located in a much earlier age.

In this book, I discuss these issues in the context of China’s
historical encounter with capitalism. The word “capitalism”, with
ideological and historicist overtones, is necessarily nebulous. Chinese
historians have often used it to refer to a stage in historical
development and that is not the sense in which I use the word. I use
it in relation to its roots in the concept of “capital”, a component of
wealth as posited by the classical economists. In this book, in
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considering China’s encounter with capitalism, I want to consider the
history of the application of the institutions which enabled capital
to impact on the economy. It is in this sense that this book is meant
to be an institutional study, a study of the institutions of capitalism.
It is in relation to the institutions of capitalism that I shall explain
how China diverged from the West, why the Chinese economy was
so successful in the eighteenth century and why it suffered so greatly
in the nineteenth and twentieth centuries.

Let me begin by stating my basic standpoint in relation to the
China history literature. In classical economics, “capital” was a
component of wealth that was distinguishable from land and labour,
just as interest as a price component would have been distinguishable
from rent and wage. What made capital different from labour was
that it might be accumulated, and what made it different from land
was that it was readily transferable.* Classical economics did not ask
what it was that made it possible for capital to circulate. It merely
assumed that capital was created in the process of exchange, of which
trade was a major component, and that trade itself was part of the
order of nature, accompanying the division of labour. A history of
the market, therefore, came to be written only when this point of view
was challenged in the early years of the twentieth century, by Max
Weber and Karl Polanyi, whose views of the development of capitalist
institutions strongly characterize my own reading of Chinese history.
Weber and Polanyi suggested that contrary to the classical economist’s
assumption, unequal advantages did not naturally lead to trade, for
trade could only proceed when the institutions for it had been
created. By institutions they referred to arrangements for the
settlement of obligations such as money, especially paper money,
accounting, law and as Karl Marx himself would have recognized,
banks. Ferdnand Braudel has since reconstructed the outline history
of many of these institutions. China had, once again, fallen behind,
because China historians have not been equal to their Western
counterparts in elucidating these mechanisms in the historical
Chinese economy.®

A focus on the history of capitalism in China, therefore, does not
rest on an account of China’s economic prosperity but on the
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evolution of capitalist instruments. The mechanisms for capitalism
have to be instruments for the holding and circulation of capital, that
is to say, money, and frequently, paper instruments including land
deeds, account books, contracts, shares, bonds and any certificate of
savings or loans of any sort, and the institutions that serviced them,
be they family firms, chartered companies, temples or lineages.® It
is not sufficient to state, as many studies of the China scene do, that
“merchants” were involved in agriculture or industry; it matters how
they were involved. And it is not sufficient to argue that China had
been dominated by an ideology which relegated trade to second
place; it matters a great deal more how, despite the denigration of
the merchant, trading could have been so successful in imperial
China, and agriculture and industry in some parts of China could
have achieved high enough a standard of technological excellence
at competitive costs to win the very substantial markets both within
China and overseas. It must not be assumed that the mechanisms
which made it possible for merchants to engage in the economy
necessarily employed many instruments for the circulation or
preservation of capital, or that the instruments were necessarily very
efficiently employed. The employment of such instruments had much
to do with beliefs and social practices, the law and its enforcement,
and political patronage.

Let it be said at the outset that China did not have to face the
ideological hurdle against lending money at interest which was
imposed by religion in the West. The Daoist manual, the Taishang
ganying bian, begins with a story of profit awarded by the gods from
speculation in the sale of medicine at a time of epidemic in return
for devoted recitation of the religious literature. Moreover, despite
the frequent reference to the denigration of trade in the secondary
literature, Chinese officials had no difficulty allowing for trade, having
long realized that for the sake of the material welfare of the state,
trade was needed “so that areas that had might exchange with areas
that did not have”. If agriculture had to be given precedence before
trade, and investment in land was set apart from other sorts of
investment as if neither profit nor management was expected, it was
because the dominant economic view was physiocratic. The idea that
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the market might be independent of the state came late to China, as
it did to the West. Yet, the phyisocratic world-view did not fall short
of expositions on the craft of government. Without reaching back
across the millennia for an origin, we can still point to a vast literature
accumulated on “statecraft” from the sixteenth to the eighteenth
century. Embodied in it are blueprints on the management of
resources, ranging from mines to rivers, household registration, the
minting of coins, the desirability of fixing prices, the requirements
of a civil service, the ideals and practices of taxation, the provision
of granaries and famine relief, and many more subjects with
implications on the economy. As the imperial government became
more sophisticated in the craft of government from the sixteenth to
the eighteenth century, its knowledge of the country’s geography and
regional customs, legal or illegal, expanded by leaps and bounds. The
details of knowledge woven into government practices go far beyond
any simple statement about the Confucian ideology might indicate.”

This is why, even in the physiocratic context, it may be said that
by the 1820s, Chinese economic thinking was quickly discovering the
market. One consequence of this discovery was the belief in
bullionism that eventually led to the Opium War.® Soon after that
war, in 1853, when the Xianfeng emperor was set on debasing the
coinage, his minister Wang Maoyin memorialized the throne to warn
that although the government had the power and the means to
devalue the coinage, it did not have the same power and means to
prevent the people from raising prices. Marx came to the same
conclusion in the chapter in Capital in which Wang was cited in a
footnote. However, such occasional demonstration of an awareness
of the independence of the market by a minority of officials did not
overturn the anti-commercial stance of the imperial government, that
had denied the necessity of opening China to overseas trade and
downgraded mercantile activities. Wang was castigated by the imperial
court for suggesting that paper notes should be fully convertible, a
view that seemed to the court to defend the merchant’s interest but
not the state’s.” Without knowing it, Marx reflected the changing
mood about China in the nineteenth-century West. After years of
exertion to counter restrictions imposed on their trade, Western
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merchants in China, confined to the southern port of Guangzhou
(known for long as Canton), had been publicizing the imperial
government’s anti-merchant and anti-trade inclinations. Subject to a
law which stressed collective rather than individual responsibilities,
and private connections and interpersonal settlements in money or
gift rather than strict terms of law, Western merchants had come to
the view that the imperial government was as inept as its officials and
their underlings were corrupt. China’s losing the Opium Wars in
1841-42 and 1858-60 confirmed that the country was militarily weak
and socially restless. When efforts to acquire the new industries had
failed in the second half of the nineteenth century, an imperial
government which refused to see the economy from the merchant’s
point of view could readily be blamed for China’s supposed
backwardness.!

However, it would not really be correct to ascribe China’s
economic backwardness to the ineffectiveness of its government. In
the long run, the government’s administrative effectiveness went
through its ups and downs. Compared to the unwieldiness of the
Ming government up to the seventeenth century, the Qing
government was a model of bureaucratic efficiency. Although it
responded in an ad hoc manner to the foreign threat of the
nineteenth century, it was authoritative and efficient in its internal
administration through most of the eighteenth.!’ In the eighteenth
century, it was successful in raising tax revenue, its economic policies
were effective, and its officials had a better understanding of the
nation’s economy than their successors in the second half of the
nineteenth century. And, during the eighteenth century, the Chinese
economy boomed, driven, not by government programmes, but by
the market. Any explanation of nineteenth-century backwardness,
therefore, cannot rest on the belief that it was in the nature of the
imperial Chinese government to be opposed to trade, but must resort
instead, as Chinese historians do, to the combination of weaknesses
in Chinese business institutions and the inability of the government
to rectify them. Taking into account the wealth of the Chinese empire
that so impressed Westerners in the eighteenth century as well as
China’s failure to industrialize in the nineteenth, therefore, Chinese
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historians have long referred to the three centuries from the sixteenth
century to the eighteenth as the period of the “sprouts of capitalism”.
The use of the term recognizes that even though the institutions that
eventually made capitalism a reality in the West also appeared in
China in the Ming and the Qing, they did not, as in the West, grow
into fruition. ' Dipping into this history written by Chinese historians
in the twentieth century, one finds references in plenty to the
emergence of commercial institutions on the one hand, and their
stagnation on the other. Yet, as I have indicated, the literature is
fraught with difficulties, for it has looked for capitalism in the wrong
places.

Capitalism, in fact, did sprout in the sixteenth century, promoted
by the Ming dynasty government. It was destroyed also by the
government in the seventeenth century. This is evident in the history
of the salt trade.

To look for the sprouts of capitalism in the sixteenth-century salt
trade, it will be necessary first to counter the argument of Chinese
historians who think they have found it in the wage labour embedded
in the booming handicraft industries. It is true that Ming dynasty
workshop owners hired labourers, but to argue that this fact in itself
implied the existence of capitalism is to leave out of the picture the
essential linkage of the classical economist’s formula which is at the
heart of Marx’s description of capitalism, particularly, the question
of how capital circulated in the context of the workshop. If the
existence of wage labour was all it took to create incipient capitalism,
we should not wonder that some historians have found it all the way
from ancient China.'* The historical problem should then not be if
incipient capitalism had sprouted in China, but why, if the institution
had remained static for two millennia, it might not continue to do
so for much longer.

The argument that searches for incipient capitalism in the
workshop of the Ming and the Qing mistakes the workshop for the
factory. The handicraft workshop was neither a capitalist institution
nor set upon a course that might turn it into one. The factory was,
but it was a creation of the Western Industrial Revolution in the first
half of the nineteenth century, and it involved, as much as the use
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of hired labour which one also finds in the workshop, the application
of accounting methods for the control of production that was quite
absent in Chinese workshop production.'* Chinese labour
management in the workshop and elsewhere did not provide the
means for the direct hiring of large numbers of workmen. In the cases
that can be documented, although the Chinese had been very
successful in conducting labour-intensive projects employing large
numbers of workers under administrative command, no attempt to
run a business enterprise on any comparable scale ever succeeded.
The Chinese imperial workshops for the production of silk were
conceived on the grand scale — they were planned on the basis that
they would include several hundred looms each — but were for
hardly any time managed as unified enterprises. Instead, business
operations took the form that observers for many years in Hong Kong
and now in south China are familiar with, for the imperial factory
was not managed centrally, but contracted out to skilled master
workmen, who ran their own independent enterprises using only one
or two looms each.”® Similar processes of managerial fragmentation
may be documented for the mines and the imperial kilns. Mine shafts
and kilns were individually owned, and contracted out to small teams
of workmen working under their own headmen.'® At the imperial
mint, government retained ownership of the machinery, but
headmen hired their own workmen.” One suspects that without
some form of production accounting, supervision costs would have
been high, and it would have been cheaper to sub-contract than to
hire.

