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INTRODUCTION 

THIS important contribution to economic history 
traces the outward fl.ow of European surplus capi
tal from 1870 until the war of 1914-18 caused 

waste and destruction again to usurp the place of creation 
and thrift. The first aim of the author is that of the econo
mist, namely, to give a tableau of the way in which British, 
French, and German savings were employed in loans to 
governments, in financing railways, harbor developments 
and other public works, in exploring and exploiting the 
resources of colonies and of undeveloped states or areas, 
in building railways in India and Africa. 

On this purely economic side there were well-marked 
national characteristics. British capital favored an eco
nomi£ development that would produce the revenue for 
debt-service or dividends rather than loans to govern
ments or government guaranties, to supply constructive 
talent and management, to stay with the enterprise and 
to make it "earn its own keep." Other types of investment 
of course there were---emissions of loans of foreign gov
ernments, of the bonds of American and Argentine rail
ways, and so on-but relatively the British investment em
phasis was on control and management. 

The volume of this total foreign investment was enor
mous, rising from the annual investing of £1,700,000 in 
the five-year period 1875-79-the period of world-wide 
financial depression and contraction-to the annual in
vesting of £185,000,000 in the four-year period 1910-
13, when the annual foreign investment equaled approxi
mately one-half the national savings. At this time the 
total foreign investment amounted to about four billion 
pounds, or one-quarter of the national wealth, and pro
duced one-tenth of the national income.• It seems to have 

• As Mr. Feis points out. the disproportion is accounted for by the 
fact that national ineome ineludes the return for all forms of produetive 
labor. 
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been about equally divided between investments within 
and those without the empire. Obviously it created a pre
ponderating interest that the world should be orderly and 
peaceful. 

French conditions were different. Social habits had de
termined a life of patient toil, a desire for an unlaborious 
old age, small families and a stationary population, re
maining at home, finding "warmth of assurance in pa
tiently accumulated sums"-in financial terms, a lending 
rather than an adventuring people. The amount of for
eign investment was much less than the English-in the 
1909-13 period perhaps $250,000,000 a year as against 
a British average foreign investment of $900,000,000 in 
the same period; a total in 1914 of about $9,000,000,000 
or one-sixth of the national wealth, as against the British 
$20,000,000,000, or one-fourth of the British wealth. 

But it is the character of the French investment that 
differentiates it sharply from the British. For the French 
there were practically no opportunities for the develop
ment of regions colonized by their own people, opportu
nities to build, to manage, and to profit by the dividends 
on ownership-management. The investment was that of a 
lender, who relies upon the general solvency of the bor
rower rather than upon the success of the enterprise. The 
first result of this type of lending is the capitalist who is 
much less concerned as to the use made of his money than 
if he were the entrepreneur who must earn his dividends. 
The second result is that until the approach of the bor
rower's bankruptcy is apparent, the lender, confident in 
the borrower's general ability to pay, sees ulterior political 
purposes that can be accomplished through a loan with
out too great risk to the security of the investment. 

This French idea of using the savings of the citizens 
for political purposes is in direct line of descent from the 
ideas of Colbert, Louis XIV's Prime Minister. The French 
Revolution, which broke the continuity of the domestic 
political system of France, exerted little effect on the re-
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lation between state policy and economics. As in the time 
of Colbert, policy between 1870 and 1914 was directed 
primarily by two sets of conditions and desires. French 
industry was lagging in its growth behind that of rival 
states; French foreign investment must serve to aid it. 
French political destiny was being worked out from day 
to day in a world that included enemies; French foreign 
investment was seeking forces by which the destiny of 
France might be made a safe, perhaps a triumphant one. 
French capital and enterprise, in greater measure than 
either English or German capital, "was shaping political 
alignments--making the fortunes of a new day." The 
French bankers, even the ordinary French investors, were 
dealers in "Affaires." 

These financial studies constitute a major contribution 
to the problem of the causation of the World War, disin
tegrate Article !!31 of the Treaty of Versailles which im
poses sole "war-guilt" on Germany and perpetuates the 
myth of a planned and deliberate aggression against a 
peace-loving world. Nothing, of course, can cleanse the 
scutcheon of the Dual Monarchy from the blot of having 
put the match to the powder magazine, or relieve the Ger
man Reich from the responsibility of having in July, 1914, 
backed an ally in dealing a vendetta blow, blind to the 
frightful aftermath; but as for the deeper causes of the 
War these financial studies underpin the conclusion of 
Lowes Dickinson, "that the War was caused by the system 
of international anarchy involved in alliances, armaments, 
and secret diplomacy," and show how that system called 
to its aid the financial strength of the counter-intriguing 
nations. 

