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Introduction

On the third day of the tenth month of the fifth reign year of the Guangxu emperor, the
manager of a Shanxi-merchant gianzhuang (£%/1), or “native bank,” located in present-day

Hebei province (probably the Lulong county seat)! sent a letter to his business partner in
Chifeng, in present-day Inner Mongolia. He apprised his partner of the firm’s recent activity and

general business conditions:?

BT DU+ 5 —(E R R AT, ARG, SERENt—5—E, W
FRZE, PrLzAfica gk, SHEMCEEERES, MPFER=TMW. Hik
SRR KGR L AU R R A AR, AP35 8 378000, BEARANBEAZATHIE L
HIRANGEAT, ZEHEGSHO, KRR Z, R EANEREREZ 5, SEEK.
IRZE/NK 14230, R 6890 FE4R 3660, FFAR 3584 A HFRfR 3570, Rtk 5%
PEIMIEAE BBt 9280, BAAEDY H MK 14800, K&+ HARRMMEER L L AR )G
IR BRI 5K F 5K,

Along with the previous letter #40, I have sent you 100,000 copper cash in Yuanshengyu
notes, which I trust you have received. Today, please receive this letter #41 and read the
contents carefully...we have attempted to redeem our notes from Yongzengkui, but they
are short of silver stocks. We have deposited there 378,000 copper cash, which they
cannot pay. To delay would be unsuitable. When the notes come due, you must redeem
them with drafts on other accounts...At present: millet 14,230. Sorghum 6,890. Silver
sycee 3,660. Loose silver 3,484. Monthly biao’® silver 3,570...Word from Luanzhou has
copper plate at 9,280, and next year’s fourth-month millet futures at 14,800. At the tenth
month biao, it is certain that over 50,000 silver taels will arrive. After this, any
remittances should be sent via the Yong company.

The letter was received by Chifeng and copied into a ledger book with other correspondence sent

from the firm headquarters to the Chifeng branch.

!'See chapter 4 for an depth discussion of these documents and their provenance.

2 Miscellaneous gianzhuang and cloth merchant correspondence book, 1879 (¢4 L EIF B ¥ 5%
FE &R {578), LIMPC, 35,

3 This referred to silver that would be exchanged at a scheduled trade fair, known as a biaogi.

See Chapter 4 for details.
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This letter touches, in a mere paragraph, on a dizzying array of financial practices in late
imperial China. First, we see the use of banknotes; the firm is using notes from a third party, the
Yuanshengyu company, to transmit copper cash. Second, we see that it is holding notes from the
Yongzengkui company, which it wants to redeem. To accept redemptions in arrears would be
“unsuitable,” though the firm is willing to accept drafts on other firms in lieu of hard silver.*
Thus, we get a brief snapshot of a highly developed banking system, replete with paper notes and
deposit transfers. Furthermore, we see towards the end of the letter a series of market quotations.
These include prices not only of physical stocks of grain and silver, but in a futures market.
Prices for next year’s millet and silver sycee at the end of the month trade at different values
from spot millet and spot sycee. Since nowhere in the historiography do we get even a hint of
futures markets or depository drafts, and not much is said about banknotes, the question must be
asked: what are these practices referring to? How common were they? Why do prices in
Luanzhou, to the east of Beijing, impact prices nearly 500 overland kilometers away in Chifeng,
near the Manchurian border? In short, how much do we really know about late imperial finance?

This dissertation confronts the problem of finance in late imperial China. Its animating
thesis is that market mechanisms distributed capital and credit throughout the economy, both
horizontally across different regions and vertically between different sectors of society. In the
countryside, lineage trusts and other rural institutions extended loans to and accepted deposits
from rural people. This allowed peasants to borrow money in order to meet both production and
consumption needs. It also gave them an avenue to accumulate savings in the form of financial

assets. In the world of high finance, dedicated financial institutions furnished credit, trade

4 The key Chinese character here is bo (3%), which means account-book transfers, or “drafts,” as

distinct from payments in hard silver, which are denoted with the xian (31 ) character.
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instruments, and clearing services to the commercial sector. A key contention of this dissertation
is that these spheres—high finance and low finance—were not really separate. They interacted
together in what can justly be called a capital market.

Moreover, this was an intensely laissez-faire, competitive financial market. Actors from
small-time peasants to rural lineages to grand financiers in commercial centers were free to
create, ex-nihilo, their own credit instruments. At times, these circulated on par or higher with
hard cash. The result was a profusion of financial institutions and credit instruments, whose only
serious constraint was the market. To coordinate such a vast diversity of financial institutions
and services, late imperial China developed its own primitive central banks. These were privately
run “bankers’ banks” located in major financial centers, and which furnished wholesale credit to
other financial institutions, as well as provided clearing and settlement services. The implications
of this dissertation are therefore considerable: while I do not claim that China was “capitalist”—
either relative to the west or in any absolute sense—I do argue that Chinese financial institutions
were at least consistent with profit-driven capital accumulation, and market-based mobilization
of capital, credit, and physical resources. If there is a Chinese cause of the Great Divergence, it
cannot be found either in its financial institutions, nor in the scope of its capital markets.

That said, I do not see the significance of this dissertation as theoretical. My primary
contribution is in a series of empirical discoveries about the specific institutions and practices
that obtained in late imperial Chinese finance. Many of these discoveries are new, others have
only been hinted at, while a few overturn long-held consensus. It is my fervent hope that future
historians—no matter their outlook on history, capitalism, the Great Divergence, or other world

historical events—will find this dissertation useful in getting the facts right.



The road to Shanxi

When I applied for a Fulbright Grant to conduct dissertation research in China, I had
intended a dramatically different project. My prospectus, “Mao Money, Mao Problems,”
proposed a history of money and credit in the planned economy. I had selected Dongbei as the
site of my research, since this was both an important origin of the planned economy as well the
site of Maoist China’s most intensive industrialization.’ Though archival access was already
being restricted, I felt confident. I called ahead and went through a local contact to gain
assurances that the Liaoning Provincial Archives would allow me to review the pertinent
material from the People’s Bank of China and Liaoning Planning Commission. But upon arrival,
it soon became clear that the archivists, though I believe they had spoken to me in good faith,
had no way to honor these assurances. After a week or so of drinking tea in the lobby, I received
an apologetic after-hours phone call: there was absolutely no way I was going to get access.

I suddenly found myself without a dissertation topic. I pivoted to the Republican period,
and resolved to study the origins of the private banking system in Sichuan and Yunnan. This
research proved much more fruitful, and I acquired a number of archival materials. Nevertheless,
I faced a tantalizing gap in the historical record. The line between traditional financial
institutions and “modern banks” was much less discrete than I had anticipated, and traditional
financial practices continued to inform Chinese banking practices throughout the Republican

period. But I lacked the sources to clarify this problem, let alone to trace the deeper history of

> For a fantastic study of Manchurian industrialization, see Koji Hirata, “Steel Metropolis:
Industrial Manchuria and the Making of Chinese Socialism,” Enterprise & Society 21, no. 4
(2020): 875-85, https://doi.org/10.1017/es0.2020.58.
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China’s traditional institutions. I turned to Professor Cao Shuji, my Fulbright advisor and one of
the leading social and economic historians of China. Cao directed me to Professor Meng Wei of
Shanxi University.

At Shanxi University, I discovered an unthinkably rich collection of what I call “popular

sources,” or minjian ziliao (IX:[8] % k}).° These sources offered an unprecedented window into

the economic life of late imperial China, and their potential impact on global economic history
was enormous. But more important, I discovered a community of Qing dynasty business and
economic historians whose dedication to the historian’s craft was as unstinting as their warmth
and hospitality. These scholars, largely from Jiao Tong University, Shanxi University, and Hebei
University have devoted years of study to developing methodologies and approaches to Chinese
popular sources—and were eager to share them. When I first arrived at Shanxi University,
Professor Meng Wei asked me to read a single page of piaohao correspondence. As I recall, |
could not read a single character. Meng Wei, with Mencian patience, insisted that I could be
taught and that I stay in Shanxi so that he could organize a sources workshop. What persuaded
me to study Shanxi merchants was not merely their importance to global economic history, but

the opportunity to work with such welcoming, generous, and insightful teachers and colleagues.

® The translation is approximate; the emphasis in the original Chinese is simply the fact that these
sources are produced by non-state actors, rather than by state institutions. These sources are
published in Jianmin Liu, ed., Jin Shang Shi Liao Ji Cheng, Di 1 ban (Beijing: Shang wu yin shu
guan, 2018).
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The world of Shanxi merchants

Shanxi province lies to the west of Beijing, wedged between the capital and the
Mongolian border. It is one of several provinces with a claim to being the origins of Chinese

civilization. The Divine Farmer (#4% shennong), who in Chinese myth brought Agriculture to

the ancient Chinese, is claimed by Shanxi (among other provinces) as a native of Gaoping
County.” The sage kings Yao, Shun, and Yin all built capitals in Shanxi.® Later, during the
Spring and Autumn Period (771-476 BCE), Shanxi became a powerful independent state. The
State of Jin rose to be one of the five “hegemons” contending for supremacy, until the Partition
of Jin in 453 BCE marked the beginning of the Warring States Period (476-221 BCE).? During
the tumult of the Three Kingdoms (220-280 AD), Shanxi again rose to prominence. Under the
Cao family’s Wei dynasty and the subsequent Sima family’s Jin dynasty, it was one of the three
main powers. It was ultimately successful in conquering its rival kingdoms of Wu and Shu, and

unifying the empire. During this period, one of Shanxi’s favorite sons, Guan Yu, was born in

7 Lihui Yang and Deming An, Handbook of Chinese Mythology, Handbooks of World
Mythology (Santa Barbara, Calif: ABC-CLIO, 2005), 198-199.
8 Dong Yonggang (# 7K ), “Yaoshun in Southern Shanxi (F8%£7E ¥ Fd),” Taiyuan Wanbao (X

SRR 7R), December 5, 2007,
http://www.shanxigl.com/mlsx/94854d4686391 1e7aaad4cS5fcal2f0797.html.
? Cho-yun Hsu, “The Spring and Autumn Period,” in The Cambridge History of Ancient China:
From the Origins of Civilization to 221 BC, ed. Edward L. Shaughnessy and Michael Loewe
(Cambridge: Cambridge University Press, 1999), 545-86,
https://doi.org/10.1017/CHOL9780521470308.010; Mark Lewis, “Warring States Political
History,” in The Cambridge History of Ancient China: From the Origins of Civilization to 221
BC, ed. Edward L. Shaughnessy and Michael Loewe (Cambridge: Cambridge University Press,
1999), 587650, https://doi.org/10.1017/CHOL9780521470308.011.
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present-day Yuncheng county.! Guan Yu would go on to become the patron deity of Shanxi
merchants, and of all Shanxi-Shaanxi guild halls in the Ming and Qing dynasties. !