The corollary of this is that when the factory appeared in China,
China took to factory management with the minimum of difficulty.
Until the 1920s, Chinese factory owners managed their workforces
through contractors, who recruited, supervised, paid them and
received a lump sum payment for the effort. The modern factory did
house many workers in the same compound, but management
continued largely in traditional decentralized lines. What had
happened probably came about not so much as a conscious change
in managerial thinking as the subtle adaptation of traditional practice
to preconditions imposed by newly introduced machinery. The power
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loom, the cigarette roller, and the cement works, products of the
Industrial Revolution, could make use of unskilled labour to replace
the skilled labour that was needed in the traditional workshop. It was
not until the 1920s, in their effort to rationalize, that Chinese factory
managers began to replace traditional contractors with employed
supervisors, a process that created a considerable amount of industrial
dispute and which drove the contractors onto the side of their
labourers as industrial action spread.”® The argument that links the
workshop to the factory, therefore, ignores the vitality of the new
discipline associated with the use of power machinery, which,
incidentally, is fundamental to Marx’s insightful discussion on the
industrial worker’s alienation from his work.

Just as in Europe, there was little in the way of capitalist
institutions in the running of the workshop. Instead, the source for
capitalist practices has to be found in the history of incorporation as
a practice, in trade, in the ownership of land and in finance. If
capitalism had indeed sprouted in the Ming and the Qing, surely,
what needs explaining is why it was that the growth of native financial
institutions was so thwarted that the capitalists who might provide
large industrial loans did not emerge from the native Chinese context
before the Western banks were able to lend substantially to China. It
has a lot to do with the instruments for the storage and transfer of
capital, the history of which we find in the history of the salt trade.

In the background, it must be noted, Ming and the Qing
businesses were owned by families, as they were in Europe until the
twentieth century. No less than their counterparts in sixteenth-
century England, Chinese merchants depended on social networks
built around patron-client relationships. However, some time in the
seventeenth century, the situation changed rather dramatically in the
West, particularly in England. Private ownership of property was given
a place of political importance, patronage networks directed by the
royal household and its retainers fell apart, and the money men, as
money men, began to play a prominent role in politics. The most
dramatic of all this development came in the course of events that
led from the formation of the chartered companies to the founding
of the Bank of England in 1694, with somewhere in between, the rise
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of the London stock exchange.”® Chinese merchants, as merchants,
did not have a stake in politics. Chinese cities were, as Max Weber
pointed out, seats of government. What Weber had not realized was
that Chinese towns were, indeed, run by merchants, who
masqueraded as scholar officials.® In China, the economic growth
of the sixteenth century led on to another course of development:
individualism never gained a political foothold, merchants did not
form an estate, and it was the idea of collective responsibility in the
form of the ancestral lineage that came to mediate between the
individual and the state.?! Merchants sought protection from the state
via the lineage’s private connections within the bureaucracy. Political
patronage became so common from high to low in society that it was
sought not only from officials but also from eunuchs and from the
imperial family. Hence, the stories of corruption, of the exchanges
of favours between those with money and those with power.?
Following Braudel, we may also note that mercantile activities in
the Ming and Qing were structured in tiers. There were, for instance,
the hawkers of the rural markets, that remarkable institution that had
been made possible by unshakable faith in the independence of silver
as a standard of value. There were the merchants that serviced the
markets, the brokers that sought out opportunities, the middiemen
that purchased and sold, the contractors and the many dealers on
whom Arthur Smith and Fei Hsiao-tung have left us such vivid
descriptions and that G. William Skinner skilfully sewed into a
marketing network spanning villages and provincial capitals.?® Beyond
the rural markets, the sleepy county cities, and even, perhaps, many
a prefectural seat, there was the world of high finance, dominated
for centuries by the Huizhou merchants, known in particular for their
capital in the pawnshop business, the Yangzhou salt merchants,
probably half of whom were of Huizhou origin, the Shanxi
merchants, who in the late eighteenth and nineteenth centuries came
to be known for the remittance networks, and then, of course, in the
same period, the merchant households of Guangzhou known to
Westerners as the Cohong.* The imperial family itself, as we now
know, was not above business undertakings. Trusted servants of the
emperor, such as the households described in the famous novel, the
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Dream of the Red Chamber, invested their wealth in pawnshops.® It is
also well documented that by the eighteenth century, it was common
practice for county governments to bank their reserves with
merchants in return for an interest.”® The practice continued into
the twentieth century: in the famous case of the collapse of the
rubber market in 1910, the Shanghai daotai, the most senior Chinese
official in Shanghai, almost went bankrupt for having invested the
city’s reserves in local banks that had become insolvent as rubber
shares collapsed.”

In this hierarchy of interlocking commercial and financial
relationships, patronage from the top filtered all the way to the very
bottom. For this reason, it may be argued that where China diverged
from Europe, it was because government had stifled high finance.
The stifling of high finance can be discerned in the history of the
Huizhou merchants. We do not know nearly enough about them.
About these financiers: a popular saying in the Qing had it that a
place in which the Huizhou merchants did not do business might
not be considered a market. They worked closely within their own
networks, often among kinsmen and fellow villagers. They operated
partnerships, drawing capital from working and sleeping partners
alike. In the bigger cities, they had their own guilds, and observed a
status order that was well regulated. Besides their involvement in the
salt trade, they also ran pawnshops, not singly, but in chains, the
bigger pawnshops lending to the smaller ones. The wealthiest
Huizhou merchants lived in Yangzhou, the centre of the salt trade,
and supported the artists for which Yangzhou came to be famous.
However, they also maintained lineages back home in Huizhou, and
it was back to Huizhou that quite a few, apparently, had their bodies
sent for burial even when they had spent their entire working lives
away. Like other wealthy households of the Ming and the Qing, their
sons sat the imperial examinations, and many of them obtained
official titles. Wealthy Huizhou lineages occupied high places on the
Ming and Qing social hierarchy.®

The Huizhou merchants became wealthy in the first instance
from the salt trade in the Ming. They probably transported salt as
well, but many were involved in the futures market. The market in
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salt futures arose when in the early Ming (late fifteenth century), the
emperor needed to have grain transported to the troops that
garrisoned the northern border but did not have the means to do
so except by mortgaging his monopoly on the production and
transport of salt. The arrangement for this was quite complex. The
merchant who intended to deal in salt would first have to perform
for the government the service of transporting a quantity of grain to
the garrisons. Upon delivery of the grain, he was given a receipt,
which he could then produce in Nanjing in exchange for the
certificate bearing his entitlement of salt. Because the salt trade was
managed as a government monopoly, tight regulations specified
where he might then purchase and sell his salt allotment. If all this
arrangement sounds clumsy, it must be remembered that status
registration was still enforced in the early Ming, that taxation was not
unified and that the government operated on the principle that
specific services might be demanded from registered households in
addition to tax payment in kind as well as money. Strapped by
financial stringency, the government had attempted to replenish the
imperial treasury by issuing paper money, but the effort collapsed
when excessive issue brought about steep inflation. Mortgaging the
salt monopoly in return for merchant cooperation was an ingenious
move to finance the garrisons.”

The weakness in this arrangement was that it took a merchant
almost two years to transport salt from the grain-producing heartland
of the lower Yangzi to the border, return to Nanjing, wade his way
through bureaucratic delay and corruption to obtain his salt
certificates, exchange them for his salt at the salt fields, and then
transport it to the consumption districts, whereupon he would make
arrangements for its sale. A division of labour rapidly followed,
whereby rice merchants specialized in transporting grain to the
border, and sold their salt certificates to specialized salt dealers in
the lower Yangzi who now did not have to be involved in rice
transport. This division between salt merchants and rice merchants
put a price on the salt certificate. Although the legality of purchased
salt certificates was always questionable, they came to be bought and
sold, and, indeed, hoarded. Buyers of salt certificates, no doubt, were
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betting ultimately on the possibility of obtaining salt that might be
sold at a profit, and, for this reason, the certificates may be regarded
as a futures instrument, even though one should be careful not to
exaggerate their transferability, as it is quite unclear how easily they
were bought and sold.

A speculative element soon came to bear on the buying and
selling of salt certificates. The salt certificate, naturally, was only as
good as the amount of salt that might be put on the market by the
Ming government, and as the government, like most governments,
altered rather unpredictably the amount of debt that it was able to
honour, the value of the certificates fluctuated. Openness was never
a major feature of the Ming speculative market. At various times,
when the government recognized that the surplus of salt certificates
was deterring buyers, the certificates were regraded so as to allow
priority of redemption for later issues. Quite often, powers at court
— members of the imperial family, senior officials and eunuchs —
were granted salt certificates that went beyond the normal quota, and
such issues must have affected the value of salt certificates that had
already found their way into private hands. In addition, the Ming
government did not ever quite manage to quell salt smuggling, a
problem that Ming officials well recognized as having been created
by price differentials between government and illegally traded salt.
Steadily declining prices for salt certificates played into the hands of
the minority of merchants who successfully cornered the market.
When, by the late Ming, in 1617, all efforts had failed and the
emperor observed that he was deriving little benefit from the salt
certificates, he abolished them altogether — in effect he repurchased
them from holders at a fraction of their market value — and granted
monopolistic rights to the households that were now emerging as
major salt merchants.

No single stroke of the imperial brush could have created or
destroyed a business tradition, but the decision of 1617 must have
been one of those decisive moves that pushed China further along
the path that would have made the emergence of banks and credit-
bearing instruments more difficult. What the emperor did amounted
to no less than abolishing the national debt, which he was indeed
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able to do in a single brush stroke. From now on, the right to trade
in salt was granted as an act of imperial patronage and that alone.
In return for patronage, merchants might be called upon to donate
huge sums at imperial command. We do not know whether the
amounts that were demanded in donation hence and the amounts
that had had to be paid in graft before were substantially very
different, but in terms of financial organization, salt certificates and
imperial patronage entailed very different concepts. The salt
certificate represented a debt that the government was obliged to
honour, while a donation called for at imperial whim was arbitrary.
Debts that were honoured by governments could become a
foundation for the issuing of paper currency; the donation, at best,
was another tax.