The Franco-Russian connection was not more iniqui
tous than other such alliances, but it is more easily traced 
and more spectacular in the essential cultural and institu
tional antitheses that existed between the ramshackle au
tocratic government of Russia, heading blindly for the 
abyss, and the thrifty egalitarian close-knit French re-
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public. The France of republicanism, liberty, and equality, 
was gradually harnessed to decaying Russian imperialism, 
oppression, and corruption; and French peasants of the 
blue blouse, French shopkeepers of the black coat, bowed 
their backs, pinched their household budgets, and hoarded 
their francs with the effect of enabling Russian despotism 
to resist the pressure of the Duma for constitutionalism 
and a peaceful revolution. A common hatred and fear of 
the common neighbor bound these antitheses together and 
themselves became a factor in bringing on the cataclysm 
against which they were intended to protect. 

This is not to blame a France which had suffered from 
such master-intrigue and master-preparation for the war 
of 1870 as Bismarck's. Indeed, it was the later intrigue of 
Bismarck in the financial field, seeking by a refusal of 
credit to Russia to bring her into humiliating subservience 

-to Germany that first threw Russia into the arms of 
France. The first Russian loan, 500,000,000 francs, was 
floated on the Paris Bourse in December, 1888, after the 
approval of both governments, and was quickly followed 
by one of 700,000,000 francs and another of 1,fWO,OOO,
OOO. French financial help to Russia, once begun, in
creased rapidly as the Czardom brought its Dana"idean 
jar to be continually refilled at the inexhaustible French 
spring. In 190~. French investments in Russia were ap
proximately 7,000,000 francs and by 1914 had become 
11,300,000,000 francs, about one-quarter of the whole 
French foreign investment; over 9,000,000,000 francs of 
French-owned Russian securities were obligations of the 
Russian Government. The distribution in :Prance was ex
traordinary ; after the war the Property Office established 
by the French Government "received some 1,600,000 in
dividual declarations from owners of Russian securities." 

The huge French investment in Russia came to be 
guided almost exclusively "by the stir of political arrange
ments" ; the weaker Russia became in her financial and 
domestic affairs, the higher price did she put on her mili-
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tary friendship, until, as may sometimes happen, the ul
terior purpose of the borrowing endangered the financial 
interest of the lender. About 37 per cent of the Russian 
railways were built primarily for political and military, 
not economic, reasons. Isvolsky in 1911 boasted of the way 
in which he had forced the French Government to subor
dinate the financial interests of the French banks to the 
needs of the dynasty and the strategic requirements of the 
far-stretching military fronts of Russia. 

The Franco-Russian illustration has been selected, I 
repeat to avoid misunderstanding, because the red military 
entries are so conspicuous among the plain black-and
white entries of humdrum finance, but not because the 
case was otherwise with the Central Powers. Germany, too, 
was throwing gold and the sword into the same scale, and 
in the various phases of the Moroccan controversy backed 
German enterprise with a resolution which shifted ques
tions from the terrain of finance to that of irreducible 
prestige, • and with a recklessness which enlarged the uni
versal fears and set camp against camp in prepared array. 

The chapter on the Balkan railways shows how financial 
interests were entangled in the web of politics and na
tionalism, each financial maneuver contributing to the 
suspicions and antagonism that brought on the Balkan 
wars and thereby the cataclysm that began at Sarajevo. 
The chapter on Japan's financing, on the other hand, 
leads out of the atmosphere of constant intrigue, and by 
coincidence of the period studied with that of Japan's own 
phenomenal expansion, gives the financial side of the 
drama of Japanese development from a local to a first
rank power. 

The illustrative material selected in this introduction 
only indicates the illuminating mass of facts which the 
author has brought together from a great variety of 

• "Vital interests and national honor" is the American euphemism for 
the will to dominate. 
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sources and many_archives. The book presents the major 
episodes of the financial contribution to the war-drift 
without moralizings, but the author is by no means ob
livious of the implications of the facts presented; these 
are so ordered that they might well serve as material for 
a philosophical inquiry into the relation between man's 
organized acquisitiveness and the political anarchy of a 
world of stubborn "sovereignties." The export.of capital 
raises profound questions both in the economic and in the 
political spheres, which bring us, as the author says, 
"close to questioning the whole of modern history, its 
motives, dominant national ideals, new industrial life and 
methods." 

The volume is published under the auspices of the 
Council on Foreign Relations, which has undertaken to 
bring out occasional special studies in addition to its an
nual Suroey of American Foreign Relation~ and Political 
Handbook of the World; it follows H. Foster Bain's study 
of Ores and Industry in the Far East and James W. 
Angell's work on The Recovery of Germany. 

New York 
July. 1930. 

Charles P. Howland, 
Director of Reaearck 
Cooncil on Foreign RelatioruJ. 



PREFACE 

W HEN in the stillness of some distant, uninhab
ited valley the steam shovels and pneumatic 
drills pound out the path for steel rails and the 

locomotive, a drama of new life is begun. Human power is 
applying itself to an intricate creation. One world is de
stroyed, another founded. 