In the late imperial period, Shanxi developed some of the pre-indsutrial world’s largest
commercial and financial networks. The rise of the “Shanxi merchants” dates back to the Ming
dynasty (1368-1644). The Ming state’s massive investment in northern border defense resulted
in high fiscal demand for grain, salt, and other commodities along the frontie—much of which
was provided by grain taxes on Shanxi and Shaanxi provinces.!? During the Hongwu reign
(1368-1399), the “kaizhong” policy brought partial liberalization to the previously monopolized
salt trade. The kaizhong system permitted private actors to purchase salt quota in return for grain
at a number of designated frontier markets. This guaranteed large profits to merchants who could
arrange wholesale shipments of grain to these frontier market towns, and was the origin of many
of the earliest long-distance, large-scale Shanxi merchant firms. At the same time, other Shanxi
merchant firms arose to take advantage of the new trade in salt quota certificates, setting up salt

purchasing agents as far south as Yangzhou.!* By the end of the Ming dynasty, private firms

0B, J. ter Haar, Guan Yu: The Religious Afterlife of a Failed Hero, First edition (Oxford, United
Kingdom: Oxford University Press, 2017), 47. Personally, if I had to select a “great man of
Shanxi history,” it would be Hua Guofeng. Hua’s native Jiaocheng is the only place in China
with his portrait hung in prominent buildings, and with a Hua Guofeng statue. The statue was
apparently not authorized by the proper authorities, and during the Xi Jinping administration
there was an attempt by the provincial government to demolish it. A mob of locals swarmed the
statute in defense, and Taiyuan relented. This is an interesting story, but I’'m not sure that it
belongs here.
1 See Chapter 4.
12 Takanobu Terada, Shanxi Shangren Yanjiu (111 77§ A #}7z), trans. Zhang Zhengming, Toyo
Shi Kenkyt Sokan 25 (Taiyuan: Shanxi People’s Press, 1986), 26-30.
13 Terada, 226-229.
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from Shanxi had moved aggressively into pack-animal markets along the Mongolian frontier,
dominating the market in Zhangjiakou (largely consisting of trading salt for horses).!*

These border markets in horses ultimately gave rise to the Sino-Russian tea trade. By the
end of the Ming, Shanxi merchants were already dealing in tea in border areas. During the Qing
dynasty, the Shanxi tea trade continued to expand. By the late 17" century, Shanxi and Shaanxi
merchants were active in shipping via Hankou to Xikang and Tibet.!> But the boom in tea trading
came in the 18" century, with the signing of the Treaty of Kyakhta in 1728. The treaty fixed the
border between Russia and the Qing, and permitted free trade between the two empires in the
border city of Kyakhta.!® Shanxi tea networks extended grew to encompass Mongolia, Xinjiang,
and western Sichuan. By the mid-19" century, virtually every tea-growing region of China
hosted purchasing agents from Shanxi firms.!” On the other side of the frontier, “outer tea
merchants” concentrated in the Sino-Mongolian overland entrepots of Zhangjiakou and Guihua
(now Hohhot, the provincial capital of Inner Mongolia). Zhangjiakou was the key waypoint in
the trade with Kulun (now Ulaanbatar, capital of Mongolia) and eventually Russia. Guihua was
generally used for transshipments to points west, including Uliasta, Khovd, and Xinjiang.'®

The phenomenal expansion in commercial trade spurred the development of Shanxi

merchant finance.!® The earliest Shanxi financial institutions were most likely pawnshops. In the

14 Terada, 229.
15 Jianhui Huang, Studies on Ming and Qing Dynasty Shanxi Merchants (9975 111 ZG I N} F5),
Di 1 ban (Taiyuan Shi: Shanxi jing ji chu ban she, 2002), 110.
16 Li Chenguang (Z=/R %), The Shanxi Merchant Tea Route (7272 /%) (Taiyuan, Shanxi:
Shanxi Chuban Jituan, 2008), 7-8.
17 Huang Jianhui, 109.
¥ Huang Jianhui, 115.
19 George Qiao, “The Rise of Shanxi Merchants Empire, Institutions, and Social Change in Qing
China, 1688-1850" (Ph.D., Stanford, 2017), http://purl.stanford.edu/bg803zm7823.
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early 17" century, Datong in northern Shanxi had a vibrant pawn industry (we know this because
the Ming army raided the Datong pawnshops during the Tiangi reign).?’ With the rise of the
Qing, and the opening of transcontinental trade, Shanxi finance developed rapidly. By the end of
the Qianlong reign (1736-1796), pawnshops and “native banks” (gianzhuang and yinhao) north
of the Yangzi were often run by Shanxi merchants.?! Indeed, in the century leading up to the 60
reign year of the Qianlong emperor, Shanxi-run pawnshops are said to have entirely displaced
Huizhou-run pawnshops north of the Yangzi river, including in important riverports.?? During
the 1820s, a far more sophisticated, and the most celebrated of the Shanxi merchant financial
institutions, began to emerge: the piaohao. These were remittance banks that conducted
interregional financial transfers and trade financing.?* They operated financial networks
throughout the empire, from Mongolia to Guangdong, and even opened branches in Russia and
Japan.

In addition to empire-wide trade and financial networks, Shanxi merchants operated a
host of trading firms throughout northern China. In Zhili province, including Beijing and its
environs, trade in edible oils, dye, liquor, general goods, silk, metals, and opium were largely run
by Shanxi merchants. In Shandong and Henan, the finance and salt trades were effectively a
Shanxi monopoly, while Shanxi merchants also did a brisk business in other commodities.?* Nor

was Shanxi commercial prosperity confined to elite or urban society. In the countryside, a frenzy

20 Huang JTanhui, 156.
21 Huan Jianhui, 156-178.
22 Huang jianhui, 158.
23 Luman Wang, Chinese Hinterland Capitalism and Shanxi Piaohao: Banking, State, and
Family, 1720-1910 (London: Routledge, 2021), 30-31.
24Qiao Nan (77 H), “A Research in the Domain Where Shanxi Merchants Took Their
Commercial Activities in the Qing Dynasty (754 L1 78 f AAT R ik V& FE i 90),” Academic
Journal of Jinyang, no. 2 (2008): 36—40.
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of temple construction starting in the late Ming testify to the growing wealth of rural society.
Moreover, Shanxi rural temples and shrines were usually financed by corporate entities, or zihao

(75 )—indicating the penetration of corporate, commercial forms of economic organization

into the grassroots of society.?

In sum, in the span of a little under four centuries, Shanxi merchants elaborated highly
sophisticated trade and financial networks. Horizontally, these networks extended across vast
geographic space, from their native Shanxi north to Mongolia, west to Inner Asia, and south to
the tea-producing hills of Fujian and Guangdong. But they also extended vertically to different
strata of society—from grand banks and tea wholesalers in commercial hubs, to village general
stores and money shops. As such, Shanxi merchants make a rich subject of study for any
historian of the Chinese economy, and especially of Chinese finance.

However, this dissertation is not only about Shanxi merchants. It is also about late
imperial finance and its relationship to Chinese commercial and rural life. The historical
questions that concern me are about the state of financial organization and the development of

financial technologies prior to the advent of western-style banking. This raises a serious

25 Yang Bo (#%7%), “Study on Village Community (She) in Taihang Mountain Area since Song
Dynasty (ARAR VLR ARAT 1 X A #1:45F 5T)” (Ph.D. Dissertation, Baoding, Hebei, Hebei
University, Center for Song History, 2020). Yang Bo traces the long-durée origins of the Shanxi
merchants all the way back to the Song dynasty (960-1279), during which there is already some
evidence of corporate entities engaged in temple and altar construction. In my travels in the
Shanxi countryside, I was fortunate enough to see a Song or Yuan temple still standing and it
was every bit as magnificent as I had been led to believe. Professor Meng Wei, a walking
encyclopedia of Shanxi material culture, was able to date the temple by comparing the type of
lumber and the warp in the wood to that of other nearby temples. Wang Jinping shows how in
the 16" century, temples became a foci for elite, gentry-led communal activities that were often
undertaken by lineages in the south. See Jinping Wang, In the Wake of the Mongols: The Making
of a New Social Order in North China, 1200-1600, Harvard-Yenching Institute Monograph
Series 116 (Cambridge, Massachusetts: Published by the Harvard University Asia Center, 2018),
251-261.
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difficulty: for the questions that this dissertation poses, Shanxi merchants are both the best and
most problematic subjects of study. They are the best because they founded the most
sophisticated financial institutions in late imperial China. But precisely because of this, it is
questionable how representative Shanxi merchant institutions were of other parts of China. I
could hazard a guess that similarly wealthy areas such as the Yangzi and Pearl River deltas as
well as Fujian developed their own, equally sophisticated financial systems. But I advise against
extrapolating the findings in this dissertation too far afield. How representative my discoveries
are of rural Guizhou—or even of Shanxi’s own isolated Taihang mountain villages—remains an

open question.

