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Abstract.

This article analyzes the economic assistance framework implemented by the United States
toward the Republic of China (ROC) from 1946 to 1949. Driven by a containment doctrine, the
U.S. sought to stabilize the Nationalist regime (Kuomintang) primarily through significant
financial and material support, formalized by agreements such as the 1946 Treaty of Nanking,
which also secured extensive U.S. economic privileges in China. The study evaluates the
strategic decision to prioritize economic stabilization over direct military intervention.
Findings demonstrate the inherent limitations of this approach; despite substantial aid
allocations, the policy failed to overcome the fundamental political and military weaknesses
of the Nationalist forces. The KMT’s eventual defeat, characterized by the 1949 "White
Paper" as inevitable, confirmed the failure of this non-interventionist economic strategy,
compelling a strategic shift toward the defense of Taiwan. The defeat of Chiang Kai-shek
and the KMT'’s retreat to Taiwan represented a major strategic setback for the United States.
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Upon the initiation of the Chinese Civil War, the
leadership of the United States resolved to provide backing
to the Nationalist government (Republic of China) through the
provision of economic support. One of the earliest formalized
agreements for economic aid between the two nations was the
Nanking agreement of 1946. On November 4, 1946, the Republic
of China (ROC) and the United States signed the ‘Treaty of
Friendship, Commerce and Navigation between the United States
of America and the Republic of China’, commonly referenced as
the Treaty of Nanking. The treaty officially entered into
force on November 30, 1948, following the exchange of mutual
ratifications (Treaty of Friendship, Commerce and Navigation
between the United States of America and the Republic of
China) .

Key stipulations contained within the Nanking Agreement
included the following provisions:

eArticle I: Stipulated the maintenance of peace and
friendship between the Republic of China and the United
States.

eArticle II: Granted nationals of both parties permission
to enter, reside, travel, and conduct commercial activities
across the entirety of the other’s territories. Furthermore,
it permitted them to engage freely in commercial,
manufacturing, scientific, educational, religious, and
philanthropic endeavors, provided these were not prohibited
by local statute.

eArticle III: Ensured that corporations and associations
legally constituted in either country would be recognized in
the other. Such entities were guaranteed treatment equal to
or more favorable than that accorded to those from any third
country.

eArticle VI: Mandated the provision of full protection
and security for the persons and property of nationals of
both sides under international law. It prohibited the seizure
of property Dbelonging to nationals, corporations, or
associations without due process of law and the prompt
delivery of Jjust and effective compensation. Recipients of
compensation were allowed to repatriate the funds in their
national currency. Moreover, nationals and corporations of
both sides were assured access to courts and administrative
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bodies within the other’s jurisdiction.

eArticle VII: Guaranteed protection against unlawful
entry or interference for dwellings, warehouses, factories,
shops, and Dbusiness premises belonging to nationals or
corporations of either party.

eArticle VIII: Permitted nationals and corporations of
both sides to acquire immovable property within the territory
of the other.

Additionally, Article XXVI permitted the exchange,
import, and export of precious metals and military supplies
(including arms and ammunition) between the two states.
Article XXIX formally nullified preceding bilateral
arrangements, such as the Treaty of Wanghia (1844), the Treaty
of Tientsin (1858), and the tariff treaty of Peiping (1928).
The final article established the procedures for the treaty’s
ratification, its initial five-year duration, and the terms
governin its subsequent renewal or termination.

Operationally, the treaty conferred substantial economic
priveleges wupon the United States within China. American
enterprises and citizens were authorized to establish
industrial =zones, engage 1n unrestricted trade, pursue
missionary work, lease land, explore for mineral resources,
and invest in infrastructure projects. The Treaty of Nanking
also granted U.S. merchant vessels the right to operate within
China’s internal waterways, and permitted U.S. nationals
unrestricted movement and residence throughout the nation.
This situation frequently resulted in grievances from Chinese
businesses regarding unequal competition stemming from the
dominance of American goods in the Chinese market.

On October 27, 1947, the Republic of China and the United
States signed the “Agreement concerning the United States
relief assistance to the Chinese people”. As specified in
Article I, the US agreed to furnish China with relief
supplies, along with the necessary services for storage,
transportation, and shipping. Article II stipulated that all
US relief imports would be exempt from customs duties and
other fiscal assessments. The Chinese government, in turn,
pledged to prevent the misuse of these supplies and ensure
their equitable distribution across all segments of society.
Article III mandated that selling ©prices for relief
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commodities be jointly determined by both governments. If
these goods were sold for local currency, the resulting funds
were to be registered in the Chinese government’s account,
which was required to submit regular financial reports
detailing balances and expenditures. Article V obliged the
Chinese government to facilitate the movement of US
representatives responsible for overseeing the distribution
process. The final article <confirmed the agreement’s
immediate effectiveness from October 27, 1947, and its
continuation until a mutually agreed termination date.

In late 1947 and early 1948, the United States commenced
deliberations on further economic support for China. On
November 28, 1947, Melville H. Walker, Assistant Chief of the
Division of Investment and Economic Development, drafted a
memorandum proposing an Economic Aid Program for China. This
program proposed an allocation of $400,000,000 for the period
extending from April 1, 1948, to June 30, 1949, with the
majority designated for essential imports and the remainder
for reconstruction initiatives. ©Notably, this plan was
explicitly designed to exclude direct military aid. On
December 30, 1947, Clinton T. Wood, Deputy to the Assistant
Secretary of State for Economic Affairs, issued a separate
memorandum recommending a larger sum of $485,000,000 for
similar purposes, with $435,000,000 earmarked for essential
imports. This proposal adjusted the proposed coverage period
to the eighteen months beginning January 1, 1948, a change
justified by the “course of developments in the financial
situation of China” (Formulation of program for aid to China;
China Aid Act of 1948).