After it was reduced to patronage, the relationship between
merchants and government in Ming and Qing China came to be
known as “government-supervision and merchant management”. This
was how large-scale business enterprises came to be organized
especially in the Qing dynasty, examples of which might include the
Yunnan copper mines and the overseas trading operations conducted
by the Cohong in Guangzhou. The concept was revived after the
Taiping Rebellion (nineteenth century) in the series of activities that
historians now refer to as the “selfstrengthening movement”. It was
not until Sheng Xuanhuai, perhaps the most capable promoter of
business enterprise in the late nineteenth century, introduced the
idea of share capital into the operation of the China Merchants’
Steam Navigation Company that once again, paper instruments came
to be actively traded.

Commercial papers evolved: revolutionary bonds, along with
rubber shares and lottery certificates of numerous varieties, thrived
in the treaty ports in the last years of the nineteenth century and the
early years of the twentieth century, and trade in shares and
commodities thrived, primarily in Shanghai. I used to have in my
holding a share certificate issued by a “nightsoil” collection company
in Guangzhou in the 1930s, to cite only one instance to illustrate how
far down the line stocks and shares might go in Chinese society once
they were permitted. Just as important was the change in the popular
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literature: late Qing and Republican newspapers carried daily reports
on business performance, exchange and interest rates, and a
literature on these matters built up very quickly. Ma Yinchu,
University of Columbia-trained economist who wrote and lectured on
Chinese banking in the 1920s and 1930s, advocated the necessity for
government legislation on credit-bearing instruments such as the bill
of exchange, despite increasing state control of the banks and large-
scale enterprises.®® The outbreak of war in 1937, the war of liberation,
and subsequent government policies changed all that, until revival
came in the 1980s.

One can ponder, given a different set of circumstances, how
business institutions might have advanced in late Ming China, if, as
one might say, the emperor and his bureaucracy could not have put
their stamp on the market of salt certificates as easily. Indeed, there
was incipient capitalism in the sixteenth century. This was not the
capitalism of the workshop but the capitalism of the sixteenth century
futures market. Produced by accident, surviving by sufferance, it
finally succumbed to the uncertainties of management by the
imperial bureaucracy and then the whims of the emperor. The price
that China had to pay was not that trade could not develop, for that
went on for the greater part of three centuries to the best of anybody’s
imagination, but that when the time came for railways to be built and
modernization programmes financed, the financial institutions were
not in place to handle the gathering and transfer of funds on the
scale required. The Chinese government turned to foreign banks,
and that led to the highly political issue of imperialism.






Why Did the Chinese Economy
Lag Behind?

The Chinese economy is said to have lagged behind in the nineteenth
century for many reasons, not all of which are justified. Until the
newspapers of Shanghai reported them in detail, inland famines were
distant affairs for the coastal observer in China. Until then, Malthus
might have speculated that population checks operated in China as
they did in Britain, but they were not brought within the public view
with any vividness or urgency.' If China appeared destitute in the
second half of the nineteenth century, as compared to the perceived
prosperity of the eighteenth, a large part of that appearance was
illusory. Yet, whatever the state of sufficiency, whatever returns
Chinese agriculture might yield on investment resources,
industrialization made a very slow start in China. Armaments and
some small-scale shipping were started in the 1860s and 1870s, but
the railways and cotton spinning and weaving, aimost universally the
first rung onto steam power, were introduced, for the most part, in
the late 1890s. Although exports boomed, China did not compete
effectively in the international market place. Chinese sugar lost out
to Javanese sugar, and even long-established silk-reeling lost out to
late-comer Japan. By the 1910s, when Chinese people were, indeed,
setting up factories in and near their major cities, China was saddled
with a heavy foreign debt, the Chinese currency system had all but
collapsed, and Chinese banks were at most in their infancy. Add to
the scene the lack of any effective central government after the fall
of the Qing dynasty in 1911, constant internal wars among the
warlords, and by the 1930s, war with Japan, it is a wonder that there
was scope for the 1920s to be referred to by historians as “the golden
age of the Chinese bourgeoisie”. It is an indication of the resilience
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of traditional business practices that, in the face of so much adversity,
the economy could have been growing.?

The practices of traditional business were observed everywhere.
They were demonstrated in the local markets, and amidst scenes of
hawkers and stores selling rural produce. They were found also at
the workshops, producing goods as varied as farm tools and electrical
torches by the 1930s. The more modern-looking the enterprise, the
more suspect traditional practices became. They existed side-by-side
new technologies, but it was said the Chinese labour force had to
adapt to its new demands. And most surely, the new technologies had
to be imported. Ideas of steam power were totally alien to Chinese
thought and practices. At the School of Naval Construction in the
Fuzhou Shipyard in the 1867, Chinese students had to be trained in
machine drawing, mathematics and physics, in French.® It took an
entire generation at the Jiangnan Arsenal to produce the texts in
Chinese.* New technology to China in the 1870s meant steam
technology; China had itself invented most of the mechanical devices
which went into spinning and weaving before steam.® Chemicals,
steel, electricity and the internal combustion engine, products of the
Second Industrial Revolution of the West in the later half of the
nineteenth century, would catch on in China from the 1890s, but in
the 1870s, it was on steam that Chinese technological modernization
would stand or fall.

Steam Power and Technology

China acquired steam power with great difficulty. The reasons why
it became so difficult for China to acquire steam power had to do
with the state of traditional technology and nineteenth century
politics. They are well-known to the China historian and should be
quickly dealt with. For a start, China could not have invented the
steam engine. Even though Joseph Needham argued that the Chinese
blow furnace constituted the “pre-natal” history of the steam engine,
China did not possess the technological edge needed to shape it into
one. In this respect, the interest shown in the continuity of ideas by
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historians drawing from Needham has not been balanced by an
examination of the technological base which could turn ideas into
machines. Specifically, any comparison between Chinese and Western
technology would have made it obvious that China did not invent
the lathe, and, therefore, could not have achieved the precision which
was introduced into the making of instruments by that particular tool
in Europe. Not that the lathe would have made the steam engine,
but it might be considered a precursor of the cannon borer which
was adapted for the precision which James Watt needed for the piston
in his engine. There should be no mistake between Watt’s engine and
the Chinese blow furnace. James Watt’s shaft and piston were made
of iron and the piston in the Chinese blow furnace was made of wood.
The piston in the Watt and Boulton engine moved seven feet at each
stroke, while the handle of the Chinese blow furnace no more than
the length of the operator’s arm. The motive force generated by the
steam engine made it worthwhile to convert the linear motion
generated by the piston into the circular motion which was then
adopted in the railway engine, steamer and the factory. The Chinese
blow furnace would have made it attractive to create a stronger motive
force leading to more trap doors providing more air for a furnace,
and hence to the replacement of the hand-operated piston by a series
of cranks, in a more sophisticated version of the machine. Chinese
workmen were precise when it came to woodworking or stone
carving, but without the need to make clocks, guns and, especially,
small arms, they had no need for a sophisticated machine tool
industry directed towards metal working. China would not have
invented the steam engine, because Chinese industry in the
eighteenth century was moving along a totally different trajectory.
Any suggestion otherwise demonstrates a total lack of appreciation
for the difficulty of crossing technological hurdles presented by major
shifts in technology.®

If China could not have invented the steam engine in the
eighteenth century, might China have at least been able to learn to
make one by the nineteenth? Again, the record of China in this effort
is relatively clear. It is buried in the history of the “self-strengthening
movement”. This reformist period in Qing dynasty history stretched
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from the late 1860s to perhaps 1895, from the end of the
Taiping Rebellion to China’s defeat by Japan in the First Sino-
Japanese War.” It began with the hope that China might emulate the
West in a spirit of pragmatism, so that Western knowledge would be
introduced “for use” while Chinese knowledge might be retained as
“essence”. It ended in a sense of failure and frustration upon China’s
military defeat. What we know as yet of the steam engine in this
history can be told quickly. In brief, the steam engine could not have
been introduced in China as a motive force except in relation to a
machine, which in the mid-nineteenth century, would have been the
railway engine, the steamer or part of the fitting out of a factory, such
as a spinning mill, and all three innovations failed in China. In the
1870s, China resisted efforts to build a railway. In fact, the Qing
dynasty government went as far as to purchase the demonstration
railway which was built only to tear it down. No act of conservatism
that, it was taken in defence of China’s autonomy and in reaction to
its fear that the railway might prove another Western incursion, all
at a time when senior members of the Chinese officialdom were
considering introducing the railway in north China. It was politics,
therefore, which deflected the railway building effort.?

Likewise, politics came into factory building, but in a way which
had more to do with late imperial understanding of how business
related to the state than any prejudice against reform. No-one could
have imagined for most of the Qing dynasty that factories might be
built in China except by explicit permission from the imperial
government. The imperial government granted a monopoly on
operating the spinning mill to Zhili Province Governor-General Li
Hongzhang, long recognized by the contemporary Western
community in China as a modernizer. Yet, Li neither built the
spinning mill nor let anyone else do so, and so machine-spinning did
not develop in China until after the Sino-Japanese War of 1895. The
war became a major landmark in China’s economic development,
usually because it is thought, by historians, that the peace treaty gave
foreigners the right to go into manufacturing, but it might just as
well be said that China’s failure at the war led to the removal of Li
Hongzhang from Zhili province, and from that time on, the opening
of political patronage to all and sundry in the government.
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Why China did not learn about the steam engine from the
building of steamers is a more complicated question. The short
answer, however, is that China did learn about steam engines from
steamers, but too little and too late.® By the time the Chinese
shipyards were in operation, in the 1870s, the West had moved on.
The boiler makers who built the first steam engines in Britain were
now engineers whose engines were built to the precision defined by
an established mathematics. By the 1880s, breath-taking advances
were also coming on stream in Western science and technology: the
Second Industrial Revolution was supported by research in the
laboratory and sustained on a mathematics in which algebra and
calculus were an integral fundamental. In 1800, China might have
acquired some of the industrial advances of the West with the
minimum of change to the traditional curriculum, but to do so in
the 1880s meant reforming school education to put a premium on a
new mathematics and the forever elusive superiority of Western
technology. Unlike Japan, which came to this stage of industrial
development at the end of a political revolution, the Chinese literati
considered education as the last bastion of its power, identity and
continued existence. China was doomed, therefore, by the
impossibility of timing. The great empire had to collapse before its
economic structure might be put in place for the new technology to
take root.