Before the World War the capital of western Europe 
was impelling forward this drama of change upon a limit.:. 
less stage. Through the savings of a few countries the 
power of industrial civilization was carried from its first 
home to all other lands; the world of machines, of or
ganized, time-consuming production, of large-scale ex
change, of numbers, extended itself. The financial jour
nals stand as birth registers of the continuous union of 
capital, technical skill, and purposeful planning of the 
capital-accumulating countries, and the resources and 
labor of the rest of the hemisphere. Western Europe, 
through its spared accumulations of capital, impregnated 
all other regions with the growing cells of its civilization. 
The economic and political arrangements of the world 
were thereby permanently changed. 

To study the main trend of this migration of capital, to 
measure and record it, was the original purpose of this 
volume. But preliminary study soon revealed that its con
nections with the political and diplomatic events of pre
war days were numerous and important. The world from 
which the capital moved was made up of highly ambitious, 
competitive national states. The regions to which it moved 
varied enormously in the character of their peoples, their 
powers of self-government, their ability to put borrowed 
capital to good use, their political strength. The place 
of many of these regions in the political arrangement of 
the world was, even then, in the balance. Their transactions 
with foreign capital often settled the outcome. In short, 
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the financial transactions between western Europe and 
other areas were an important element in political affairs. 
They became all the more important because the official 
circles of lending countries gradually came to envisage the 
foreign investments of their citizens, not as private finan
cial transactions, but as one of the instruments through 
which national destiny was achieved. Financial force was 
often used to buy or build political friendship or alliance, 
was often lent or withheld in accordance with political 
calculations. 

The lines of political division in pre-war EurQpe, the 
situations which were created and which led ultimately to 
the War, can be understood only by taking account of the 
borrowing-lending relations which existed. On the other 
hand, the action of capital, seeking return, can be under
stood only by taking account of the national influences to 
which it was subject. The volume, it is hoped, reveals the 
strength of the tendency of capital to move over national 
boundary lines in search for opportunity, and at the same 
time amply illustrates the special risks, controls, and pres
sures to which such capital movement has been subject. 

These are the reasons for believing a study of lending 
and borrowing relations in the pre-war years worth under
taking. But additional point may be given to the effort by 
the fact that the United States has taken its place with 
western Europe in supplying capital to other lands. It 
has become, and will remain, a great, perhaps the greatest, 
center from which the revolutionizing force of accumulated 
capital and machine technique will travel outward. The ac
count which follows proves; I think, that a capital-lending 
country should possess a policy, or at least a carefully 
defined attitude, toward this process of foreign investment 
and the situations it creates. Some instruction may be in 
the record ofpolicy and experience of pre-war Europe. 

The great dimensions of the matters which I have at
tempted to study may help to excuse the shortcomings of 
the result. Within the covers of one volume it has been im-
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possible to give attention to many of the aspects of this 
course of capital movement which are of greatest interest 
to economists and international lawyers: to cite a few in 
the economic sphere, the operation of the financial mecha
nism by which the capital is transferred from lender to 
borrower, the effect of such transfers on trade balances and 
prices; or to cite one in the legal sphere, the consequences 
of the spread of the doctrine within borrowing countries 
that those who invest capital within their borders must 
accept the same status as domestic capitalists. It has also 
been impossible to traverse the whole area. of lending and 
borrowing. Only the capital investments made by the Brit
ish, the French, and the Germans, with the concomitant 
government activity, are included: the ventures of the 
Dutch, the Belgians, and the Swiss, as much as they de
serve- consideration as part of the historic process, could 
not be adequately reviewed without virtually doubling the 
task and the consequent number of pages. 

So much for the pretensions and limitations of this vol
ume. For assistance given I am heavily indebted to many 
individuals and groups. The necessary study in Europe 
was undertaken with the aid of a fellowship award of the 
Guggenheim Foundation. The Graduate School of the 
University of Cincinnati also made some grants for the 
work. The advice and encouragement of Professor F. W. 
Taussig greatly helped me to plan the study. The critical 
reading of the manuscript by Professor William R. 
Langer and Professor Parker T. Moon enabled me to 
understand and partly to correct its faults. Among those 
who aided me by giving information or putting material at 
my disposal I take the liberty of mentioning, as grateful 
acknowledgment, M. Cousin, of the Association N ationale 
des Porteurs Frant;ais des V aleurs Mobilieres ; M. De 
Mouy, formerly of Lazard Freres, Paris; M. Masson, 
Director of the Credit Lyonnais ; M. Joseph Caillaux, for
merly Prime Minister and Minister of Finance of France; 
M. Fernand Faure, Editor of the Revue Politique et 
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Parlementaire; H. G. Hawtrey, Esq., of the British 
Treasury; B. I. G. Lloyd, Esq., of the British Board of 
Trade; Hartley Withers, Esq.; Walter T. Layton, Esq., 
Editor of the Economist; Douglas Reid, Esq., of the 
Council of Foreign Bondholders; Sir Josiah Stamp ; Sir 
George Paish; Sir Alexander Klein wort; Henry M. An
drews, Esq., of J. H. SchrOder, London; Herr Ernst 
·Kahn, of Lazard Speyer-Ellissen of Frankfort. To the 
·authorities and staff of the Ecole des Sciences Politiques, 
the London School of Economics, and the New York Pub
lic Library, I owe thanks for unfailing courtesy and aid. 