“Popular” sources and methodology

There are several published collections of historical documents pertaining to Shanxi
merchants. By far the richest, largest, and most varied collection is the Jinshang shiliao jicheng

(& i S RHE AR, or “Collected Shanxi merchant historical materials.”?¢ It consists of the private
collection of Liu Jianmin (X1 [X), a former banker turned scholar and collector. After extensive

editing and restoration work by Professors Meng Wei, Yang Bo, and their colleagues, the
Jinshang shilioa jicheng was published in limited print in 2018. It contains 88 volumes with
material as diverse as correspondence, business ledgers, banknotes and certificates, business
primers, and contracts. Very occasionally, the collection includes a document from the late

Ming. But most of the material comes from the Qing and Republican period, with documents

26 Jianmin Liu, ed., Jin Shang Shi Liao Ji Cheng, Di 1 ban (Beijing: Shang wu yin shu guan,
2018).
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becoming significantly more common after the Daoguang reign (1820-1850). This dissertation
relies heavily on the Liu Jianmin private collection (hereafter abbreviated as “LIMPC”), today
held at Shanxi University. But scholars who wish to consult this material themselves can do so
easily and without a trip to Shanxi, as it has all been published in the Jinshang shiliao jicheng. It
is also worth emphasizing that I have only reviewed a fraction of this material. I have focused on
correspondence, accounts, and contracts from financial institutions near major northern
commercial centers. I have also biased my research efforts towards documents from the Qing as
opposed to the Republican period, and which were legible without undue difficulty. I have also
privileged financial records and correspondence, at the expense of textbooks, family letters, and
a number of sources that may prove important not only to economic and social historians, but to
cultural historians as well. In short, there is undoubtedly much important material that I have
missed, and enough in the LMJPC to consume a career.

These sources pose several methodological difficulties. First, they can be difficult to read.
It takes considerable practice, especially for a non-native speaker of Chinese, to be able to
comfortably recognize the characters in many of these documents. Second, many of these
documents are highly formulaic, produced as part of the regular paperwork of Chinese
institutions. Therefore, to be able to understand the document it is often necessary to understand
its context. Otherwise, the documents will appear to have non-sequiturs, extraneous boilerplate,
and incomplete sentences.

Meng Wei has elaborated a six-step methodology for analyzing these documents, which I
have tried to employ as faithfully as possible:

1. Distinguish (¥ 5! zhenbie). Identify by source ()37 guihu), Locate (E L

dingwei)
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2. Specification (MI5E guifan). Model (21X, moshi). Structure (2544 jiegou). Format
(18X, geshi)

3. Technical language (AR5 shuyu). Industry jargon ({T1& hanghua). Customs (3R
vk xiguanfa). Dialect (J7E fangyan)

4. Background (& 5t beijing). Time period (BH{X, shidai). Events ({4 events)

Classification (Z£%{k). Essentials (BE&1{k). Taxonomy (&K 1k)

6. Comprehensive familiarity (Z251AIR zonghe renshi). Tracing connections (F<Ek

)

hd

This methodology is difficult to translate into English, and is not meant to be authoritative. But I
hope that in introducing Professor Meng’s methodology as I understand it, it will shed light on
the analysis in this dissertation, as well as assist other scholars interested in using these sources.

Step 1 refers to a basic understanding of what the document is that one is looking at. It
means one must first distinguish the category of document—is it a sales contract for land, or a
letter to someone’s mother? If possible, it is also important to know the source of the document
in every sense. This means one must try to distinguish whether the document was produced by a
firm, a state official, an individual, and if possible to determine the exact name of the entity.
Finally, locating the document geographically and in time is extremely useful. A document from
the Kangxi reign cannot be read the same way as a Republican-era document, nor can an account
of a cloth merchant in Ningxia be read the same way as an account from a Shanghai shop.
Unfortunately, it is not always possible to pinpoint the date or location of a document’s creation.

Step 2 means that the document must be approached with an understanding of the
conventions around its production. Just as we do not read a bank statement the same way as we
read an email from a friend, so it must be with Shanxi merchant sources. To properly understand
a letter between piaohao branches, one must first understand the structure of such letters.

Different information goes in the opening of a piahao letter (information largely used for
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verification purposes)?’ than in the middle (information regarding contracted business) or the end
(market information). Similarly, the same characters arranged on a gingdan or “settlement slip”
can have different meanings depending on where they are placed. If one is familiar with the
formatting of settlement slips it is easier to tell who is doing what business with whom.

The core of this step—and, in my experience, the heart of interpreting popular Chinese
business sources—is the assumption of parsimony. One should always assume business or legal
writing is parsimonious, such that within a given document every character is purposeful. The

character “ 5. (dui, “redeem”) does not, within the same document, mean the same thing as “&
54 (bodui, “account transfer”), nor is a single character “4R” (yin, “silver”) identical to “Hi4R”

(xianyin, “spot silver”). The more formalized or standardized a document, the stricter its
parsimony. Thus, there is leeway for style and turns of phrase in a letter between friends, much
less in a letter between the branches of a firm, and essentially none in a printed quotation slip (47
15 ¥ hangqingdan) or banknote (221 piaotie).

Step 3 will be familiar to all historians and is simply the need to be familiar with the
language employed by one’s historical sources. This can include technical language. One
example would be shangma (7515), also known misleadingly as “Suzhou digits” (7315, the
decimal shorthand in which Chinese merchants often recorded numbers. Similarly, industry
jargon abounds; what is meant by a kaibiao (J¥#3) or the maoyin (YI4R) is impossible to learn
from glancing at a single document, and requires background study. Finally, these documents

include substantial dialect. It helps to be familiar with Shanxi-ese, so that one knows that /< F 4R

27 This would generally include a summary of the contents of the previous letter, and the letter’s
serial number, to both ensure that the letter was legitimate as well as that no previous letters had
been lost.
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(jin baoyin) is dialect for jing baoyin (5% F4R) or “mirror silver” and that Shanxi merchants’
gufeng (X4%), or “shares of ownership,” are identical to southern merchants’ it (gufen).

Step 4 is another mainstay of the history discipline, and means placing the sources within
their broader historical context. In Step 4, it is important to go beyond the nitty gritty of who
exactly was producing a document, and know what major events were transpiring at the time. A
market report about the Guangxi tea industry must be read differently if it was written during the
Taiping Rebellion vs. during the Republican period. Similarly, if a document discusses tax

payments, it is important to know what the tax regime was; are the shui (F{) payments export
duties at the Tiger-slaying Pass (5% I shahukou), or levies from Republican-era warlords?

Step 5 is about classification. This means taking a step back and understanding the genre
of a document, as well as where it fits into the hierarchy of Shanxi merchant document
production. For example, if one is examining an account, it is essential to know if it is a “flowing

account” (Y /KWK liushuizhang), as distinct from a “client account” (% 'K fenhuzhang), as
distinct from an “inventory account” (B 52K zhihuozhang). If one is looking at a contract, it is

vital to differentiate a sales contract, from a loan contract, from a partnership contract. At the
same time, one should try to understand how the document fits into the larger taxonomy of
paperwork. Thus, a partnership contract implies the existence of a “comprehensive funds
account” (J7 &K wanjinzhang) as well as an equity account (NANK rubenzhang). A letter from
one piaohao branch to another implies the issuance of physical notes, the existence of at least
one companion letter, and also of entries into the “comprehensive summary account” (& 25K

zongjiezhang). In short, Step 5 is similar to Step 1, but at a higher level of abstraction. It requires
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an understanding of the processes behind the production of paperwork, so that one may locate a
document within the constellation of other popular documents.

Finally, I see Step 6 as an ideal to aspire to as much as a methodology. It means being
able to interpret documents in the context of one another, allowing them to speak to each other,
and to thereby tell a fuller story. Thus, to understand what a letter means when it discusses the
biaoli, it helps to have seen biaoli entered into the client books of financial firms. Similarly, it
would be impossible to understand the nature of capital accounting without examining
partnership contracts alongside comprehensive funds accounts, equity accounts, and firm
settlement slips. But this ability to draw connections and inferences between different documents
derives from having a store of accumulated experience rather than from conscious application,

and thus is always a work in progress.

Apart from the Liu Jianmin collection, I also draw occasionally on the Baxian archives,
or the magisterial archives of Ba County. The Baxian archives are the most complete county-
level archives from the Qing dynasty that are currently available. According to Philip Huang,
“About 80% of those [documents] come from the Punishment Office, and include materials such
as the fragments I have worked with in Baodi: about subcounty quasi-bureaucrats. In addition,
there is something of a goldmine for social-economic history in lawsuits involving family
disputes, creditor-debtor disputes, and other kinds of social conflict in the normal course of

life.”?® T originally planned to conduct further research in the Baxian archives, but was prevented

28 Philip C.C. Huang, “County Archives and the Study of Local Social History: Report on a
Year’s Research in China,” Modern China 8, no. 1 (January 1, 1982): 133-43,
https://doi.org/10.1177/009770048200800104.
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from doing so by the pandemic. Nevertheless, thanks to my colleague Zhou Lin from Sichuan
University, I have been able to review several fascinating cases. As Huang writes, these sources
are truly a goldmine for socio-economic history, and call for further research with respect to

Chinese financial practices.