The Contractual Tradition: Its Strengths and
Weaknesses

In the best nineteenth-century scenario, China would have acquired
steam technology in stages. Like many third-world countries, it would
have exported raw material and labour, opened up its mines, and, if
its political structure could withstand the onslaught of social
revolution which must follow, its leadership might have promoted
education, law, the urban infrastructure, social stability and a more
open society. Of course, that did not happen. Tradition stood side
by side newly introduced institutions from the West, with few people
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comprehending the massive changes which were to engulf the entire
society and having few ideas as to how they might come about.
Looking back, historians have wavered between condemning Qing
officials as conservatives and singing the praises of Confucianism as
an ideology which might underpin East Asian economic
development. Neither embodies a research strategy which answers the
question why China had found it difficult to adopt steam technology.
The answer has to encompass, not only what it might have been
desirable for the country given any historian’s particular bias, but also
what traditional institutions were capable of doing and where they
fell short in the nineteenth-century environment. The institutions of
business and management, of course, would have been one area
which merits particular attention, but traditional business methods
have always been elusive and not given the attention they are due.

In search of traditional business institutions in imperial China,
the historian must be prepared to recognize that, much as they were
in Europe, they were created out of an environment in which
business was not their expressed aim. The expressed institutional
aims which were given pride of place in society at large were not
economic but ritual.'® Europe discarded the ritual cover for business
in the long years between the Commercial Revolution (say the
seventeenth century) and the Industrial Revolution (say the
nineteenth century). China also went through a Commercial
Revolution in the sixteenth century, but China did not, like Europe,
arrive at an individualist ideology which made its way in business
and in politics. Instead, China discovered the power of ritual as a
tool for administration and extended it into business, of which more
will be said. The point to be made here is that, compared with
Western Europe, the substitution of business institutions for ritual
came relatively late to China. To rest business on law rather than
ritual was, in fact, one of the greatest impacts that the West made
on China. This process took the whole of the twentieth century, and,
to this day, has not been completed.

The objection will be raised by some among China historians that
the twelfth century, rather than the sixteenth century, should be the
turning point. Indeed, it can be, and if historians are allowed to



Why Did the Chinese Economy Lag Behind? 33

generalize, we may find even earlier turning points. The further back
one goes in time, however, the more the generalization becomes
irrelevant for an understanding of China’s economic lag in the
nineteenth century, for, over time, the territorial concentration of
Chinese state control shifted away from inland China to the
economically active delta areas of south and central China. Until the
twelfth century, most of what Chinese history books tell us about
China took place to the north of the Yangtze River. After the twelfth
century, population, and certainly wealth, concentrated to the south
of the Yangtze. The politics of the state that concentrated to the north
of the Yangtze was very different from that in which the centre of
economic activities had shifted to the Yangtze but was governed from
Beijing. An argument about Chinese business, therefore, faces the
same general issue as faced by any argument about Chinese culture:
it has to balance the rise of a corpus of ideas which posits the unity
of the Chinese state with the means by which state administration
spread over the expanding terrain that over four millennia became
China. Substantial parts of China which became commercially active
from the sixteenth century on did not come under the commercial
advances of the Song dynasty.

It is inherent in this discussion that the advance of the state had
been instrumental in promoting the business infrastructure. The
extension of the Chinese state, indeed, provided the legal structure
for the drafting of contracts, the ritual common ground from which
corporate holding of property took off. Related to it was the spread
of literacy which was required for writing contracts and keeping
accounts, and litigating at the magistrate’s office when disputes arose.
One needs go no further for the hidden hand of the government
process in historic Chinese society than taking note of the prevalence
of land contracts. They are found in all parts of China where land
was put to cultivation. They are so common, in fact, China historians
take them for granted. We classify them, we probe the legal
implications of their terms, we seek origins for the practice, we put
it down to innate conservatism that land, rather than industry, should
be regarded as a target of investment, and we do not ask why it was
that most contracts had to do with land."



34 China and Capitalism

The answer, of course, is amazingly simple. Written contracts
extended with the implementation of Chinese local (that is to say,
county-level) government, and they were used wherever Chinese
government created titles for land. This is not to say that successive
Chinese governments were concerned with promoting a land market.
Quite the contrary, a persistent strain in Chinese administrative
thought believed that land should be state property and that the less
it was privately amassed, the better it was for the state. Yet, Chinese
governments were interested in taxation, for which land was a ready
resource, and techniques for land registration were developed for that
purpose. So, wherever land was registered, property rights were
created and it became possible for land to be sold. While China
historians write about the ancient origins of land contracts, they,
therefore, tell only half the story, and, that is, that for most of what
now counts as China, land contracts were not known for most of
Chinese history. Despite the early origins of written contracts in
China, many of the highly commercialized parts of China did not use
written contracts for land transfer until after 1500.

The fact that writing contracts was practically universal wherever
Chinese local government was established says something about the
nature of government. Written contracts were frequently employed
in the Ming and the Qing for the transfer of property. The substantial
number of written contracts known variously as hetong (agreement),
qi (deed) or heyue (bond) that are available to China historians shows
that they were used in the purchase of land, houses and people, in
making loans and investment, in setting up business partnerships, in
remitting money and in the execution of a wide range of ritual
activities that included the numerous stages of the betrothal and
wedding ceremonies as well as dealings with deities and spirits.'?
These documents were so commonly employed, in fact, that they were
essential subjects included in popular handbooks that circulated both
in print and in manuscript.

Yet, it is unclear if all contracts were equally enforceable in a
court of law. The Chinese law code of the Ming and the Qing was
designed primarily as a criminal code, and although some clauses
might be extended into business matters, it would seem from the
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records available that the disputes that were brought into court dealt
primarily with, in contemporary terms, “[matters relating to]
marriage, household, and land”, leaving out ostensibly partnership
and money loans. The reason for this limitation probably had
something to do with the expertise of the magistrate. The Ming and
Qing magistrate, by virtue of his status as scholar, was required to be
knowledgeable about family rituals, and because he served also as the
chief county administrator, his taxation and land registration duties
made him expert in land transaction. Business was not a subject that
fell within his experience, and the magistrate would not normally be
sensitive or sympathetic to the intricacies of business. The more
common arbitrator for the merchant in Ming and Qing China would
not have been the magistrate’s court, but the merchants’ guild, which
drew up codes of practice for their members and which acted on
behalf of the trade with outsiders and government. Existing
documentation makes it far from clear how capable the guilds were
in the setlement of disputes among members, but one would suspect
that status and influence had much to do with conflict resolution."?

While written contracts were common, therefore, their efficacy
in the organization of business has to be viewed in perspective. It has
to be understood that they functioned without a well-defined
commercial law, or even a customary law in which the concerns of
business were very clearly spelt out except in moralistic terms. Let
me cite as an example the limitation that was inherent in the Chinese
partnership the following contract from a Ming dynasty Huizhou
handbook:

In view of the fact that wealth derives from partnership and results can
be achieved by personal efforts, we (names) have agreed to pool our
capital (ben) in search of profit (X). In the presence of a middleman-
witness, we each put up so much capital; in a common mind and with
lifted courage, we seek to enter business. All profits received shall be
calculated face to face every year. Some funds shall be divided for use
in our respective families, but capital shall be left so that the source
[of our wealth] will not be exhausted. As for personal expenses, each
[partner] is himself to prepare for them without expending funds that
belong to the firm, so that the accounts will not be confused. For these
purposes, we draw blood and make a pledge, and agree that it is fitting
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all pain and happiness shall be shared and that [no profit] shall be
privately hidden for the fattening of one party. Any party that goes
against this agreement will be despised by both the deity and by man.
In order to provide a proof, two copies of this contract have been drawn
up, to be kept for future reference.™

One might suppose, at first reading of a contract of this sort, that
the reference to family expenses should only be incidental. I am
convinced it is not. Instead, I think it is a reflection that traditional
Chinese accounts lacked the mechanics to keep track of capital. 1
think the provision, taken in conjunction with partnership
arrangements that we know of in other circumstances, for example,
in salt-mining in Sichuan or coal-mining near Beijing, illustrates well
the difficulties involved in the distribution of profit in partnership
in the absence of capital accounting. The detailed documentation
available on these operations shows that in these partnerships, general
principles in profit-sharing were adhered to that circumvented the
use of accounts and hence the need for agreement as to how they
must be kept for the calculation of monetary profits. For example,
the parties to the partnership might divide the products of the
enterprise (brine or coal) in proportion to their contribution, or
consign them for a flat fee under contract to a single purchaser,
mostly likely, one of the partners. In either case, the annual receipts
for the enterprise were relatively stable and the only accounts that
needed to be kept were running records of withdrawals made by
different partners. No other record of assets and liabilities was really
very necessary.'

It seems quite certain that Chinese businesses did not keep
capital accounts. Capital accounting does not appear in Takeda
Kasuo’s careful comparison of sixteenth century Chinese and Western
accounting methods, while a survey into accounting practices in
Guangzhou in as late as the 1930s specifically noted that shop
accounts did not record the movement of goods in nearly as great
detail as cash transactions.!® The absence of any means for capital
accounting was a general condition that must have been faced by all
partnerships. The annual profit as calculated from standard practices
would have balanced income and expenditure but would have made
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no provision for bad debts or depreciation. In the absence of capital
accounts, rules of the thumb dictated methods for fair division of
profits without depleting business capital. Such rules of the thumb
were not restricted to commercial activities. They were the same sorts
of rules that applied in share-cropping, or in the management of the
lineage estate, and, therefore, the reference in the partnership
contract to drawing only as much of profit as was required for the
family. It must have been known that the account balance did not
represent the true profit.