Ne'IIJ York 
June, 1930. 

H. F. 
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PART I 

THE RECORD OF CAPITAL MOVEMENT 



CHAPTER I 

BRITISH FOREIGN INVESTMENT 

THE GREATEST FREE FINANCIAL FORCE 

B EFORE the war, in the gray and smoke-encrusted 
lanes and alleys close by the Bank of England, 
there converged the greatest free financial force 

in the world. The London financial market derived its 
strength from great wealth, diversity, experience, world 
connections-all directed by a sober yet daring energy. 
The great wealth had enlarged itself gradually through 
the pioneering organization of machine industry, through 
the conduct of commerce throughout the world, and the 
development of the resources of distant areas. Out of the 
past there came, and grew more aggravated with the 
course of industrial change, the marked inequality of 
wealth and income which bred many of the bitter antago
nisms of the day. At the top of the pyramid of wealth 
there rested a substantial group whose great income and 
investing power was one of the revolutionary forces of the 
world.1 In 1914, according to the best available estimates, 
the annual income of the British people was in the neigh
borhood of 11 billions of dollars ; and of this total a pproxi
mately 1.8 billions were saved.2 These savings, available 

1 See essay on "The Distribution of Capital" in H. Clay's The Prob
lem of l'lldt.Utrial Relatioft.s (London, 1929), especially Table III, p. 291. 
In 1912 two-thirds of the accumulated capital in England and Wales 
were in estates of 5,000 pounds or more-these being in number less than 
one-tenth of the total number of estates. In these larger estates stocks 
and bonds were the chief component. 

z Some of the expert estimates of annual savings (millions of pounds) 
follow: 

1911 
1911 
1913 
1913 

8atli.ngs 
820 
830 
880 
85()-.4.00 

Sou.rc-e 
(Bowley and Stamp) 
(Pigou) 
(Economist, Oct. 10, 1921J) 
(Report of Committee on National 
Debt and Taxation, 1927) 
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for capital expenditure of some kind, were mainly in the 
possession of those whose field of business and personal in
terests extended far beyond the British Isles. 

For many decades back the natural resources and in
dustrial operations of the British Isles had not offered as 
great opportunities for gain-differences of risk and cir
C'Il;Ql$tance considered-as had those of foreign lands.• Un
ol1St:ructed by law, invited especially by lands to which the 
British people were spreading, solicited and directed by 
able young Englishmen, who in large numbers sought 
their fortunes in developing the resources of young coun
tries, much of these savings found employment abroad. 
They took the whole of the outside world as the field of 
opportunity-and in so doing propelled that outside 
world into the stream ·Of history along which Europe 
moved. In the early decades of the nineteenth century 
Great Britain was virtually the only important source of 
capital for those countries which lay outside of the circle 
of western Europe. During the century, with the quick
ened travel of ships and trains, the dispatch of the cables, 
the cheapened mails and daily press, and the greater 
movement of peoples, all capital acquired greater mobility. 
British capital remained the quickest and freest to move. 
But even in far-distant countries it met a strengthening 
competition. For as the capital resources of France, Ger-

a Statistical verification of this judgment is difticult. R. A. Lehfeldt's 
studies, l0t1of"fflll of tla11 Royal Btatutical BocWty, January, 1918, and 
Eco'tllJ'mi.c Jowm41, March, 1914r, calculated the actual yields obtained 
by the~holders of large issues (900,000 pounds or over) of fixed Interest
bearing securities, covering about half the British Investment. He took 
Into account the consequences of default. The average return, 1898-1910, 
obtained on celonial and dominion securities was higher than that ob
tained on home securities of the same type by 0.2 per cent; the yield on 
foreign issues was 1 per cent higher. Between 1900 and 1918 the rise in 
return on all classes was well over 1 per cent indicating the strain 
that prevailed in all European money markets in the later period. This 
calculation is based on the assumption that the securities were pur
chased at their original public olferlng price and continuously held. 
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many, Belgium, Switzerland, and Holland (once the 
world's financier) grew more adequate, the sphere of their 
investment activity steadily expanded. 

The volume of British investment and its cumulative ad~ 
ditions remained the greatest, its distribution the widest, 
its undertakings the most substantial. London was the 
center of a financial empire, more international, more ex
tensive in its variety, than even the political empire of 
which it was the capital. In the sphere of financial interest 
and calculation, distance lost its meaning; along all lines 
of latitude and longitude British capital worked its way; 
though, and here we interject an observation given re
peated illustration in succeeding chapters, national 
boundary lines often were effective barriers. By the turn 
of the twentieth century approximately one-half of the~ 
current British savings was being invested abroad. The 
names of foreign lands and ventures vibrated unceasingly 
in the shadowy dimness of the London Stock Exchange, 
and the financial journals gave a panorama of the world's 
strivings in factory, mine, and field. Most men of property 
held some foreign securities--even though they were of the 
lords who stuck to the land. Premier Baldwin in a speech 
delivered in a full Parliament on July 1, 19~6, marked the 
exceptional character of those who would not invest 
abroad. Accused by his opponents of having been partisan 
in the recent coal strike because of his ownership of the 
Baldwin Iron Works, he presented that ownership as a 
mark of pride, not of shame, for he had steadily refused 
to invest outside of Great Britain. 

