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Keeping Pace with Times after the “Great
Division”: Changes and Characteristics of the
Traditional Banking Industry in Modern China
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Abstract: The banking industry is a significant representative of traditional Chinese financial institutions. It
developed its own operating rules and practices over the long period of agrarian economy. By the mid-19th century,
a “Great Division” took place in economic development between the East and the West: the West attacked the
East with military power, while the Chinese society started its own, difficult path of industrialization amid the
trends of Westernization, China-West confrontation and East-West blending. The traditional society’s unlimited
liability banking organization, with its short-term credit lending, limited capital scale and traditional family-based
management, was neglected because it was considered incompatible with the long-term, large-scale capital demand
of the mechanized industry. Actually, however, along with the change of times, the banking industry underwent
changes in its system and rule operation. First, through the intermediary activities of compradors, in trade with
foreign merchants, foreign firms began to accept notes of banks in Shanghai as a means of trade payment and
settlement. This was the first phase of changes of the banks since the opening of Shanghai in 1843, The second
phase took place after the 1870s when foreign banks entered Shanghai. At that time, the banking industry in
Shanghai developed financial relationships with foreign banks; while it promoted the expansion of foreign trade,
it started to provide loans for the establishment of modern China’s early machinery industry. During this period
of time, the banking industry adopted a new lending pattern which combined the credit loan with mortgage loan,
but also became flexible in loan terms, loan scales and other aspects, resulting in the common phenomena of one
bank lending to a number of enterprises and one enterprise borrowing from a number of banks. Since the 1930s,
the banking industry evolved from the traditional sole propretorship or partnership to a “shareholding” company.
This 1s the third phase of changes of the banking industry. Through its changes and activities, the banking industry
played an increasingly important role in modern China'’s capital market. The path of development modern China’s
banking industry traveled through shows a fact: not all traditional industries run against modernity; it is quite
possible for an industry to find its space and achieve development as long as it keeps pace with the time and makes

timely readjustment accordingly.
Keywords: modern China, banking industry, keeping pace with times
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