The absence of a clear knowledge of the capital balance did not
make shareholding on the long term easy, or, more pertinent to the
development of the business firm, impersonal. Yet, shareholding of
a sort did develop beyond the business partnership, and it came about
via a religious connection. The religious trust that provided for
sacrifice for ancestors and deities owned land, for it was the income
from the land that ensured continuity of sacrifice. What is significant
is that the trust would have been thought of as belonging to the
ancestor or deity for whose sacrifice it had been set up, and the
offerings given at sacrifice became, not a contribution made by
descendants or worshippers but a gift to them, the descendants, from
the ancestor or deity. The rules of worship, therefore, defined the
corporation, and substituted for rules that might govern the
management of equity. Yet, despite the right of all within the
corporation to participate in sacrifice, the preparation for it, that
included the management of the properties of the trust, had to be
conducted by a small group of managers. From at least the early
Ming, rotation among participating households had been the
accepted practice. In the case of a trust held in the name of a deity,
such household membership would have been defined at the time
of its formation, and thereafter accrued to all descendants within the
household. In the case of an ancestral trust, the rules of partible
inheritance would have provided the rules of management, despite
the prime position of honour accorded to the senior line of descent
in recognition of which its members might be given an extra share
of the sacrificial offerings but almost certainly not an extra year in
the management of the trust. Accounts were drawn up at annual
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sacrifices, on which occasions management was transferred from one
participating line to the next. The fact that land prices were assumed
to be constant, that by law land held in the name of the ancestor
might not be sold without agreement from all male descendants or
their lines of descent, and that the rules of management were widely
understood and accepted, made it possible for religious trusts to last
very much longer than business partnerships.!’

The ancestor or deity in the name of whom property was held,
therefore, took on the character of a legal person. The ferries of Yuen
Long district in the New Territories of Hong Kong, for instance, were
in the nineteenth century held in the names of ancestors who had
died some seven centuries earlier in the Song dynasty, and those in
the know would have realized that the property was held by the
corporate group rather than the individual.’® There was clear
understanding in law of what was entailed in this sort of ownership,
for, in the case of the ferries, the lineage embodied the organization
that provided the required management, for instance, in auctioning
out the rights to manage annually. However, incorporating a trust
in religious terms went beyond the realm of earthly law. The ancestors
and the deities were subject to an order that belonged to a higher
realm with which the emperor could intercede but not control. The
religious trust, therefore, one might say, was one answer traditional
China provided for the question of incorporation without the
institution of the imperial charter. The emperor granted no rights
that he could not withdraw, but the ancestors and deities might only
be sustained by institutions that were founded to last for perpetuity.
In this situation, one should not expect any long-standing capitalist
institution to be held in the name of the individual. If there were
long-standing capitalist institutions in Ming and Qing China, they
would have been held in trust for ancestors and deities.

One might argue that the religious trust was predominantly a
rural phenomenon, and that it was more practicable as a device for
land management than in the conduct of commerce and industry.
There would be much truth in this argument, but for three reasons,
it should not be taken to mean that being primarily rural implied
that it was primarily agricultural. Firstly, the religious aspect of the
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trust should not mislead us: an entrepreneurial objective is apparent
in many trusts. In the Pearl River Delta, with which I am more
familiar, the trusts were the agents through which capital was found
and labour was recruited for land reclamation projects reaching back
to the Ming dynasty. By the end of the Qing, shares held in some
land-reclamation trusts were transferable. Secondly, it is well-known
that merchants invested a considerable amount of their capital in
land. Chinese historians have always assumed that land-holding was
attractive because it was regarded as a safe investment, but that is no
reason to think that the returns from investing in land-development
projects were necessarily low. Thirdly, the Ming and Qing merchant
made a clear distinction between the ongoing day-to-day trading
functions of his business operations and his holding establishment.
He traded in the name of his business (the “hao”), but held his
property under a different name in a trust (the “tang”). The ritual
basis on which the corporation was founded is illustrated in the
Chinese character “tang”. The tangis a hall. The Chinese character
denoting it is the same character that would be used for an ancestral
hall, or a hall in a temple complex. It stands for a physical building,
even though in its business application, no building is necessarily
implied. The tang holds property on the understanding that it is held
for the maintenance of sacrifice to ancestor or deity, and as such,
the property is often thought of as belonging to the spirit to whom
sacrifice is offered. In both the sacrificial hall and the trust is rested
an understanding of property rights.

The understanding that the sacrificial hall might stand for
property holding can be readily understood with reference to Ming
dynasty law. The law as originally instituted assumed that real, rather
than fictitious, persons should be registered. However, as the law was
applied, it became standard practice not only to retain the registered
name on the record even long after the person so registered is
deceased, but also for fictitious personal names to be registered.
Names on the household registers, therefore, were readily regarded
as names of ancestors, and the property acrrued to them, ancestral
estates. Yet, household registration, obviously, did not apply to deities,
who could not be registered as holders of property. For this reason,
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the common conception of property holding at a temple dedicated
to the deity might well be at variance with legal understanding. Land
was held under the names of temples, and Ming legal fiction would
assume that because temples could not share in the corvee service
required of household registration, tax and service which accrued
to its holding might be assigned to households. In reality, the reverse
is often true. Among the many exploits of the famous monk Hanshan
Deqing at the Buddhist monasteries in early seventeenth-century
Guangdong was sorting out the tax liabilities of the Nanhua
Monastery, one of the important centres of Zen Buddhism. Local
families which had control of its registered holdings were not
delivering rent, but the monastery was held liable for tax, and, the
result, as one might expect, was impoverisation of the sangha.”® As
Liu Zhiwei has very convincingly argued, by the sixteenth century,
household registers dealt with tax accounts and not real households.
Ming and Qing law was never revised to reflect this change.?

Chinese corporations, therefore, took a totally different approach
to the maintenance of continuity from the Western firm. The
partnership was not and not meant to be long-lasting, but the
maintenance of ritual relationships in the religious trust had to
be.?! For this reason, the trust was a common device for use in
holding property, by merchants and others alike, and inheritance
practices would have ensured that at least some trusts would have
survived as ancestral trusts. Businesses and trusts, or shares in them,
could be passed on to descendants, and where they were not divided,
would have been held in the name of the ancestor. The longer
continuity that would be found in land-holding trusts possibly
accounts for the greater amount of documentation that has survived
to this day. The partnerships and the names set up for other
businesses would have been much more transient.

Corporations which were formed with the ostensible purpose of
offering sacrifice to the ancestor or deity did not rely on the keeping
of accounts to maintain a fair distribution of profits, even though
accounts were maintained and made public knowledge. They
depended on the rules of inheritance. In the southern lineages —
in the provinces of Guangdong and Fujian — each lineage segment,
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that is to say, descendants of the deceased ancestor in whose names
the property was held, rotated their right to manage the estate, but
sacrificial meats purchased with proceeds from the estate were
distributed to all male members of the lineage.”? The combination
of the two practices results from the two interpretations of partible
inheritance that was the common practice in these areas. Estates to
provide for sacrifice were also established on contribution, and where
the target of sacrifice was a deity rather than an ancestor, the
management body took the form of a voluntary association (hui).
Unlike membership to the lineage, membership to the voluntary
association might be bought and sold, and the right of participation
in the association, therefore, was frequently represented as a share
(fen). Unlike family operations, holding operations conducted in the
name of the ancestor tended to be long-lasting: lineages survived for
centuries, their members being located in the same villages, holding
land in the same areas, managing property under the same names
that had been set up at the time of their origin. If they thrived, and
many did, complications were introduced by what Maurice Freedman
called lineage segmentation, which was less a segmentation process
than the proliferation of land-holding trusts. The development often
came with increase in wealth, which led to social inequality and not
necessarily managerial inefficiency. The equivalent in temple
holdings is less clear. Where land donated to the temple was managed
by voluntary associations, the temples easily out-survived the
associations. However, one suspects that the control of a temple could
involve a highly charged political situation. Where rights and
responsibilities were clearly demarcated, and where the local power
structure was maintained, such as I have seen in the records of water-
management associations in Shanxi and Fujian, disputes were settled
within the framework of temple management.”? Where they were not
clearly demarcated, or where the local power structure was fluid, as
was often the case, local warfare might determine how power changed
hands.

Membership to the lineage or the temple alliance was restrictive,
and so investment into and access to its funds would also be
restrictive. Choi Chi-cheung’s very detailed records of several
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Chaozhou merchant families operating in the late nineteenth and
early twentieth century in Shantou, Hong Kong and Southeast Asia
illustrate how lineage funds tended towards internal, rather than,
open banking.? Those very successful Chinese families invested in
their sons and relatives’ businesses, the new business firms
maintaining close trading relationships with the investing parties and
among themselves. The cross-holding of equity and credit adds to the
trust that is built on family and kin relationships. The Chinese term
for the resulting relationship, lianhao (linked firms), indicates that
the operators understood the networking that was set up in the
process. The maintenance of internal banking in this manner puts
financial rather than administrative control at the centre of Chinese
business management.® It allows for the operation over long
distances that is found in some, especially overseas, Chinese
businesses, and the spread of independent units of command would
appear to be diametrically opposed to the vertical integration that
became the norm after the rise of modern industry. Yet, to stress their
common origin and lineage ties misses the boundaries set up for the
network: outsiders cannot easily enter the internal bank that is
effectively placed at the heart of the joint operations. These
operations have proved very successful in trading, but when banks
were run on these principles, as Ming and Qing banks were, the
amounts of capital they could raise would be restricted.