The movement of British capital to other lauds was 
one of the shaping forces of Great Britain's economic' 
structure and political destiny-steadily turning men's 
thoughts outward, making its own chains of connection, of 
cause and effect. 'Vhether it was beneficial from the na
tional and international points of view, whether it was ex
cessive and left important matters at home neglected for 
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lack of social direction-to these and many similar ques
tions no certain answers can yet be returned. A margin of 
doubt remains for future history and study to resolve. 
General analytical reasoning upon its direct economic ef
fects and observations of British economic history on the 
whole yields a favorable estimation, but cannot deal with 
all sides of the questions it presents. The subject remains 
unexhausted even when such analysis and observation have 
had their say.4 Prevailing judgment tends to agree with 
that recently passed by an expert committee of the party 
that was in power while the greatest capital movements 
were taking place: "that in the Railway Age, the develop
ment of foreign and colonial railway systems abroad out 

4 Because of the many-sidedness of these effects, the difficulties of 
isolating them, the many forins of foreign investment, and the huge 
variety of circumstances which have attended such movements, no simple 
satisfactory set of judgments, even of the general deductive kind, can 
be framed. For an interesting criticism of the practice of leaving the 
distribution of British savings between home and foreign investment 
to the judgment of private financial institutions and banks, see Britain's 
Industrial Futtn·e. being the "Report of the Liberal Industrial Inquiry'' 
(London, 1928). The literature on the subject is large, but little of it 
contains much ~uhstance. Throughout the British literature there is a 
sh•ady ht>nt toward favnl'ahle judgment of its economic effects. The 
most systf'matic analysis in that lanp:ua~re is C. K. Hobson, The Ea:port 
of Cafdlfll (London, Hll4). :\Iarshall, Bowley, Keynes, and Taussig, by 
thf'ir sucl·essive contributions, ha\'e opened up a promising new basis of 
judgtnl"nt, hr the ~tudy of chang<'s in thl' "terms of trade." J. Viner's 
Cnn<tda'~ lln/anre on lntenwtional ln{lebtednn.•, 1.?00-1.91.'!1 (Cambridge, 
1924-) is an outstanding example of an inductive study of some of the 
economic changes wrought hy capital movement between countries. J. W. 
Angell's The T111·nr!l r1( /niPI'Iwlirma/ Prien (Cambridge, 192fi) traces 
out luridly many of the intril'atr thf'oretical issues raist>d by the subject, 
and carries speculation forward. The novelty of the French literature 
is mainly in its controversy, which refers primarily to the French situa
tion. 'l'ht> German literatun· is disappointinl?lY empty of new ideas, 
despitl" thl" complex rl:"asoninjl,' whkh often appears in it, and gives the 
app11arance of a new system. Of the analyses known to me, A. Sartorius 
Yun Waltcrshaust•n, Dns rolk.<u.'irtschiiftliche Sg.•tem der Kapital
.111/aye itt .-lusluurlr• (Berlin, HJ07), and W. Zollinger, Die Bilanz der 
ltt./r·rwttioiHrfl-11 Wr·lliil,"frllfl"ll9en (.lena, 1914) are the most interest
ing. 
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of British capital, when British materials, British savings, 
and British engineering enterprise were opening up the 
world for the supply of food and raw materials, was 
greatly in the interest of this country as well as of the " 
world.775 

Half a hundred types of financial institutions played a 
part in the process of investment of British capital.6 The 
huge commercial banks, where most checking accounts 
were kept, which financed commodity movements through
out the world, were the greatest source of credit; yet they 
played but an indirect part in the security issue busi
ness. Alongside of them stood the banks, public and pri
vate, of the British Dominions. These, growing to power, 
kept establishments in London to employ their funds, to 
share in the profits of trade financing, to handle govern
mental financial affairs. Such were the Commonwealth 
Bank of Australia, the Imperial Bank of India, the N a
tiona} Bank of South Africa, and the Bank of Montreal. 
In London, too, met the directing boards of many of the 
British banks which operated in foreign lands. Such were, 
for example, the Hong Kong· and Shanghai Bank, the 
Chartered Dank of India, Australia and China, the Lon
don and River Plate Bank, the Anglo-Egyptian Bank, 
and the London and Hanseatic. Through all these British 
capital was applied to the financing of foreign commerce, 
and the discovery and sustenance of commercial oppor
tunity abroad. In addition, by their loans and purchases, 
they supported the security market and facilitated se
curity operations. But with a few notable exceptions, such 
as the Hong Kong and Shanghai Bank, these institutions 
did not share actively in the spread of foreign securities 
among the British people. Their chief concern was with 
short-time financing, not with the placing of capital in 

G Rritain'1 lndu1trio.l Future, op. cit., p. 110. 
6 F. Lavington, The English Capital Market (London, 1921), and B. o: 

Nash, Inve1tment Banking in England (New York, 1924). 
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long-term ventures or securities. That was left to another 
group of financial houses. Thereby no such concentration 
of capital and credit resources occurred, no such domi
nance over the investment judgment of the ordinary bank 
depositor arose, as happened in France and Germany. 