Argument and Chapter Outline

The thesis of this dissertation is simple: financial markets in late imperial China extended
both horizontally across the vast reach of the Qing empire, and vertically, between different
strata of society. In this way, the empire was, to varying extents at different times and in different
places, integrated into a capital market capable of deploying resources where marginal returns
were highest. These financial markets were competitive, operated with minimal state
interference, and participants were mostly for-profit enterprises. Much as the late Giovanni
Arrighi observed that the Qing empire possessed “Smithian” markets in commodities,?® so I
argue that it possessed “Hayekian” financial markets.*? Li Jinzhang makes this point with respect
to the issuance of banknotes.*! I reinforce and extend Li’s thesis, and posit that China not only
had a free market in the issuance of paper notes but in a host of financial instruments and

services. These included deposits, clearing and settlements, exchange markets, and even money

29 Giovanni Arrighi, Adam Smith in Beijing: Lineages of the Twenty-First Century (London ;
New York: Verso, 2007).
30 Friedrich A. von Hayek and I. F. Pearce, Choice in Currency: A Way to Stop Inflation,
Occasional Paper - Institute of Economic Affairs 48 (London: Institute of Economic Affairs,
1976); Friedrich A. von Hayek, Denationalisation of Money: An Analysis of the Theory and
Practice of Concurrent Currencies, Hobart Papers Special ; 70 (London: Institute of Economic
Affairs, 1976).
3Jinzhang Li, Jin Shang Lao Zhang (“The Historical Accounts of Shanxi Merchants”), Beijing
di I ban (Beijing Shi: Zhonghua shu ju, 2012), 128-129.
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market futures. These markets were integrated with land markets, such that wealth inherent in the
land could be made liquid and converted into financial capital.*?

I do not mean to imply that Chinese finance was as effective as western finance, and still
less do I posit that China was on a path toward breaking through to dynamic, secular growth. But
my work does imply that China’s financial institutions, along with its ability to deploy credit and
capital, was consistent with such growth. More importantly, I argue that the causes of the Great
Divergence cannot be found in Chinese, Qing, or Confucian institutional constraints on capital
formation. Of course, this argument is not dispositive. It is possible that such constraints existed
outside the realm of finance—in restrictions on land, labor, or other factors of production—and I
address several of these possibilities in the literature review.

My argument rests on a series of empirical claims and discoveries. Each of my five
chapters introduces the reader to financial institutions and modes of economic organization that
they are unlikely to be aware of, at least at the level of detail that I present them in. Some of
these practices are my own discovery, or at least are analyzed with my own gloss. Others have
been studied by Chinese historians, but exist only in very recent Chinese-language publications
and are thus completely inaccessible to the Anglophone reader.

Chapter 1 will be the most familiar to scholars of Chinese social and economic history. It

limns a variety of institutional lenders that made credit available to peasants in Qing and early

Republican China, in addition to individual lenders. These included lineage trusts (i 5

tanghao), individuals, temples and religious societies, and pawnshops. The sheer number of

32 According to Hernando de Soto, the ability to unlock wealth (“dead capital”) inherent in the
land and convert it into liquid financial assets is the sina-qua-non of a dynamic economy.
Hernando de Soto, The Mystery of Capital: Why Capitalism Triumphs in the West and Fails
Everywhere Else (New York: Basic Books, 2000).
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institutions indicates that rural credit was likely to have been competitive, and therefore unlikely
to have been merely exploitative or parasitic on the peasantry.’® In short, we are looking at a
lending market rather than debt peonage. That said, much of this will be old ground, particularly
to those familiar with the work of Ming-te Pan,** and the numerous Republican-era social

science surveys of rural China.’> What I add that is new is the discovery of “changnian” (¥4F)

low-interest lending. These were loans that charged an annual rate of between 1% to 3%. These
rates are extremely common in Shanxi commercial lending markets, but it is shocking to find
them even in contracts between individuals. Many of these contracts contain no collateral, and so
the borrowers may have had exceptionally good credit, and perhaps been merchants themselves.
But a handful are collateralized by land or grain harvests, indicating these loans did reach the
agrarian economy.

Chapter 2 gets into much newer ground. It deals not simply with lending, but with credit

creation. It first introduces the pathbreaking work of Cao Shuji, Meng Wei, Lou Min, and Yang

33 This does not mean that accessing the market was easy for peasants, nor that terms weren’t
onerous—which they were. Rather, it means that the causes of these hardships were material;
i.e., having to walk many miles to see a lender, or not having sufficient collateral to join credit
societies with lower rates. I do not view high rates, however, as a function of gentry using social
and political power to coerce the local peasantry into paying above-market rates or to take out
loans that they would not need in a freer market.

3% Though it must be said, Pan and I have a different view of credit markets. Pan believes state
intervention in pawnshops was crucial, and also that different institutional lenders operated in
different spheres, such that competition was perhaps less important than it is in my interpretation
of late-imperial rural credit. Ming-te Pan, “Rural Credit in Ming-Qing Jiangnan and the Concept
of Peasant Petty Commodity Production,” The Journal of Asian Studies 55, no. 1 (1996): 94—
117, https://doi.org/10.2307/2943638; Ming-te Pan, “Rural Credit Market and the Peasant
Economy (1600-1949): The State, Elite, Peasant and ‘Usury,”” ProQuest Dissertations and
Theses (Ph.D., Ann Arbor, University of California, Irvine, 1994), ProQuest Dissertations &
Theses Global (304081530), https://search.proquest.com/docview/304081530?accountid=14657.
35 Xiaotong Fei and Tse-i Chang, Earthbound China: A Study of Rural Economy in Yunnan, Rev.
English ed, International Library of Sociology and Social Reconstruction (London: Routledge &
K. Paul, 1949), 121-124.
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Qiming on the issuance of money-like paper notes in Qing China and the Republican period.3® It
then builds on their work to show how Chinese financial institutions, even in rural society, also
created deposits. These deposits were not only savings instruments, but could be transferred via a
checking-like system or serve as custodial accounts for loans to third parties. This means that,
along with paper notes, deposits served as a non-metal medium of exchange. In short, a
completely private, proto-banking system operated in Qing China that penetrated deep into the
interstices of rural life.

The importance of Chapter 2 for my argument cannot be overstated. It means that
financial institutions were not merely competing for borrowers, but for savers as well. This
means that rural residents would have the opportunity to acquire wealth in the form of financial
assets. It also means that rural lenders would have had to steward their capital as carefully as
possible, since more prudent, effective lenders would be able to offer higher savings rates. For
similar reasons, predatory or wasteful financial institutions were unlikely to have been the rule.
Any monopolistic actor earning excessive profits would have invited competition—not only for
loans, but for deposits—and would soon found itself unable to attract financing, and forced to
charge market rates or face insolvency.

Chapter 3 offers a radical revision of a well-known institution: the Rotating Savings and

Credit Association (ROSCA). Even today, these associations are found throughout the world in

36 Cao Shuji (B #2%) and Xu Junsong (4R &), “Va L PO B 515 H - 5 R L X bhAR,”
Historical Review (£ #£), no. 6 (2020); Cao Shuji and Yang Qiming, “Pingpiao and Credit in
Qing-Era Southeast Regional Markets (54X 4% m t 77 /N7 3 1 A 52 515 FH)” (Unpublished);
Lou Min, “Modern Chinese Commercial Bills in the Upper Yangzi: A Case Study of Ba County
and Jiangjin (UL A EHCTT B X s A5 FH 523 : DA B 5T 1), Researches in
Chinese Economic History, no. 6 (2020): 118-32.
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underbanked communities, from Africa to South Asia, to the rural United States.?” Scholars have
long understood their importance as vehicles for raising credit in rural China. What I show, is
that ROSCAs had a highly developed risk management system that sought to protect ROSCA
credit at several levels. Moreover, ROSCA credit was fungible, and tightly integrated with both
land and lending markets, indicating a market-oriented institution. This findings are especially
significant because ROSCAs are often conceived as a non-economic institution par excellence,
meaning the economic functions they played were governed by tradition, rather than by
economic calculation. I provide overwhelming evidence to show that this is not the case.
Chapter 4 takes us into the realm of what I call “high finance,” that is, specialized
financial institutions that dealt primarily with the commercial sector. At a concise 106 pages, it

presents a study of the biaogi (F51), a kind of rotating circuit of temple fairs that allowed large
financial institutions and commercial firms access to deep markets in grain, cloth, credit, and
exchange, as well as futures markets. At the heart of this bustling core of Shanxi finance were
the Zhangju (i 7)), a private “banker’s bank™ that allowed other financial firms to meet their
settlement obligations, and thus ensured that biaogi operated smoothly. The biaogi and its
associated markets and institutions are some of the most important economic phenomena of Qing

China, and yet have previously been unknown or barely known to the scholarship.

37 Clifford Geertz, “The Rotating Credit Association: A ‘Middle Rung’ in Development,”
Economic Development and Cultural Change 10, no. 3 (1962): 241-63; Timothy Besley,
Stephen Coate, and Glenn Loury, “The Economics of Rotating Savings and Credit
Associations,” The American Economic Review 83, no. 4 (September 1, 1993): 792—-810;
Timothy Besley, Stephen Coate, and Glenn Loury, “Rotating Savings and Credit Associations,
Credit Markets and Efficiency,” The Review of Economic Studies 61, no. 4 (October 1, 1994):
701-19.
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Though the empirical discoveries presented in Chapter 4 are some of the most exciting,
unfamiliar findings of this work, the arguments presented in Chapter 4 are in some ways
familiar. Scholars have long accepted a degree of regional integration in Chinese markets,
particularly in wholesale or commercial markets.*® What is most surprising about my argument is
the case it makes for the sophistication of these markets, and for the geographic “core” of these
financial markets as being anchored along the Sino-Inner Asian frontier. These claims in turn
buttress my overarching thesis by demonstrating how credit prices in these core markets could
filter back to the countryside and thus integrate credit markets in rural localities throughout areas
with Shanxi merchant activity. Here, perhaps a caveat is in order: geography meant everything in