Conclusion

The use of contracts and the establishment of corporate properties
allowed for some definition of property rights, but they did not, by
themselves, make for a financial market which could allow banking
on a scale needed to promote the railway, mines, steamers or even
factories in the world of steam. Native banking, which grew out of
the use of contracts and incorporation through the lineage, operated
on too small a scale to make much impact on the industrial financing
that was needed. It could not have operated on a larger scale unless
the Chinese government had instituted a national debt and thereby
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recognized that bankers had the right to issue paper money. The
abolition of salt tickets towards the end of the Ming dynasty,
therefore, was a decisive turn in Chinese business history. China gave
up the finance market and turned instead to official patronage,
continued into the next dynasty as “official supervision and merchant
management”. The right to engage in trade on a large scale was to
be granted by imperial favour, in return for which, merchants were
subjected to unspecified and arbitrary exactions in the form of gift.
Taxation by fiat was, by definition, unpredictable. No bank of scale
could have operated in that environment. That was China’s main
weakness in the nineteenth century. Businesses on a small scale could
and did spring up on the China coast, in Southeast Asia, even North
America, run by Chinese people, drawing on traditional practices,
raising capital among themselves, relying on their social statuses and
extra-commercial relationships to regulate elements of trust. Yet, the
same practices could not have raised capital in shares and bonds from
people who were strangers to one another, or attract deposits from
wealthy people whose objective it was to keep their wealth from the
knowledge of the officials. The impression that Chinese businessmen
were adept at “networking” is, therefore, not unjustified. That was
symptomatic of the lack of legal recognition or protection that they
had the right to conduct business in areas where the state had not
explicitly relinquished its privilege, and that must include the state’s
right to abrogate its debt.

The reasons for China’s economic success in the eighteenth
century were almost exactly the ones which made it lag in the
nineteenth. Unless and until investment was needed in substantial
amounts, ritual incorporation and private contracts served ably to
mobilize resources. Yet, when the West brought the steam engine and
the internal combustion engine, the telegraph, the railway, the
spinning mill, the steam-driven flourmill and much more, private
networks were inadequate as avenues for industrial finance. I am
reminded of the review by the historian of technology, Ian Inkster,
on the several books comparing east and west in economic
development, including Frank and Pomeranz. The question, he says,
does not lie in who was richer or more technologically advanced, but
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who at the point of contact could mobilize more wealth and more
advanced technology.”® This is where finance and banking come into
the picture, and it is not only in the control of the sea, but in the
different approaches to finance and banking that China and the West,
and soon Japan, differed.



Company Law and the
Emergence of the Modern Firm

The modern firm came about in China via one of three routes: it
was sometimes the result of the privatization of central government
enterprises; it was sometimes built upon the family firm; and in a few
cases, it came about as an exertion of coordinated regional
development.' It is possible to collapse these three routes to
modernity into two, for regional development was in practice the
privatisation of regional government enterprises combined with the
evolution of regional family businesses into full corporations.
Nevertheless, local government was essentially founded on principles
very different from the centre, and the difference has to be noted.

It is easier to name some of the modern firms than either to put
a very clear definition on the character of their modernity or to
describe their prevalence. Among the various government enterprises
that privatized would obviously have to be included China Merchants’
Steam Navigation Co., the Hanyeping Co., and the Hengfeng
Spinning Mill. Among the firms that grew from family businesses, it
is possible to think of the Yong-an Company, Nanyang Brothers
Tobacco, the Dalong Machine Works, and the numerous factories that
were owned and managed by the Rong family. An example of a
regional enterprise would be the Dasheng Spinning Mill and its
associated businesses in Tongzhou (Nantong county, Jiangsu
province) under the control of Zhang Jian. These are a minuscule
fraction, of course, of China’s modern firms from the late Qing to
the Republic. They represent really the few cases on which, thanks
to the effort of historians in China, source materials for historical
research have been made available from the company archives, and
the little that historians now know, far from making them complacent,
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underscores the great need for more research on business
development in China.?

A common characteristic of these firms is that they belonged to
a group that from the early years of the twentieth century referred
to themselves as “companies” (gongsi). The term was popularized
from nineteenth-century Guangzhou. In the eighteenth century, it
was used by Chinese seafaring merchants with reference to the
pooling of capital and from there it found its way into Chinese
merchant organizations in Southeast Asia. In the 1830s and 1840s it
was a translation for the British East India Company. It then became
well-known in connection with communal institutions known to
Westerners in Southeast Asia as well as China as secret societies, and
was introduced into the national language by the popular media from
the 1860s.? It represents more than the idea of a group of traders:
the traditional term “hang” would have served that purpose very well,
for “hang” denoted the combination of merchants trading in the
names (hao) of their businesses, family firms and partnerships. But
it was the word gongsi that by the 1870s, incorporated rather precisely
the idea of a body of people coming together for the purpose of trade
according to a charter that had been approved by government, an
idea that would have been true to the meaning of the word as it
applied to the East India Company. However, once generalized, its
meaning changed to include all companies in which shares were held
by a large number of shareholders. When company incorporation was
introduced into China by the Company Law of 1904, the law was
known as the gongsi fa.

The Company Law of 1904 redefined the role of the state in
relation to business. Previous to this piece of legislation, state policy
towards business was ambiguous. Imperial regulations ignored
businesses on the small scale, but retained for the state the right to
claim essential businesses as its monopolies. In practice, monopolistic
rights, including the right to tax, were granted as privileges through
patron-client connections that stretched from the imperial court
down to the poorest rural market. In this setting, the state retained
for itself the right to intervene in the market, which right was
exercised by its officials with or without imperial approval. The



Company Law and the Emergence of the Modern Firm 47

uncertainty not only of state policies but also of their interpretation
and execution by officialdom added to the risks that businesses had
to face, and merchants reacted to such risks by seeking protection.
If one argues from these policies that Chinese society was somehow
opposed to trade, one argues in the face of the very active commercial
development that took place in China from the late Ming to the Qing,
the faith in silver expressed by all and sundry, and the strong
awareness that trade brought profit and profit brought land that was
written into the biographies of so many merchants that we know of.
The net result of these policies was not the denigration of trade, but
the denigration of the merchant, for the merchant traded at the
sufferance of the official, who became the social model for the
merchant to emulate. The numerous reforms of the last years of the
Qing dynasty, of which the introduction of the Company Law was one,
were designed to overhaul this balance of power. The abolition of
the imperial examination, the recognition of commercial and
agricultural associations, and the Company Law, tipped the balance
in favour of the merchant. As in Europe, the Company Law replaced
the idea of privileges granted by imperial charter with state
recognition for private mercantile initiative in return for tax. From
then on, private trade was the citizen’s right, and if the state
demanded more than a supervisory role, it was up to the state to
nationalize.*

Historical developments in the West prior to the introduction of
company legislation are instructive as a comparison for the
experience of China, for the Chinese situation was not necessarily
different from the European experience of the seventeenth and
much of the eighteenth century. In Europe, trade, especially long-
distance trade on a large scale, was conducted as state monopolies.
Outside the areas defined as state monopolies, merchants traded on
their own means or under private partnership arrangements. The
state took an interest in the registration of private companies only
when its stake in the chartered companies had receded, and when,
because joint-stock ownership had proliferated, the idea of limited
liability was gaining ground. In Britain, where not only did legal
recognition for limited liability lag behind some other parts of
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Europe, but also the Bubble Act made it a criminal offence to
“presume to act as a corporate body”, the possibility that the holding
of a share in a partnership might imply unlimited liability did not
impede the promotion of jointstock companies in times of economic
boom in the eighteenth and early nineteenth centuries. There, the
joint-stock company might be incorporated by registration only from
1844 and limited liability was granted as a right only from 1855. It
was, therefore, not the law that brought the business corporation into
existence, but the widespread practice of shareholding that made the
formation of the jointstock company a reality. The law did not lead
a social trend, but recognized it when it had to.®

With the very important exception that unlike the British
monarch, the Chinese emperor refused to acknowledge the viability
of a national debt, the business environment in China in the
eighteenth century was probably not very different from Britain’s.
Partnership was rife, financiers sought investment opportunities,
traders networked, land and commerce but not industry were
acceptable to bankers as investment targets, and paper notes denoting
ownership of one sort or another were traded. However, missing in
China by the mid-nineteenth century was the experience that Western
governments and legal systems had accumulated in relation to the
operation of joint-stock companies. One might argue that had it not
been for industrialization, the difference would not have been
immediately translated into economic strength. It was not until the
late nineteenth century that the investments needed for some
industries, especially transport, were becoming excessive for
individual financing, even though in the West, the industrial barons
that dominated the new corporations were soon sufficiently wealthy
to finance a good many of these on their own strengths. The need
for private capital also went hand in hand with the need of the state
to raise ever-larger tax incomes. The capital market developed in
answer to these needs. Commercial instruments were created that
might reduce the risks of investment, responsibilities were defined
in the fully incorporated companies, while the state increasingly took
on the role of guardian of shareholders’ and depositors’ interests in
return for the right to tax. It should not be surprising, therefore, that
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when the business company — gongsi — appeared in China, it was
received in a similar context.

The history of the incorporated company (gongsi) in China
begins in the period known to historians as the “self-strengthening
movement” of the second half of the nineteenth century. In the
hopeful 1860s and 1870s, opportunities to introduce the incorporated
company into China came about in two separate contexts. Proposals
were made at various times to officials to permit incorporation, but
these bore no fruit; yet Western merchants raised capital in China
in the form of shares that were issued by companies incorporated
under Western law, and were extremely successful.

The first articles of incorporation that were proposed to the
Chinese officialdom were the ones drawn up in 1867 or 1868 by Yung
Wing (Rong Hong), the Cantonese who was educated in the United
States. The term gongsi appeared in this proposal for a shipping
operation, and the capital for it was to be raised from 4,000 shares
of 100 taels each. The face value of the share was therefore in what
we may consider as a fairly low denomination, and even if
shareholding could have been concentrated in few hands, one might
argue that share-ownership by a wider public was built into the
structure of the company. The company was to be managed by a
board of directors elected from and by the shareholders, each share
being entitled to one vote. There was to be an annual shareholders’
general meeting during which the managing director would report
on the previous year’s finances and produce the books for
examination. Dividend was to be paid on the shares out of profit
within five days of the general meeting.®

The proposal was commented upon by the Zongli yamen, China’s
de facto foreign ministry at the time, that had accepted in principle
ownership of steamships by Chinese nationals. However, in the
aftermath of the Taiping Rebellion, if it was to be acted upon, it would
have needed the support of the governors and governor-generals.
Both the Zongli yamen and Governor-General Zeng Guofan, to whom
the proposal was directed, were suspicious of foreign implications.
Governor-General Zeng, of Jiangsu, Jiangxi and Anhui, easily the most
powerful man in China in the 1860s who might push for reform, was
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concerned with building an arsenal, with the restoration of the
economy of the loyal Yangzi after the rebellions and with the
transport of tribute rice up to Beijing. He was a pioneer in the use
of steamships in China in that he adopted them for warfare. He was
also in support of working with merchants, not in steam navigation,
but in the setting up of “offices for the recruitment of merchants”
(zhaoshang chu) in the aftermath of the Taiping Rebellion in the salt
trade.” In view of the support that was found for the “official-
supervision merchant-management” mode of operation for a
steamship company, which was then brought into operation after his
death by his protégé and successor, Governor-General of Zhili
Province, Li Hongzhang, the combination of events seems more than
fortuitous. That later proposals should take the shape of an “office
for the recruitment of merchants” for the transport of imperial
tribute rice under the principle of “official-supervision and merchant-
management” suggests intimate knowledge of official thinking on the
part of the promoters of the enterprise. The China Merchants” Steam
Navigation Co., as the enterprise was to be called, was founded on
an understanding that government was comfortable with and that
merchants believed they could tolerate. The official who was granted
imperial sanction for the organization of the company, in this case,
Governor-General Li Hongzhang, was to appoint the director, who
managed the company together with leading merchants who were
expected to be among the major shareholders.?