At the head of the issue houses, and until well into the 
nineteenth century, dominating the business, there were 
powerful private banks, such as the Rothschilds, Barings, 
Brown Shipley, Glyn Mills and Currie, and Schroders, 
commanding resources sufficient for any promising de
mand. By tradition the partners of these houses abstained, 
with rare exceptions, from holding places on the boards 
of industrial enterprises; only here and there among the 
directorates of investment trusts and insurance companies 
were they to be found. Important as they were in the sale 
of securities, they did not' furnish leadership to British en
terprise or control it. Besides these large and conservative 
private banks (their conservatism did not prevent heavy 
losses and the issue of securities which went into default), 
which on the whole undertook only the issue of govern
ment and railway bonds, there was a considerable group 
of smaller private banks. They, along with acceptance 
houses and issuing brokers, handled many of the smaller 
government and railway loans and much of the colonial 
borrowing, and frequently undertook the issue of indus
trial securities. More numerous still were the financial, 
land and investment companies engaged in promoting 
and underwriting. These differed greatly among them
selves. Some were primarily promotion companies; others 
retained permanent interests in the properties they spon
sored. Some carried on a varied activity ; others spe
cialized, for example, in Australian real estate, in tin 
mines, in rubber, in tea or coffee plantations. It was this 
group of companies, more than any other, which found 
capital and management for pioneer enterprises. Offering 
steady support to all ~ere the investment trusts, grown 
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powerful through a combination of daring faith and care
ful judgment-absorbing, in particular, a large part of 
the loans of the governments and enterprises of the Ameri
can continent. 

Such were the different types of organizations which 
carried out the issuance of new securities, and the pres
entation of the securities to the investing public. To ex
tend their reach, or to divide their risk, many other 
institutions were admitted to a share in the process, spe
cializing in some part of it: as underwriters (a large and 
miscellaneous group including banks, investment trusts, 
insurance companies, etc.) ; as brokers who lent their 
names and carried out the technical formalities; as bankers 
who aided the sale. Within each group of organizations 
and between them constant change went on; combinations 
formed and parted; new forces came to the front, and old 
ones faded. The death of the head of the house could re
duce the activity of the Rothschilds; an Argentine panic 
could submerge the Barings for a time; the discovery of 
gold fields could create new fortunes and new financial 
powers in Rhodes, Beit, Barna to, and Eckstein; the man
agement of Egyptian banks and land companies could 
enrich a Sir Ernest Cassel and make him friend and fi
nancial intimate of the ruling monarch. 

This was the market for "money," the agency through 
which financial support was bought and sold. To its bar
tering, scheming, and developing was attracted a large 
part of the saving of the British people. To this market 
you might come with a collection of treaties bearing the 
smeared symbols of an African chief, a survey map of 
properties located in India, suitable for tea-growing, a 
concession for a power plant in some South American 
town, the prospectus of a new bond issue of the Erie Rail
road, and find some door open to you, some dim office 
where your treaties, maps, concessions, and prospectuses 
would be taken as familiar chances. Here stayed the repre-
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sentatives and agents of the British dominions and colo
nies, to arrange for the borrowing of their countries. 1 

Here foreign governments sent their finance ministers, 
foreign railroads their executives or banking representa
tives, foreign mining syndicates their founders. Between 
the larger institutions some agreements existed, especially 
as regards government loans, based on some arrangement 
for dividing the business, or on habitual practices of work
ing together, or on tacit recognition of place and privilege. 
But the market for securities, once issued, was free and 
broad. The Stock Exchange, through which virtually all 
the trading in foreign securities took place, regulated its 
own affairs without official supervision--except such as 
was embodied in the general "company" laws. The indi
vidual investor went to. the market through his broker. 
The investment trusts supplied stability and cool judg
ment to the movement of investment affairs. 