39 would have been different for

market “integration.” The relationship to an “integrated market
a peasant in the Central-Shanxi basin—the heartland of Shanxi finance and commerce—as

distinct from a peasant in an isolated Taihang village. 4°

3% Hansheng Quan and Richard A. Kraus, Mid-Ch’ing Rice Markets and Trade: An Essay in
Price History, Harvard East Asian Monographs 54 (Cambridge, Mass: East Asian Research
Center, Harvard University : distributed by Harvard University Press, 1975); Carol H. Shiue and
Wolfgang Keller, “Markets in China and Europe on the Eve of the Industrial Revolution,” The
American Economic Review 97, no. 4 (2007): 1189-1216.
39 By “integrated market,” I mean that supply in demand changes in one market will, over time,
be felt in another market. This does not mean that there is a unity of price across all markets at
all different times. To use a contemporary example, cardboard does not cost the same in
Shenzhen as it does in New York, and even a serious cardboard glut in Shenzhen is unlikely to
impact New Yorkers. Nevertheless, we have an integrated market in cardboard since, in
principle, at some extremely high price differential traders would begin to ship cardboard from
Shenzhen to New York and bring cardboard prices to parity. An example of a truly un-integrated
market would be mainland iPhones and Hong Kong iPhones. No matter how high demand is for
iPhones in mainland China, they cannot be shipped from Hong Kong because the government
bans it. (Although even then, there is some market integration because when price differentials
go high enough, smugglers enter the market.)
40 Isolation of a given geography could also change over time. Cao Shuji shows that Southern
Jiangxi went from being a commercial hub along major trade routes, to a backwater after it was
cut off by the Taiping Rebellion. After the Taiping Rebellion was suppressed, the trade routes
had reestablished elsewhere and Southern Jiangxi never recovered. Cao Shuji, “The Circulation
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Chapter 5 examines the investment market in firms. First, it demonstrates a sophisticated
system of capital accounting that enabled Shanxi merchants to monitor, quantify, and distribute
capital and profits in a way that was predictable and transparent. It goes on to show how this
system of accounting enabled a multi-class share structure employed by Shanxi merchants.
Chapter 5 then probes the extent of the investment market. In the primary market, I find an array
of institutional investors, including other corporate entities, and especially lineage trusts. The
scope of the secondary market appears to have been more limited. Trading in shares may have
been confined only to natural resources, while the secondary market for firms appears to have
largely consisted of sales of entire firms.

This chapter supports my core argument because it means capital markets did more than
simply allocate capital between land and commerce; they also created an investment market for
the creation of new firms, and the buying and selling of old ones. This means that entrepreneurial
activity in China created selective pressures to reward successful entrepreneurs for market entry,
and punish or destroy firms that were not sufficiently competitive. Moreover, since even
pawnshops lending to peasants were financed by this investment market, it means that credit
markets in much of the countryside were integrated with investment markets for commercial

firms. In short, late imperial China possessed what can justly be called a capital market.

of Topsoil Rights and Rural Finance in Qing-Era Southern Jiangxi (J&X#rg i H R85 £
R4 fh),” Agricultural History of China (/4 %), no. 3 (2020): 54—68. Shanxi underwent a
similar marginalization during the Republican period, and has never recovered. Even todayi, it is
common for Shanxi-ers to lament that Shanxi’s best years are behind it. For the general theory
and most complete analysis of the process by which formerly prosperous areas became sleepy or
even impoverished backwaters, see Kenneth Pomeranz, The Making of a Hinterland: State,
Society, and Economy in Inland North China, 1853-1937 (Berkeley: University of California
Press, 1993).
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Literature Review and Scholarly Contribution

This dissertation is a history of finance in late imperial China. Finance is historically
important because it is necessary for a commercial economy,*! for building strong, sovereign
states,*? and because economic development demands a financial system capable of channeling

t.*> The industrial revolution itself may have been possible thanks to

savings into investmen
Britain’s exceptional degree of capital market integration.** As such, this dissertation touches on
a number of themes, and speaks to at least three distinct literatures. First, it directly addresses the
history of Chinese finance. Second, it contributes to the related scholarship on Chinese social

relations and the origins of the Great Divergence. Third, it adds to the wider literature on the

global history of capitalism.

41 On the deep origins of trade finance, see Olivier Accominotti and Stefano Ugolini,
“International Trade Finance from the Origins to the Present: Market Structures, Regulation and
Governance,” 2020, https://doi.org/10.1093/0xfordhb/9780190900571.013.1. There is also a
VoxEU version at Olivier Accominotti and Stefano Ugolini, “The Structure of Global Trade
Finance: A Very Long-Run View,” VoxEU.Org (blog), August 5, 2019,
https://voxeu.org/article/structure-global-trade-finance-very-long-run-view.
42 Larry Neal argues that European interstate war created markets in public debt, which in turn
helped spur the development of representative government and European capitalism. Larry Neal,
The Rise of Financial Capitalism: International Capital Markets in the Age of Reason, Studies in
Monetary and Financial History (Cambridge [England] ; New York: Cambridge University
Press, 1990). L. Neal, “How It All Began: The Monetary and Financial Architecture of Europe
during the First Global Capital Markets, 1648-1815,” Financial History Review (Great Britain:
Cambridge University Press, 2000).
43 M.O. Odedokun, “Alternative Econometric Approaches for Analysing the Role of the
Financial Sector in Economic Growth: Time-Series Evidence from LDCs,” Journal of
Development Economics 50, no. 1 (June 1, 1996): 119-46, https://doi.org/10.1016/0304-
3878(96)00006-5; Lance E. Davis and Robert E. Gallman, Evolving Financial Markets and
International Capital Flows: Britain, the Americas, and Australia, 1865-1914, Japan-U.S. Center
Sanwa Monographs on International Financial Markets (Cambridge, UK ; New York: Cambridge
University Press, 2001).
# Wolfgang Keller, Carol H. Shiue, and Xin Wang, Capital Markets in China and Britain, 18th
and 19th Century: Evidence from Grain Prices, NBER Working Paper Series, no. w21349
(Cambridge, Mass: National Bureau of Economic Research, 2015).
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The literature on the history of Chinese finance has tended to study the transition from
traditional institutions to modern-style banks capable of sustaining industrial development.*
This has led to a regional focus on Shanghai and other treaty ports, a temporal focus on the
Republican period, and a thematic focus on the role of financial institutions in Sino-foreign
competition and in Chinese state-making.*® Thus, Andrea McElderry’s study of Shanghai
gianzhuang examines the evolution of the industry in the context of increasing influence of
foreign banks.*’ Historians of Chinese banking have similarly viewed the issue through the lens
of political economy. Some argue that banks were captured by government interests,*® others that
they were largely commercial in their lending.*® Brett Sheehan takes a middle view, of banks as
being essentially entrepreneurial and as apolitical as possible—but ultimately unable to resist a

series of increasingly rapacious state actors.>® More recently, Debin Ma’s recent survey of the

45 This grew out of a larger business history that was similarly focused on China’s alleged
inability to foster modern, industrial firms. Kuo-heng Shih, “The Early Development of the
Modern Chinese Business Class,” in The Rise of the Modern Chinese Business Class: Two
Introductory Essays, by Marion Levy and Kuo-heng Shih (New York: International Secretariat,
Institute of Pacific Relations, 1949), 19-56; Albert Feuerwerker, China’s Early
Industrialization: Sheng-Hsuan-Huai (1844-1916) and Mandarin Enterprise, 1st Atheneum ed,
Atheneum ; 153 (New York: Atheneum, 1970). See Adam Frost’s excellent historiographical
essay at Adam Frost, “Chinese Business History: Origins, Legacies, and Future Directions,”
Forthcoming in Business History Review, n.d.; Feurwerker, Kuo-heng Shih.
46 Parks M. Coble, The Shanghai Capitalists and the Nationalist Government, 1927-1937,
Harvard East Asian Monographs 94 (Cambridge, Mass: Harvard University Press, 1980).
47 Andrea Lee McElderry, Shanghai Old-Style Banks (Ch ‘ien-Chuang), 1800-1935: A
Traditional Institution in a Changing Society, Michigan Papers in Chinese Studies, no. 25 (Ann
Arbor: Center for Chinese Studies, University of Michigan, 1976).
48 Coble, 1980.
49 Linsun Cheng, Banking in Modern China: Entrepreneurs, Professional Managers, and the
Development of Chinese Banks, 1897-1937, Cambridge Modern China Series (Cambridge, UK ;
New York: Cambridge University Press, 2003).
30 Brett Sheehan, Trust in Troubled Times: Money, Banks, and State-Society Relations in
Republican Tianjin (Cambridge, Mass: Harvard University Press, 2003; Brett Sheehan,
Industrial Eden: A Chinese Capitalist Vision (Cambridge, Massachusetts: Harvard University
Press, 2015), https://doi.org/10.4159/9780674287167. Sheehan’s work seems particularly
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financial industry from 1900 to 1937 blames the Qing state for stifling the development of large
financial institutions, but credits the treaty port system with creating a space in which private
actors could develop modern banks.*! This scholarship has been illuminating in helping us
understand China’s turbulent transition from the Qing empire, to a republic beset by rapid social
change and imperialist predations. But it leaves the late imperial origins of Chinese finance
relatively unexplored.

A handful of older works do examine Chinese finance on its own terms, and find highly
developed banking institutions and credit markets.>? But even these focus on the treaty ports of

Ningbo and Fujian.>3 Niv Horesh thus argues that such studies are exceptional, and that no

prescient in light of Xi Jinping’s China—where some of the most competitive, innovative
entrepreneurs forge multinational powerhouses by developing products and services to meet
consumer demands, but must nevertheless answer to an internal party committee and be ready at
a moment’s notice to make themselves useful to the Xi administration.

! Debin Ma, “Financial Revolution in Republican China During 1900-37: A Survey and a New
Interpretation,” Australian Economic History Review 59, no. 3 (November 1, 2019): 242-62,
https://doi.org/10.1111/aehr.12173; Debin Ma, “Between Cottage and Factory: The Evolution of
Chinese and Japanese Silk-Reeling Industries in the Latter Half of the Nineteenth Century,”
Journal of the Asia Pacific Economy 10 (January 1, 2005): 195-213; Carol Shiue and Wolfgang
Keller, “Capital Markets and Colonial Institutions in China” (January 2014),
http://allucgroup.ucdavis.edu/uploads/5/6/8/7/56877229/keller _and_shiue capital markets and
treaty_port _institutions_january 30_2014.pdf; Wolfgang Keller and Carol H. Shiue, “China’s
Foreign Trade and Investment, 1800-1950” (National Bureau of Economic Research, Inc, 2020),
https://ideas.repec.org/p/nbr/nberwo/27558.html.