China Merchants’ Steam Navigation Company was founded in
1873 on an authorized capital of 1,000,000 taels, which was increased
in 1882 to 2,000,000 taels. Indeed, it competed with foreign shipping
companies, but it drew considerable advantage from being the only
Chinese-owned shipping company that was permitted by the imperial
government and from the patronage of Governor-General Li. Besides
the assured business of transporting tribute rice, it had access to
government loans, it enjoyed relative ease in the acquisition of real
estate needed for wharfing, that was to appreciate considerably in
value in the decades to come, and goods carried on its ships were
granted exemption from transit dues. Early reluctance shown by
Chinese merchants to invest in the company reflects probably more
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a sense of caution towards the unknown than an assessment of the
company’s business potentials. According to Albert Feuerwerker,
from about 1880, the reluctance of the Chinese mercantile
community to put its capital into the China Merchants’ Steam
Navigation Co. surprisingly gave way to a considerable demand for
the company’s shares, and although Feuerwerker argues that China
Merchants’ Steam Navigation shares were essentially held through the
private networks of the directors, as K. C. Liu and others have shown,
by the 1880s, the Shanghai market was rife with speculation on shares
of precisely the sort of official-supervision merchant-management
enterprises that China Merchants’ Steam Navigation was. After China
Merchants’ Steam Navigation, major enterprises that raised
substantial capital from Shanghai included the Kaiping Mines and
the ill-fated Shanghai Spinning Mill.°

The speculative fever of the 1870s and the early years of the 1880s
extended out of an international economic trend. One might think
of it as an indication of economic imperialism, but this term, far from
distracting attention from Chinese entrepreneurial activities, should
put at the centre of historical discourse the outburst of effort in
seeking opportunities to invest and the contradictions that appeared
in China when the state had yet not declared its abstention from the
opportunities that modern industry was promising. In the treaty ports
of the 1870s, the interests of the Chinese merchant in the pursuit of
profit were complementary to his Western counterpart’s. It was
generally known that Chinese merchants invested in Western
enterprises: possibly 70 percent of all Western shipping was financed
by Chinese merchants, and the figure of the compradore that became
the linchpin in the Western merchant’s dealings with the Chinese
was crucial not only as buyer and marketing executive but also as
financial broker and at times financial controller.’® There can be little
doubt that the bulk of this investment went through trust that had
been established via private channels and no questions were asked if
the business was incorporated anywhere. Such, it seems, was the status
of the Shanghai Steam Navigation Co., the American steamship
company that in 1877 was purchased by China Merchants’ Steam
Navigation at a price of 2,200,000 taels."! It was said in both Hong
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Kong and Shanghai that through the 1860s and 70s, the Chinese
merchant was doing very well and the financial boom of the 1870s
was fuelled by his capital as much as that of his Western counterpart’s.

One might argue that incorporation was immaterial to the
Chinese climate. That view might be true of the 1860s, but would
not take account of a number of changes to commercial practices in
the 1870s. To begin with, company registration on the China coast
was, by the 1870s, a reality. Following changes in British companies
legislation, a Companies Ordinance had been adopted in Hong Kong
in 1865, thereby making limited liability a possibility.'® Secondly, some
of the legal implications of registration became quite material, as
company promoters were soon to learn. Many companies founded
in the 1860s and 1870s dealt in shipping, insurance and banking, and
for them the protection of limited liability must have been inherently
attractive.’® Despite the opposition of prominent members of the
mercantile community as the bill was read in the Legislative Council,
once it was passed, the ordinance was resorted to by none other than
the Hongkong and Shanghai Bank when it was founded. Its board
of directors, even in those days, was made up of some of the most
influential Western merchants in Hong Kong.** Thirdly, the Western
companies that raised share capital on the China coast were given
considerable publicity in the newspapers. News reports of court trials,
both in the consular courts and in the courts in Hong Kong, together
with minutes of annual and special meetings of corporate bodies,
were providing the raw material for a legal culture that was coming
into shape at the treaty ports. Fourthly, shareholding was also
becoming more extensive. Into the 1870s, it is true that much share
capital was raised through private connections, but it was no longer
necessary to leave matters entirely in the hands of the middleman.
Jing Yuanshan, manager of the Shanghai Cotton Cloth Mill,
advertised the prospectus of the mill in Shanghai newspapers and
raised the needed capital.” The Chinese historian Zhang Guofei
sums up the development from the 1870s to the 1880s succinctly
when he says, “It was only after the 1880s that the gathering of capital
began to break through the narrow confines of merchant groups,
friends and relatives, and made the merchants of all the major cities
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in the country the targets to be won over.”® Despite the collapse of
the Shanghaij stock market in 1883 and the caution that was raised
about the joint-stock companies, by 1890 the first stock exchange to
begin in China was opened in Shanghai.”

It is easy, though, to exaggerate the transition in investment
patterns from the 1870s to the 1880s. Investment in company shares
could still not have absorbed more than a tiny portion of the available
capital in China. Moreover, the new government enterprises and
joint-stock companies were not yet commanding so much confidence
that the new entrepreneurs would have felt secure about leaving the
bulk of their wealth in company shares. Opportunities were abundant
in the traditional sector, and risks had to be spread. When he went
bankrupt in 1883, the hitherto very successful compradore Xu Run
owned eight pawnshops and more than two million taels worth of
real estate in Shanghai, in addition to his 1,275,000 taels in shares.!®
Into the 1890s when Sheng Xuanhuai was director of China
Merchants’ Steam Navigation Company, he was accumulating, aside
from China Merchants’ Steam Navigation stock, also real estate, while
he also speculated, through his wife, on the rice market.!® Tradition-
bound attitudes were not replaced by shareholding in the modern
companies. Rather, it was shareholding that was being absorbed into
the Chinese business tradition. Quite aside from questions of
nepotism, it was built into the shareholding structure that major
shareholders might be directly involved in managing branches of the
company. China Merchants’ Steam Navigation made it a rule that
major shareholders were to be appointed branch managers and at
the Kaiping Mine they might appoint their own overseers.” Public
shareholding did not bring about a division of ownership and control
in China as in the West, nor did it reduce the impact of the family
on ownership.

There were, consequently, contradictory trends in the evolution
of the share market. Government officials were aware of the market’s
potential in raising much needed capital, while the market gained
strength because the institutions of business, as long as they were
registered outside Chinese jurisdiction, were taking a form that might
free them from arbitrary government decisions. In the late 1870s and
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the 1880s, these tendencies came to a head in the question of funding
for manufacturing: by treaty, Westerners obtained the right to trade
in China but not the right to manufacture. The silk filature that began
in Guangdong province probably escaped official control partly
because it was small, and partly because it was totally Chinese-owned.
A spinning mill for the manufacturing of cotton yarn, assured of a
market in China, would have required larger capitalization and would
have been the test case for the Chinese officialdom’s willingness to
allow the market to take its own course. It seems that the initiative
had come in 1878 from Chinese merchants, but from an early stage,
Western merchants had been interested in promoting Western
spinning machinery and Jardine Matheson had had a hand in
planning the mill that sought approval from Governor-General Li
Hongzhang. The capital was raised in Shanghai in 1882 to the excess
of its authorized capitalization, while in response to Governor-General
Li’s request, the imperial court gave it a monopoly on machine-
spinning that was to last for ten years. However, the successful
capitalization was followed immediately by the collapse of the
Shanghai stock market, during which it was learnt that Zheng
Guanying, who had been responsible for raising much of this capital,
had collected a third of the subscriptions not in money but in shares,
and loaned out another third for his own personal benefit. Starved
of an operational capital, new shares had to be raised in 1887, an
exchange of shares having to be arranged on a reduced scale for
previous issues. Other scandals were to follow, while the spinning mill
came to naught as it burnt down in a fire in 1893.2!

Thus, there was more than the issue of stemming official control
in the emergence of joint-stock operations in China. Their published
comments to the contrary, in the 1880s, merchants tended not to
be opposed to drawing on the resources of the capital market to
strengthen China’s industrial and commercial enterprises, the more
important of which were rapidly growing into military-industrial
complexes. Governor-General Li Hongzhang’s purview included
arsenals, a shipping company, the Kaiping and other mines, China’s
telegraph and now a monopoly on cotton-spinning. With news that
the railway was to be built in China, a second military-industrial
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empire was taking shape under the tutelage of Governor-General
Zhang Zhidong. Consisting of the Daye Iron Mine, the Pingxiang
Coal Mine and the Hanyang Ironworks, this empire would
manufacture China’s railway tracks and would have done so but for
the fact that the wrong machinery had been ordered.? Governor-
General Zhang added another innovation, the mint, which was to
debase China’s coinage.?® Much of the record we have of official
intervention in the operation of these government-sponsored
companies reflects the demands of the merchant managers to be
given a free hand in their management of these operations. However,
lacking in their records is any discussion of a matching need for
accounting and audit control. Given the record of some of these
managers, business autonomy without accountability would set them
not very far from sole private proprietorship.