Though in the factories and banks of the lending coun
try, and over the land of the borrowing country, the ef
fects of foreign lending and borrowing are immediately 
felt, though their outcome becomes visible to the eye in the 
form of new railroad lines, new electric light systems in 
remote towns, new uniforms for armies, they leave behind 
no easily computable public record. Of that ever changing 
world of debts and balances, only .approximate estimates 
can be made, only rough sketch maps. Such are the figures 
that can be given of the extent to which British capital 
went abroad from 1870 on, such the indications of the 
fields-of its activity. The average new investment abroad 

1 The Secretary of State for British India acted as agent for British 
India; the Crown agents, appointed by the Secretary of State for the 
Colonies acted for almost 50 non-self-governing colonies; the Bank of 
England for New Zealand, Transvaal and Queensland, the Bank of 
:Montreal for Canada and most of the Canadian provinces, the Bank of 
Adelaide for South Australia, and the London County and Westminster 
Bank for the other Australian states. These governments also had brokers 
who arranged for the underwriting of their loans. 
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of British capital during short periods from 1870 to 1914 
was as follows: 

BRITISH FOREIGN INVESTMENT 
(of long-term or permanent character) s 

Annual average.of period Amount (millions of pounds) 

1870-7-lo 61.0 
1875-79 1.7 
188{)-84- 23.9 
1885-89 61.1 
189()....94 45.6 
1894-99 26.8 
190()....1904 21.3 
1904-9 109.5 
1910-13 185.0 

Plainly the movement of British capital into the outer 
world was no regular and uninterrupted trend. Resting, as 
it did, upon individual calculation, it rose and fell, was 
active or inactive, according to the multitude of conditions 
which determined the investors' judgment. The movement 
of interest rates, the state of business at home and abroad, 
the financial condition of borrowing governments, the 
shock of losses experienced, the lure of newly discovered 
opportunities abroad, wars and rumors of war-these are 
but a few of the matters whid1 decided the volume of in
vestment abroad at any one time. 

The persisting financial stringency and fear which fol
lowed the world-wide panic of 1873 caused the movement 
of new capital abroad to fall off to almost nothing. Slowly' 
in the eighties it resumed, reaching unprecedented volume 
toward the end of the decade under the impetus of the con
tinued decline of interest yields upon domestic securities. 

s This tabl!' is derived from the figures given by Hobson, op. C'it., p. 
204-. Some technical shortcomings of Mr. Hobson's computations are 
pointed out by Sir Josiah Stamp, British Incomes and Propert,11 (London, 
1920), pp. 234-236, whi<'h, however, do not in,·alidate them. The fact that 
they rest upon the annual rstimates of the British balancr of ind!'bted
ness of thr Board of Trade, which contain many doubtful figurrs, intro
duces more srrious qualifying doubts. But thl'y cannot be impro\•ed 
upon ; other published estirna trs are little more than guesses. 
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British capital headed, then, especially toward Australia, 
Canada, South America, and the United States, which 
were in the sweep of rapid, boom-like development, and to 
South Africa after the diamond and gold discoveries. So 
were the preferences formed, the new choices of risk de
cided upon. In the decades of the nineties disillusionment 
and hesitation succeeded. The fortune-making effort of 
the United States collapsed into the panic of 1893, and 
half of the American railroad system was in bankruptcy. 
'fhe Argentine Government was forced to suspend pay
ment on its huge foreign debt which was mainly held in 
Great Britain; many of the other Latin-American govern
ments either went into default or seemingly faced that 
prospect. 9 On the continent, the Portuguese and Greek 
governments reduced their interest payments; the finances 
of Spain and Serbia wavered. Drought in Australia 
brought heavy loss to the land and development com
panies; many of the South African mining companies 
were not fulfilling the promises of their promoters. Yet 
before the end of the nineties British investors were again 
rushing forward to buy the shares of the joint-stock and 
exploration companies formed to operate in Africa and 
in new regions of Australia. The movement of British 
capital outward had been resumed before the South 
African 'Yar cut it short. 

Upon the termination of that conflict and the gradual 
restoration of British financial affairs to a more normal 
state, the movement took on fuller volume, and grew al
most without interruption to 1914. One of the contribut
ing causes of this increased movement was probably the 
hope of escaping the consequences of new social legisla
tion and increased taxes. Changing political relations took 
British capital into countries from which it had previously 

9 Economi.~t, March 23, 1895, calculated, for example, that the securi
ties of North .and South Amt•rica listed on the London Stock Exchange 
had depr('ciuted 125.:3 million pounds sterling during the preceding five 
years. 
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abstained-Japan, Russia, and Turkey. But more impor
tant than these causes in producing a great growth in 
foreign investment was the fact that during the 1900-
1914 period those distant lands to which the capital had 
been going in earlier periods, seemed to .have overcome the 
risks and crashes of their first growth. Now in the greater 
stability and greater order of their development, they 
needed still more capital than before and offered surer re
turn. Or-the idea. presents itself in alternative form-it 
was as though many regions of the world in which British 
capital had invested itself had come to fit themselves better 
for that investment, learning from pioneer failures. In 
their use of capital they were tending to resemble more 
and more the land from which the capital came. Though 
the capital accumulations of some of these regions were 
growing fast, their need for foreign capital seemed 
greater, too.10 In spite of the deferring influence of fi
nancial stringency, losses, war, and the like, there comes 
to the observer of this process of British capital invest
ment a sense that the great increase in investment that 
occurred after 1900 had been prepared by the earlier in
vestment. Conditions were created which made the borrow
ing regions more safely penetrable, capable of using more 
capital well; while, on the other hand, the increasing in
come received by British investors from their steadily 
mounting total of foreign investment facilitated the mak
ing of greater new investment without financial or mone
tary strain. 