52 The single best work in this vein is Madelein Zelin’s exploration of the investment market in
Furong salt mines. See Madeleine Zelin, The Merchants of Zigong: Industrial Entrepreneurship
in Early Modern China (New York: Columbia University Press, 2005). However, Zelin’s focus
is not on the financial system per se, but specifically on the financing of salt and coal mines. On
lineage trust investment in commercial credit, see Kenneth Pomeranz, “‘Traditional’ Chinese
Business Forms Revisited: Family, Firm, and Financing in the History of the Yutang Company
of Jining, 1779-1956,” Late Imperial China 18, no. 1 (1997): 1-38,
https://doi.org/10.1353/late.1997.0008.

>3 Susan Mann, “Finance in Ningpo: The ‘Ch’ien Chuang,” 1750-1880,” in Economic
Organization in Chinese Society, ed. W. E. Wilmott (Stanford: Stanford University Press, 1972),
47-77; George Selgin, “Free Banking in Foochow,” in The Experience of Free Banking, ed.
Kevin Dowd (New York: Routledge, 1992).
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Chinese indigenous banking existed beyond a handful of treaty ports.>* This conclusion is echoed
by no less an eminence than David Faure, who with the exception of finance has a high opinion
of traditional Chinese business. In Faure’s words, “[T]he 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.” In short, the historiography on Chinese finance has been almost exclusively
focused on issues of business’s relations with the state, on a handful of treaty ports, and on Sino-
foreign cooperation and competition. Temporally, there is also a bias toward 20" century
finance, with little attention paid to the possible origins of Chinese finance in its indigenous
institutions. To the extent that the scholarship considers indigenous finance during the Qing
dynasty, it is often to assume that no significant financial markets existed.

Several recent works examine Shanxi merchants during the Qing dynasty, and thus
expand the scope of the scholarship both backward and time, and further inland.>® Luman
Wang’s monograph on the piaohao connects Qing history to the global history of capitalism.
According to Wang, piaohao should be considered capitalist “...because they featured an

expansionist role in facilitating inter-regional monetary flows as well as the production and

>4 Niv Horesh, Chinese Money in Global Context: Historic Junctures between 600 BCE and
2012 (Stanford, California: Stanford University Press, 2013).

>3 David Faure, China and Capitalism: A History of Business Enterprise in Modern China,
Understanding China (Hong Kong: Hong Kong University Press, 2006), 12.

36 Meng Wu, “Traditions and Innovations: An Exploration of the Governance Structure, Business
Strategy and Historical Development of the Chinese Shanxi Piaohao, 1820s to 1930s” (Ph.D.
Dissertation, London, The London School of Economics and Political Science (LSE), 2016),
http://etheses.lse.ac.uk/3415/; George Qiao, “The Rise of Shanxi Merchants Empire, Institutions,
and Social Change in Qing China, 1688-1850” (Ph.D., Stanford, 2017),
http://purl.stanford.edu/bg803zm7823.

27



trading of global commodities™ and followed a “universal logic of capital.”>” Nevertheless, how
much Shanxi merchants participated in a wider financial market remains unaddressed. Moreover,
this is a question that cannot be answered through a case study of a specific kind of institution,
whether piaohao or gianzhuang. 1t requires a wholistic examination of late imperial finance. This
dissertation provides such a study.

In filling this scholarly lacuna, my dissertation also bears on an older conversation about
the origins of the Great Divergence; that is, why in the 18" century run-up to the industrial
revolution, did per capita productivity in England begin to accelerate, leaving China (and other
highly developed pre-modern economies) behind?>® Broadly speaking, scholars offer two
explanations: institutions and factor endowments® (though of course almost all scholars would
acknowledge that both of these variables were at play, and that moreover material conditions and
institutions are never independent of each other). In short, did Chinese institutions—in the

broadest sense of cultural values, law, political and organizational forms, and social relations—

7 Luman Wang, Chinese Hinterland Capitalism and Shanxi Piaohao: Banking, State, and
Family, 1720-1910 (London: Routledge, 2021), 15-16.
>8 There are a number of plausible dates for the beginning of this divergence. I use Stephen
Broadberry’s most recent estimate of 1700. S Broadberry, “Accounting for the Great
Divergence: Recent Findings from Historical National Accounting,” Oxford Economic and
Social History Working Papers (University of Oxford, 2021). But I should say I remain wary of
historical national accounting. It seems to be me that when a rounding error can throw of
estimates by several centuries that such data sets give the illusion, rather than the substance, of
quantitative precision.
59 Carl Riskin makes the same observation with respect to the divergence literature in Carl
Riskin, “Surplus and Stagnation in Modern China,” in China’s Modern Economy in Historical
Perspective: Sponsored by the Social Science Research Council, ed. Dwight H. Perkins, Gang
Zhao, and Social Science Research Council (U.S.) (Stanford, Calif: Stanford University Press,
1975), 49-84. He identifies two explanations for divergence, namely, the “distributive” and
“technological” arguments. These are essentially the same as institutional and factor-endowment
explanations, respectively.
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prevent the mobilization of economic surplus that was there for the taking? Or was China
confronted with a paucity of material resources out of which to create a surplus for development?

The literature that focuses on institutional causes of the great divergence is itself
extremely varied. For some scholars, western Europe’s economic, legal, and scientific
institutions were more conducive to sustained investment and innovation—possibly as a result of
interstate warfare.® By implication, China’s institutions must have been comparatively less
effective. In the Marxist historiography, Brennarians view the origins of capitalism in the British
aristocracies’ violent appropriation of land. Unlike in England, Chinese peasants remained
landed, and so never became a proletariat dependent on labor markets.®! Thus, the logic goes,
they had no need to improve labor productivity to earn the high wages that, according to Robert
Allen, drove the increasingly capital-intensive production at the heart of industrialization.5?

Geoffrey Ingham also presents an institutionalist argument that is in many ways similar
to North and Thomas, but he was worth singling out because of his direct relevance to my

dissertation. Channeling Weber, Schumpeter, and Braudel, Ingham states that only Eruope had a

0 Douglass North and Robert Paul Thomas, The Rise of the Western World: A New Economic
History (Cambridge: Cambridge University Press, 1973); Debin Ma, “State Capacity and Great
Divergence, the Case of Qing China (1644-1911),” Eurasian Geography and Economics 54, no.
5—6 (December 1, 2013): 484-99, https://doi.org/10.1080/15387216.2014.907530.

61 Recent evidence from Japan suggests this was a good thing in terms of living standards.
Unlike Britain, where rural laborers earned relatively high wages, Japanese landless laborers
were among the hardest-working, yet “poorest people recorded in history.” See Yuzuru Kumon,
“The Labor Intensive Path: Wages, Incomes and the Work Year in Japan, 1610-1932” (CIRJE,
Faculty of Economics, University of Tokyo, 2020),
https://ideas.repec.org/p/tky/fseres/2020cf1154.html. Kumon’s thesis is similar to Elvin’s, in that
it suggests equitable land distributions are short-run rational and but lead to lower equilibria in
the long-run. He also makes an interesting case for the prevalence of adoption in East Asia
leading to more stable lineages, and thus smaller plots.

2 Robert C. Allen, Global Economic History: A Very Short Introduction, (Oxford: Oxford
University Press, 2011).
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rational financial market. His argument rests on three assertions. First, citing Faure, he says that
China had no banks and no financial markets. By this he means that Chinese financial
institutions could not expand the supply of credit, issue notes payable to the bearer, or issue
financial instruments that were tradable in an impersonal market. Second, Ingham writes that
China had no unified monetary standard. According to Ingham—drawing, again, on Weber—
without a unit of account Chinese firms could not make rational calculations.®> My dissertation
pushes back against these assertions. For every practice or financial technology that Ingham cites
as being exclusive to Europe, I demonstrate a highly developed form in Qing China. Ingham’s
second point has some justification; China did not have a single, standardized currency until
1933 and this imposed serious frictional costs on the economy.** But this does not mean Chinese
firms had no unit of account. Within a given firm’s account books—particularly in Shanxi—all
units were standardized in monetary amounts at the silver fineness of the firm’s headquarter,

using either the local public scale (A~ gongping) or the firm’s own scale (4°F benping). As 1

amply demonstrate in Chapter 5, Chinese accounting and money was no obstacle to economic
calculation. Finally, it is also worth noting a problem in Ingham’s chronology. All of his
examples of monetary confusion come from the early 20" century. But this is problematic, as by
even the 1920s, despite China’s monetary confusion, modern industrialization was well

underway. From 1895-1925, Shanghai modern industrial growth outpaced even Japan.®> Note

3 Geoffrey Ingham, “‘The Great Divergence’: Max Weber and China’s ‘Missing Links,”” Max

Weber Studies 15, no. 2 (2015): 160-91.

64 Austin Dean, “‘The Shanghai Mint and U.S.-China Monetary Interactions, 1920-1933,””

Journal of American-East Asian Relations 25, no. 1 (01 2018): 7-32,

https://doi.org/10.1163/18765610-02501002.

%5 Debin Ma, “Economic Growth in the Lower Yangzi Region of China in 1911-1937: A

Quantitative and Historical Analysis,” LSE Research Online Documents on Economics (London
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that my dissertation does not refute Ingham’s claims as being directionally accurate; he could
well be right that western European financial institutions and technologies were more conducive
to capitalist activity. Indeed, I believe Ingham is correct that unified national currencies are good
for business. But I do call into question whether the lack of a state currency can bear the causal
weight for the great divergence that Ingham assigns it.