Historians have noted often that the pace of China’s
industrialization quickened after the Sino-Japanese War and the
reasons for that can be readily stated. It was partly the result of the
Treaty of Shimonoseki with Japan, the terms of which, by the most-
favoured nation treatment, were extended to other treaty powers. The
clause that made an impact on China’s industrial establishment
granted the right to foreigners to build factories within China, and
that removed any reason for officials to maintain a monopoly.
Another part of the reason was political. The defeat also brought
about the downfall of Li Hongzhang, and with that a reorganization
of his sphere of influence, bringing to the fore Yuan Shikai in the
military regime and Sheng Xuanhuai in the economic.
Coincidentally, it also brought Zhang Zhidong for a short while into
Nanjing as Governor-General of Jiangsu, Jiangxi and Anhui, and while
there he took an immediate interest in development around
Tongzhou (present-day Nantong county) that launched Zhang Jian
onto his regional enterprise centred on the Dasheng Mill, and which
made Tongzhou an industrial centre in Jiangsu into the Republic.
The treaty also brought to a head China’s railway development, a
much discussed issue inside and outside official circles from the 1880s
with the assured implication of the need for investment funds.
Moreover, the terms of the Treaty of Shimonoseki led to the
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“Scramble for Concession”, the Boxer Uprising and then the Boxer
Protocol, by which not only was an inordinate debt imposed on the
Chinese government but it was also made to accept Western demands
to reform the commercial law. The overall psychological effect of
defeat was, no doubt, itself conducive to a sense of urgency with which
the Qing government greeted reforms. Along with announcements
for prospective constitutional changes, the imperial examinations
were abolished, chambers of commerce were to be encouraged, the
criminal code was to be modernized and the entire legal framework
overhauled.

The impact on business organization of all these changes was that
Li Hongzhang’s financial hierarchy was to devolve into private
enterprise, family firms that had successfully established themselves
were to become modern enterprises, and regional developments
began to take on a new life.

The burst of economic activities in China from 1895 to 1911 was
spectacular. Among the many differences from the previous decades,
the age when a few senior officials might serve as patrons for a large
number of commercial operations was passing; there was no-one but
Zhang Zhidong who might succeed Li Hongzhang, and Zhang had
no successor at all. In their place to provide patronage was the next
generation of senior officials, well connected and adept at
bureaucratic operations perhaps, but who could readily be removed
by imperial command. Some second-generation officials, for instance,
Zhang Jian, Zhou Xuexi and Nie Qigui, became merchants and
industrialists. It is true that large-scale privately owned industrial
enterprises without overt claim to government sponsorship could now
come into existence, but it must not be thought that the passing of
a few dominating characters signified that patronage was giving way
to the free market. The decline of imperial authority after 1895 and
the absence of a senior officialdom that could stamp their character
on substantial portions of the bureaucracy brought about genuine
decentralization of power. The result was that the structure of
patronage broadened, not that it faded away.

The involvement of the family firm in modern industry and
business requires a study of its own which will have to take into
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account the readiness with which China accepted modern technology
and the control of equity within the context of the Chinese family.
Suffice it to note the most obvious, that is, that the import of
technology required capital, and investment in technological import
was risky, especially before 1895, when government policy had not
made it clear that such investment was tolerated. To minimize such
risk, Chinese merchants invested in foreign firms, all the while as
Western as well as Chinese merchants cautiously tested the tolerance
level of the officialdom. Characteristically, industry started under
these conditions required only low start-up capital and promised
rapid profit. The most successful of these would have to be the steam
filatures of Guangdong, and the machine works that serviced the
treaty port shipping industry.

The success of the steam filature in Guangdong can be told in
the volume of steam filature silk that was exported before 1895. The
steam filature was a relatively simple device that provided a constant
supply of hot water for treating the silkworm cocoon as the human
hand attached the silk thread onto spindles that were turned by the
human foot. The silk that resulted was considered to be of a high
quality and fetched a good price. The factories were set up in villages
where silk spinning had traditionally been carried out by women. It
was introduced into Guangdong in the 1870s, and faced considerable
and sometimes violent opposition from hand-reelers in the 1880s.
However, the industry persisted, and, as a result, even before 1895,
when filatured silk became a permanent feature of export. By 1900,
it was filatured and not hand-reeled silk that became the major
portion of export from Guangdong. The lower Yangzi area took up
the steam filature much more slowly and it was only in the 1910s that
filatured silk export exceeded the hand-reeled variety in this area.**

The first privately owned and managed machine works must have
been founded early, even though the clearly documented cases date
only from the 1860s in Shanghai. One has to think of the port areas
in the cities that were opened to foreign shipping as shanty towns,
with their ship chandlers, repairmen, stevedores (known rather
impolitely as “coolies” in China), and the processing industries. The
machine works contracted from the docks, but branched out very
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rapidly into related industries. Fachang Machine Works advertised in
the Shenbao in 1873 for its gold-plating service. By 1877, it
offered for sale lathes it was able to make. In 1884 it built its first
steamship.” Aside from shipbuilders and repairers such as Fachang,
other workshops in the 1880s produced cotton gins and steam
filatures. These firms started with little capital; of the twelve
workshops started between 1866 and 1890 that historians in Shanghai
have been able to document, none began with more than 500 yuan
(1 yuan was equivalent to 0.72 tael). Seven of the initial owners had
formerly been owners of traditional metal works, two came from
shipping or the docks, two were traditional merchants, and one had
come from a senior appointment in the China Merchants’ Steam
Navigation Co.?® The same tendency continued after 1895. More
machine works were set up, but their capitalization, as before,
remained tiny, with the exception of Dalong that was founded on
10,000 yuan, and that was to become the most successful of them all.
These factories no doubt enjoyed some degree of trade credit, but
tended to be selffinancing. Into the 1930s, Dalong depended
primarily on its own resources, which, over the years, had grown not
only because its industrial capacity had expanded, but also because
the Shanghai real estate that it owned had considerably appreciated.

The relaxation of control after 1895 had its immediate impact
on the scale of private investments. Before 1895, not a single
private enterprise was founded that was capitalized at anywhere
near 100,000 yuan. Between 1895 and 1904, the year the Company
Law was introduced, aside from the mines, 83 enterprises had been
started with a capital of more than this figure, of which there were
9 spinning mills, 28 steam filatures in the lower Yangzi area (the
ones in Guangdong continued to be small), 8 flourmills, 1 match
factory, 3 machine works, 4 oil presses, and a winery, founded by
the overseas Chinese financier Zhang Yuquan.?” The year 1895 also
saw the first attempt to implement government financing for
private industry: Zhang Zhidong, as Governor-General of Jiangsu,
Jiangxi and Anhui, received imperial approval to divert the
repayment of merchant loans (xijie shangkuan) to the financing
of industrial enterprises in Jiangsu.” The move could hardly have
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been very popular. Merchants were not at all enthusiastic and
subsequent memorials show that merchants preferred to raise their
own capital. Nevertheless, the attitude of officialdom had changed.
The emphasis after 1895, now increasingly noted under the term
“commercial war” (shangzhan), was that China should recover
rights to the exploitation of economic resources that had been lost
to foreigners.?® Officials were actively engaged in promoting
industry and merchants were more than willing to oblige.

Again, it is easy to misrepresent a gradual transition after 1895
as a sudden breach with the past. The new policy had not spelled an
end to the close personal involvement of officials in private
enterprise. Zhang Zhidong in Hubei, and other governors and
governor-generals in Shanxi, Zhili, Shaanxi, Xinjiang, Xichuan,
Guangdong and other provinces continued to promote industries on
the official-supervision merchant-management model. A notable
example would have been the spinning and weaving complex in
Hubei started by Zhang in 1894 on a capital of one million taels of
official and 500,000 taels merchant funds, which was subsequently
in 1902 rented out for merchant management on terms that included
transit tax remission.* Another example would have been the Sulun
Silk Filature in Jiangsu, originally designed to be a merchant
enterprise that would be financed with a government loan, that, upon
the lack of merchant interest in the loan, became an official-
supervision merchant-management enterprise, and that was rented
out to merchants after 1902. In Hangzhou, the terms of incorporation
of a machine flourmill, towel-knitting and match factory advertised
in 1900 claimed that it had obtained official approval for a ten-year
monopoly in all of Zhejiang, even though it did not raise enough
capital ever to go into operation.* In Hunan, the Baoshan Company,
according to a memorial by Zhang Zhidong in 1897, was founded
on share capital raised by Hunan gentrymen but which was taken over
as an official enterprise by 1898, and was apparently sustained on
control exerted over local saltpetre manufacture.® The centralization
of formerly scattered saltpetre workshops under the Baoshan
Company was initiated by the province-wide militia office (tuanlian
zhongchu), and the involvement of this body indicates a strong sense
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of collusion between provincial gentrymen and provincial
officialdom.®

Some degree of gentry-official collusion is probably what one
should expect in the aftermath of Li Hongzhang’s demise. The
fragmentation of the patronage structure that had formerly come
under Li had brought about as many independent patrons for
industry as there were local officials, but as enterprises developed
local roots they also tended to be locked into local influence
networks. The intricate relationships that Zhang Jian was to develop
with Tongzhou illustrate this recent trend.

The Dasheng Spinning Mill was founded by Zhang Jian after he
was appointed by Zhang Zhidong, Governor-General of Jiangsu,
Jiangxi and Anhui, to promote commerce in that area. It was
originally intended that capital would be raised among merchants in
Shanghai and in Tongzhou. When capital raised privately fell far short
of what had been expected, Zhang Jian turned to provincial officials
for financial support. He received little, except for an allotment of
spinning machinery that Zhang Zhidong had initially ordered for
Hubei that had been lying idle in Shanghai. In return for the
machinery, the provincial government was to be given a 50 percent
stake in the company. The injection of official assets did not make it
easier to raise capital. On the contrary, it led ultimately to the
withdrawal of the Shanghai directors of the company. By 1897, a new
arrangement had to be reached with Governor-General Liu Kunyi,
specifying that the contribution of the government did not empower
it to appoint the directors.** The day seems to be over when a senior
official could provide overall patronage and make his appointments
in enterprises that were founded under his aegis.

None of the industrial enterprises so far described, however,
matched the capitalization that was to be needed for China’s railways.
One of the shortest railways to be built, begun in 1906 and completed
in 1909, the 36-mile Xinning li