The “Economic Aid Agreement between the Republic of China
and the United States of America” was formally concluded on
July 3, 1948. This twelve-article agreement was intended to
prevent China's economic collapse, strengthen its financial
foundation, accelerate industrial and agricultural
development, and foster wider participation in international
trade. Beyond providing capital, the agreement established a
formal mechanism through which the U.S. gained substantial
leverage over the ROC's long-term fiscal planning and resource
allocation. The Republic of China also committed to consulting
with the United States on significant economic policy
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decisions (Economic Aid Agreement between the Republic of
China and the United States of America).

By extending economic assistance to the Nationalist
regime, the U.S. administration aimed to address the Chinese
crisis without becoming directly involved in the conflict.
American military officials expressed the belief that such
aid would be sufficient to enable the Kuomintang (KMT) to
restore its operational capacity and sustain the fight against
the Chinese Communist Party (CCP). The strategic impact of
this aid was frequently undermined by rampant corruption and
inefficient logistical distribution within the Nationalist
bureaucracy, limiting its effectiveness on the front lines.
Soon, it Dbecame clear that these interventions were
insufficient to avert the inevitable defeat of Chiang Kai-
shek.

In 1948, General Albert C. Wedemeyer, former U.S.
commander 1n China, testified before the Foreign Affairs
Committee, asserting that economic aid alone had arrived “too
late.” Being an early advocate for economic assistance in
1946, he admitted that while $200,000,000 would have been
adequate for China's recovery two years ago, the current level
of aid was insufficient. He further argued that economic
strength should not be fostered anywhere unless the US was
prepared to “protect it” (Chennault will ask U.S. intervene
in China Civil War). Wedemeyer’s statement essentially
endorsed direct US military engagement in China. Conversely,
Secretary of State George C. Marshall strongly maintained
that economic aid must continue but firmly opposed any direct
military intervention in the Chinese Civil War.

Notwithstanding these measures, the limited support
provided by the United States proved inadequate to prevent
the eventual dissolution of the Nationalist government. As
the Communist forces gained ground, the remnants of the
Nationalist troops were forced to retreat to Taiwan. Broadly
speaking, the KMT’'s defeat in the Civil War constituted a
substantial strategic setback for the United States, which
framed the Communist victory as the “loss of China.”

In August 1949, the U.S. government released a "“White
Paper” on its relationship with China, which officially
conceded the failure of its China policy (Foreign Relations
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of the United States, 1949, The Far East: China, Volume IX:
Document 1443). For American policymakers, the conclusion of
the Chinese Civil War represented the very outcome they had
most hoped to avoid. The White Paper functioned both as a
justification for U.S. actions and a response to domestic
criticism. It detailed the missions of diplomats such as
Dixie, Hurley, and Marshall, and cataloged American aid
provided to the ROC from 1946 to 1948. However, Secretary of
State Dean Acheson deliberately avoided a deeper examination
into why the United States failed to safeguard its interests
in China. Instead, he argued that no action the United States
had taken, or could have taken, would have fundamentally
altered the result of the Chinese Civil War. Acheson argued
that Chiang Kai-shek’s defeat was an inevitable outcome beyond
the scope of American control (Lippmann, 1949).

However, the Nationalist defeat did not signify the
termination of U.S. policy toward China. Following the KMT's
relocation to Taiwan, the island acquired a new and critical
role in American foreign policy strategy. In February 1949,
the United States dispatched Livingston T. Merchant to Taiwan
for a diplomatic assignment that concluded in May of that
year. Merchant played a significant role in developing early
U.S. policy toward Taiwan, advocating for a stance of non-
interference in the ongoing conflict between Taiwan and the
mainland China. He recommended restricting American military
and economic assistance to the Nationalist regime, cautioning
that increased support posed the risk of drawing the United
States into a direct conflict with the People’s Republic of
China (PRC). Although Merchant returned to Washington in May
1949, his mission exerted a considerable influence on the
early formation of U.S.-Taiwan (ROC) relations.

Conclusion

The period between 1946 and 1949 represented a critical,
yet ultimately unsuccessful, phase of American strategy aimed
at stabilizing the Republic of China through economic
intervention. The formalization of relations via documents
like the Treaty of Nanking not only provided a framework for
friendship and commerce but also secured extensive economic
and commercial privileges for the United States within China.

Subsequent agreements, especially the economic aid
packages, were designed to prevent the ROC's collapse and
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shore up the Nationalist position against the CCP. Despite
the substantial financial commitments—totaling hundreds of
millions of dollars in relief and reconstruction funds—the
U.S. leadership deliberately limited direct military support,
hoping that material assistance would be sufficient for the
Kuomintang to prevail. This policy proved fundamentally
flawed. The inevitable defeat of Chiang Kai-shek's forces and
their retreat to Taiwan signified a major strategic failure
for the US, prompting the infamous "White Paper" which, though
acknowledging the outcome, controversially concluded that the
result was beyond American control. This loss prompted a
strategic reorientation, shifting American focus and limited
assistance to the island of Taiwan, effectively setting the
stage for future decades of U.S. engagement in the region.
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