Other scholars focus on the uniqueness of Chinese, rather than European, history as a
cause of the great divergence. For R.H. Tawney, Chinese social relations made productivity
gains impossible. To be sure, Tawney keenly observed the shortage of resources relative to
population. Nevertheless, in my reading of Tawney, he believes the root cause to be institutional
impediments to Chinese development, rather than poverty. In his own words, “The need for
modernization of agricultural methods is recognized; but the extensive introduction of technical
improvements is regarded as improbable, until the social fabric within which they must function
has been drastically modified.”%® Tawney’s conclusion follows in part from his appraisal of rural
finance.%” According to Tawney, “...the rates at which loans are made naturally tend to be
exorbitant. In reality, indeed, no market rate can be said to exist.”®® For Tawney, as for Faure and
Ingham, this was partly a problem of Chinese accounting. Tawney believed that Chinese
bookkeeping conflated investment and expenses, and precluded lenders from distinguishing

borrowers of different risk profiles. He believed that in a functioning market, China would have

School of Economics and Political Science, LSE Library, May 2008),
https://ideas.repec.org/p/ehl/Iserod/32398.html.

% R. H. Tawney, “Introduction,” in Agrarian China: Selected Source Materials from Chinese
Authors, ed. Institute of Pacific Relations (London: G. Allen & Unwin, 1939), x—xviii.

67 R. H. Tawney, Land and Labour in China (London: G. Allen & Unwin Itd, 1932), p. 13.

8 Tawney, 1932, 62.
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investments offering high enough returns to justify capital costs, but without proper accounting
these investment opportunities remained invisible.

Philip Huang has certain affinities with Tawney, particularly in his assessment of social
relations as an obstacle to growth. For Huang, China’s problem was not poverty per se; rather,
China was trapped in a centuries-long “involutionary” pattern of development. In his exchange
with Kenneth Pomeranz, Huang defines involution as declining average returns to labor, which
he sees as driven primarily by reduction in average farm sizes along with cotton cultivation
replacing grain cultivation.®® But Huang shows that this is not the whole story. He posits that
social relations prevented possible gains in agricultural productivity. Specifically, onerous rents
and interest payments did not go to wealth accumulation (in land or productive capital), but
represent a kind of waste. Not only did creditors waste their interest income, but borrowers also
fail to take advantage of the credit offered to them. According to Huang, “...for a poor peasant
family farm with surplus labor...it made sense to continue using that labor as long as the
marginal product of labor remained above zero...the same logic applied to usurious interest rates.
Though a capitalist enterprise would not normally tolerate interest rates higher than he
prospective returns to invested capital, a hungry family can be made to bear almost any interest
rate.”’? This is a long way of saying that returns on invested capital were lower than interest

rates, meaning the Chinese rural sector was constantly destroying its own wealth.”!

 Philip Huang, Further Thoughts on Eighteenth-Century Britain and China: Rejoinder to
Pomeranz’s Response to My Critique, vol. 62,2003, 158. Also see Philip C. Huang, The Peasant
Economy and Social Change in North China (Stanford: Stanford University Press, 1985).
70 Huang, 1985, 190.
"I The involutionary model also runs afoul of geometric compounding. But its inconsistencies are
demographic. See James Lee, Cameron Campbell, and Wang Feng, “Positive Check or Chinese
Checks?,” The Journal of Asian Studies, no. 2 (2002): 591.

32



The involutionary model depends on certain assumptions, only sometimes made explicit,
about the nature of finance at the grassroots. In an economy with liquid, competitive financial
markets it is extremely difficult for resources like labor or capital to systematically misallocate
over the long-term. Resource mis-allocation should be “felt” in terms of lop-sided risk/return
profiles and default rates. In a world of involution, extremely high returns will be available not
only to laborers who break this mold, but to capitalists who can fund them by borrowing cheaply
from low-return sectors of the economy (such as involuted household farms), and earning surplus
profits by reinvesting in higher-return areas (such as commerce, handicrafts, or less labor-
intensive agriculture). At the same time, borrowers in the involuted sectors of the economy
should communicate their inefficiency in terms of higher default rates, thus prompting lenders to
seek out more efficient recipients of capital. Though some lenders may be content with returns in
the form of political power and social status, as long as a few are willing to “defect” and to seek
economic returns instead, the system will unravel. A financial market acts as a feedback
mechanism through which a society can find and unlock “potential energy”—i.e. underutilized
capital or labor—in the system. This means that while involution is not impossible in a world
with functioning financial markets,’? it is highly unlikely.

Scholars who favor the involutionary model have dealt with this problem by arguing that
no financial market existed at the grassroots level. They concede that credit existed, inasmuch as
peasants could go to money-lenders for loans, but reject the idea of a competitive financial
market in which financial intermediaries had to compete for creditors and borrowers. Huang

makes this claim explicit, writing, “The usual calculations associated with a capitalist loan,

72 In fact, an involuted system should break down as long as any factor markets are functioning

reasonably well.
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governed by supply and demand in the credit market, and by the prospect of returns measured
against costs, do not apply.”’® Christopher Isett makes a similar assertion. He writes, “[TThe
extent to which merchants could enforce a regime of market dependency through debt remained
limited. Even if they could, given the interest rates it is not clear that anything would have come
of it.” 7* This implies either a world in which supply of credit is fixed (making financialization
impossible) or else the price of credit is inelastic and therefore immune to market forces. My
dissertation complicates this view.

Taisu Zhang’s new monograph on the importance of Confucian values also posits
institutional obstacles to development. But Zhang sees the primary causes as cultural and legal,
and thus solves many of the inconsistencies in the involutionary model. In his words, he seeks:

...to demonstrate a chain of causation between cultural norms, legal institutions, and

macro-level economic outcomes in early modern pre-industrial China and England...the

dominance of kinship networks in later Qing and Republican society (1860-1949)

operating under broadly ‘Confucian’ norms of social ranking, allows many relatively

poor individuals to possess status and political authority highly disproportionate to their
wealth.””>

Zhang’s thesis rests on two empirical claims. The first is about social status. For Zhang,

Confucian cultural norms meant that status was not directly tied to wealth, and so the pressures

73 Philip C. Huang, The Peasant Family and Rural Development in the Yangzi Delta, 1350-1988
(Stanford: Stanford University Press, 1990), 109.
74 Christopher Isett, State, Peasant, and Merchant in Qing Manchuria, 1644-1862 (Stanford:
Stanford University Press, 2007), 272-273. I understand Isett as invoking an unstated assumption
that interest rates are fixed by custom, and thus inelastic to changes in supply, demand, or returns
on capital. Note that even fixed (or quantized) prices do not, over the long term, prevent factor
markets from reaching equilibrium since volumes, purity of metal, and prices of real goods can
all fluctuate around prices.
75 Taisu Zhang, The Laws and Economics of Confucianism: Kinship and Property in Pre-
Industrial China and England, (Cambridge: Cambridge University Press, 2017), 1.
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to accumulate or engage in entrepreneurial activity were less acute than in Europe.’® The second,
and more important, mechanism by which Confucian values impact economic activity is the
institution of the dian, or live sale. Zhang’s theory is coherent and elegant, with none of the
internal inconsistencies of the involutionary model. It allows for factor markets that fail to boost
agricultural productivity simply because the legal code obstructs concentration of landed wealth.
Nevertheless, Zhang’s empirical claims are open to question. David Faure has written a
spirited critique of Zhang’s contention that status was not linked to wealth.”” T do not have an
opinion about this dispute, except that if Faure is correct, it poses a serious challenge to Zhang’s
argument. My concerns revolve around Zhang’s analysis of the dian. Zhang argues that
agriculture did not undergo market consolidation into larger landholdings because small plot-
holders could readily conduct dian, or “live sales.” Thus, the illiquid Chinese peasant had an
advantage relative to the illiquid English peasant. While an English peasant in need of cash
risked bankruptcy and permanent loss of title, the Chinese peasant could redeem his land when

his fortunes turned. In short, Zhang argues that China had something like American bankruptcy

76 There are echoes here of Marion Levy, who argued the most entrepreneurially successful
lineages exited business owing to status considerations, thus hampering the accumulation of
business talent. Marion Levy, “The Social Background of Modern Business Development in
China,” in The Rise of the Modern Chinese Business Class: Two Introductory Essays, by Marion
Levy and Kuo-heng Shih (New York: International Secretariat, Institute of Pacific Relations,
1949), 1-18. Ho-fung Hung, The China Boom: Why China Will Not Rule the World,
Contemporary Asia in the World (New York: Columbia University Press, 2016), 15-33 takes a
similar view.

77 David Faure, “Zhongguo Chuantong Diquan Zhidu Jiqi Bianqian H [E 4% 4 {1 B K HA
iT By Long Denggao J¥ %5 . Beijing: Zhongguo Shehui Kexue, 2018. 242 Pp. 69.00 Yuan. -
Chuantong Zhongguo Diquan Jiegou Jiqi Yanbian 1% 4t i [ #4544 )2 Hj55 48 By Cao Shuji
3 and Liu Shigu XIiF 1. Shanghai: Shanghai Jiaotong Daxue, 2014. 320 Pp. 50.00 Yuan. -
The Laws and Economics of Confucianism: Kinship and Property in Preindustrial China and
England By Taisu Zhang. Cambridge: Cambridge University Press, 2017. 308 Pp. $116.00.,”
Journal of Chinese History 71[E§/F &£ Fi/4, no. 1 (January 2020): 198-208,
https://doi.org/10.1017/jch.2019.17.
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protections on primary residences. Indeed, Qing protections went much further; sellers could
invoke them to recover land or receive additional payments on land that they later regretted as

having sold too cheaply (this process was known as zhaojia $ZT).

The first problem with this account is technical. As Cao Shuji has shown, it makes more
sense to view the dian as existing on a spectrum with tenancy at one end and permanent sales at
the other.”® Dian rights, like permanent title, were transferable in the market.” This suggests that
the dian as such would not have been an insurmountable obstacle to land aggregation as
investors could purchse dian on the open market. The second problem is that final sales, while
not as common as the dian in most of China, were in certain areas the rule rather than the
exception. In parts of Jiangxi, virtually all land transactions were final sales.?° The final and most
serious problem, is Zhang makes no allowance for entrepreneurialism amongst suppliers of
capital. For him, a land sale is always initiated by a peasant in desperate need of funds. But
thanks to Yi Wang’s brilliant scholarship on the Han settlement of Inner Mongolia, we now

know that Shanxi “land merchants” (M7 dishang) put together corporate entities for the

specific purpose of buying up land, developing its infrastructure, and resettling it with Han

78 Cao Shuji and Liu Shigu, The Structure and Evolution of Land Rights in Traditional China (1%
2y [H] 1 #E 25 #) J L 4E) (Shanghai: Shanghai Jiao Tong University Press, 2014).
7 Cao Shuji, “Live Sales and Rents: Land Markets and Financial Markets in Qing-Era Southern
Fujian (St 5 8040 . J5 A BB IX ) LT3 5 S RlTTY%),” The Qing History Journal (75
SEHFIE), no. 4 (2019); Cao Shuji and Li Feiji, “Land Mortgage in Mountainous Regions of
Southern Zhejiang during the Mid- and Late Qing:A Study Based on ‘Land Mortgage Contracts’
from Shicang Village,Songyang County (& " /5 #H#7 i (L X i Lt i 2 —— L TR H B oA 6
k24 32 ({5 %2),” Historical Research (/17 EHF %), no. 4 (2008): 40—54.
80 Cao Shuji, “The Circulation of Topsoil Rights and Rural Finance in Qing-Era Southern Jiangxi
OEREEF 1 H 805 2 M 4ah),” Agricultural History of China, no. 3 (2020): 54-68.
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migrants.®! Moreover, these land merchants were buying substantial, consolidated blocks of lend
unencumbered by existing tenants—and yet the profit-maximinzg strategy was still not to turn
land into managerial farms based on wage labor, but to divide it amongst smaller farmers! This
makes it highly unlikely that the dian could prevent concentration of landholdings over an
extended period of time, or that there was an obvious, more economically efficient way of
reorganizing Chinese agriculture.

In contrast to the involutionary school and to Zhang’s intriguing new theory, some
scholars see the Great Divergence as a question of factor endowments and path dependency. An
early such work is Mark Elvin’s The Pattern of the Chinese Past. Elvin has important similarities
to Huang, and also sees Chinese rural economic production as fundamentally less capable of
capital accumulation than Europe. However, Elvin views declining marginal returns and
economic relations as second-order effects of resource exhaustion and technological path
dependence. In other words, China was trapped at a low-level equilibrium.”®? Elvin’s model is
more plausible than the involutionary model since, as the name implies, it does not have to
explain the persistence of economic disequilibria. In this respect, Elvin’s model of Chinese
development is similar to the California School; he too thinks divergence is a result of
contingency. But for Elvin the important contingencies came into play centuries earlier.®?

The California School went further than Elvin, and challenged the belief that there were

decisive endogenous reasons for China’s purported failure to develop capitalism. According to

81'Yi Wang, “Irrigation, Commercialization, and Social Change in Nineteenth-Century Inner
Mongolia*,” International Review of Social History 59, no. 2 (August 2014): 215-46,
https://doi.org/10.1017/S0020859014000133.
82 Mark Elvin, The Pattern of the Chinese Past (Rainbow-Bridge Book Co, 1973), 298-315.
8 Elvin’s model is not, however, consistent with all California School historians; Jack
Goldstone’s view of agricultural productivity poses a serious challenge to Elvin’s model.
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these scholars, Qing China and pre-industrial Europe were part of a “world of surprising
resemblances.”®* By this, California School scholars mean that Qing China, like much of
preindustrial England, was home to a laissez-faire Smithian economy with a peasantry that was
just as profit-maximizing as its European counterparts. Meanwhile, these scholars also point out
that insofar as Qing peasants were not profit maximizing, one can find similarly non-Aomo
economicus behavior in European peasants.®® The California School requires no strange
exceptions—cultural or legal—to explain its empirical findings. However, it has repeatedly
wrestled with the fact of persistently high interest rates in the Chinese countryside. Kenneth
Pomeranz’s seminal work on Shandong found that the level of integration and availability of
credit depended on the geographic and social endowments of a given locality. Local elites, and
local governments in particular, monopolized transfers of funds and exchange between copper
and silver, in effect imposing a tariff on capital inflows. These dynamics were most pronounced
further inland, keeping inland regions less integrated and less able to develop. An upshot of these
findings is that economic development in the “core” may have come at the expense of the
“hinterland,” as capital remained on the coast.

Ming-te Pan’s study of sericulture in Jiangnan is the most direct challenge to the
involutionary view of finance. Pan shows that credit was used in production, and that the return

on capital invested in sericulture exceeded the price of credit. Thus, he concludes that rural credit

84 Kenneth Pomeranz, The Great Divergence: Europe, China, and the Making of the Modern
World Economy, The Princeton Economic History of the Western World (Princeton, N.J:
Princeton University Press, 2000).
85 Roy Bin Wong, China Transformed: Historical Change and the Limits of European
Experience (Ithaca: Cornell University Press, 1997).
86 Kenneth Pomeranz, The Making of a Hinterland: State, Society, and Economy in Inland North
China, 1853-1937 (Berkeley: University of California Press, 1993).
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markets enabled higher capital accumulation and living standards, albeit not necessarily long-
term growth.?” Pan’s findings are extremely important, but it is worth noting that he is really
talking about trade credit (sheshao), akin to a modern-day accounts payable. His study stops
short of arguing that a true financial market existed, in which financial intermediaries competed
to exploit differences in risk profile or in long- and short-term demand.

The California School’s most aggressive position on rural credit institutions can probably
be found in both Pomeranz’s seminal The Great Divergence and in R. Bin Wong and Jean
Rosenthal’s 2011 volume. Pomeranz points out that high interest rates should not be taken as
prima facie evidence of underdeveloped financial markets, since the risk to creditors/borrowers
appears to have been higher/lower under the Chinese foreclosure system.®® Wong and Rosenthal
go even further; they believe that too much has been made of the difference in Chinese and
European interest rates, because these rates are taken from different kinds of markets. That is, we
are comparing low-risk European borrowers with high-risk Chinese borrowers. But the argument
is highly theoretical. Empirically, they come close to conceding that .. .scholars have found far
less evidence of financial markets and credit institutions in late imperial China than in early

modern Europe...” and that Chinese formal debt markets were relatively small.*°

Ultimately,
then, the California school has been willing to concede that financial markets were not well

developed in Qing China, while minimizing the importance of finance. Even so, when reading
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these scholars, particularly R. Bin Wong, one gets the sense that they are unsatisfied with this
concession and believe more work needs to be done. Wong wrote in 1997, .. .at present we need
to learn more about credit, labor, and product markets in prewar China. While urban-based credit
networks through modern banking clearly existed, it remains unclear how systematically, if at
all, urban credit was integrated with rural credit.”®® Over two decades later, this is as true as ever.

This dissertation answers Wong’s call to develop a more empirically-based understanding
of late imperial finance. It shows that rural financial markets were effective by the standards of a
pre-industrial agrarian society, and demonstrates the ability of Chinese society to accumulate and
allocate capital. This calls into question both semi-feudal and involutionary models of premodern
China. At the same time, these chapters push the boundaries of the California School thesis to
new limits. I argue that not only was the Qing economy commercialized, but it was thoroughly
financialized as well. By this [ mean that resource allocation into commerce and productive
investment was—at least since the Daoguang reign and along Shanxi merchants’ more
prosperous trade routes—accomplished through financial markets as well as commodities
markets, that interest rates and the price of financial capital impacted agrarian producers directly,
and that financial assets could circulate independently from the physical stocks of commodities
and capital that they were derived from.

The third body of scholarship that this dissertation speaks to is the burgeoning literature
on the global history of capitalism. The recent interest in the history of capitalism has led many

scholars to refer to it as new discipline, but in my reading all roads lead to Ferdinand Braudel. Of

Wong, China Transformed, 66.
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Braudel’s many overlapping definitions of capitalism, at least a few reference the creation of

2 13

financial capital. His description of the economy’s “triple division” is worth quoting in full:

On the other hand, looking up instead of down from the vast plane of the market
economy, one finds that active social hierarchies were constructed on top of it: they could
manipulate exchange to their advantage and disturb the established order. In their desire
to do so - which was not always consciously expressed - they created anomalies, ‘zones
of turbulence’ and conducted their affairs in a very individual way. At this exalted level,
a few wealthy merchants in eighteenth-century Amsterdam or sixteenth-century Genoa
could throw whole sectors of the European or even world economy into confusion, from
a distance. Certain groups of privileged actors were engaged in circuits and calculations
that ordinary people knew nothing of. Foreign exchange for example, which was tied to
distant trade movements and to the complicated arrangements for credit, was a
sophisticated art, open only to a few initiates at most. To me, this second shadowy zone,
hovering above the sunlit world of the market economy and constituting its upper limit so
to speak, represents the favored domain of capitalism, as we shall see. Without this zone,
capitalism is unthinkable: this is where it takes up residence and prospers.’!

In the fullness of Braudel’s lyrical descriptions of the birth of capitalism, it becomes clear that

his “third level” of the economy, which distinguishes capitalism from mere markets, refers to

high finance and investment. That is, entrepreneurs seek out investments in the real economy.*?
The economic theorist-cum-sociologist Giovanni Arrighi built on Braudel’s distinction

between markets and capitalism to argue that China had Smithian markets without capitalism.”
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