Though the volume of new investment fluctuated, the 

to The available amount of American capital was increasing at a 
prodigious rate, yet the British investment in the United States was 
never greater than in 1913. The sante fact was true of Canada, though 
American investment there was beginning to grow substantially before 
the war; Australia showed the sante tendencies. Even British India was 
beginning to accumulate some capital and there was a tendency for more 
and more of the rupee debt registered in India to be held by natives of 
India. C. N. V~kil, FMa<&.nal D1'01lopm1rd1 of Mod1nt lfld.iG (London, 
192,), Appen~~ 20. 
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total of British foreign ownership and the income there
from steadily augmented, and its place in the economic 
system in which the British people lived became ever more 
important. The flow of British income from ownership, 
as from commerce, moved with events in all corners of the 
world. To the owners of foreign railway securities, the 
rainfall in western Canada, a strike of the locomotive 
engineers on American railways, a change in the political 
administration in Brazil, became of consequence. To the 
participant in rubber plantations in the Far East, the 
building of new automobile factories in Detroit became 
of interest. To the financier of foreign governments, the 
levying of a new tax in Japan might have significance. The 
satisfactory operation of the British economic system be
came more and more fully linked with the satisfactory 
development of the rest of the world. 

To measure accurately the growing importance of for
eign investment in the British economy is a task that balks 
statistical effort. But some rough degree of precision may 
be given to the fact. By 1914 the total foreign ownership 
of the British was in the neighborhood of 4 billion pounds, 
and thus composed substantially over a quarter of the 
total national wealth (estimated by Sir Josiah Stamp at 
14.3 billions of pounds) .11 Its rate of growth had been 

11 Stamp, op. cit., pp. 40........W5. Hobson, op. cit., p. 207, gives the fol~ 
lowing estimate of British capital invested in the United Kingdom and 
abroad-in millions of pounds: 

Capital in 
Year United Kingdom Capital abroad Total 
1885 . 8,735 1,302 10,037 
1895 9,063 1,600 10,663 
1905 11;009 2,025 13,036 
1909 11,6541 2,332 13,986 

and remarks that these "figures support the view that, although foreign 
investments have increased at a greater percentage rate than domestic 
capital, yet the growth absolutely has been more ra.pid in cap~tal in
vested at home than in capital invested abroad." The computations of 
total capital are those given in the Economist, November 25, 1911, com
piled in accordance with Sir Robert Giffen's method, and are subject to 
a very substantial margin of error. The figures for capital invested 
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substantially faster than that of the capital wealth of the 
country. In the years immediately preceding the war ap
proximately one-half of the British savings was taking the 
form of increased ownership abroad-about 185 out of 
350-400 millions of pounds saved on the average during 
the years 1910-13. 

The income received from foreign investment multi
plied itself three or four times during the three decades 
preceding 1914, while the total national income scarcely 
doubled. In the early eighties income from abroad was 
hardly more than 50 million, but by 1913-14 it was in 
excess of ~00 millions of pounds; while total national in:.. 
come increased from something over 1,~00 millions of 
pounds to about ~,~50 millions of pounds.12 The great 

abroad are much too low. Furthermore the progression of the total of 
capital investment abroad does not accord with the figures given else
where in Hobson, op. cit., p. 204. L. H. Jenks, The llfigrati.on of Bri.tiah 
Capital to 1875 (New York, 1927), p. 335, estimates British foreign 
ownership in 1875 to have been about 1.2 billion pounds. Of all recent 
estimates of total British investment abroad those of Sir George Paisb, 
"Great Britain's Investment in Other Lands," Jour. Royal Stat. Soc., 
September, 1909, January, 1911, and Statiat Supplement, February 14, 
1914, command the most respect, though the author does not make his 
methods of valuation as clear as might he desired. Part of the total was 
arrived at by capitalizing income, part by inspection of reports af!d bal
ance sheets lo ascertain paid-up capital, and part by taking the issue 
price of securities. The estimates are "gross," i.e., they make no allow
ance for foreign capital invested in Great Britain. The totals given of 
approximately three billion pounds (1907) and four billion pounds (1913) 
include a rough allowance for "direct" investment of 300 million pounds, 
which, as his colleagues of the Statistical Society pointed out, was only a 
guess, albeit an expert one. "Direct" investment is presumably that not 
leaving traces in the form of a security issue; the forms of such invest
ment are extremely numerous. All valuations of capital goods or capital 
resources are difficult and somewhat arbitrary; they may be made on 
any one or several of a variety of bases or "principles." Valuations of 
foreign investment are apt to be particularly difficult and arbitrary. The 
figures given here and similar figures given elsewhere in the text must be 
taken merely as rough indications; usually they represent either "original 
actual investment" or ''nominal value." A long technical essay might be 
written on this subject-instead of a footnote. 

12 These figures for income from abroad are drawn from Hobson, 
op. cit., those for the later years being substantiated by Paish, op. cit., 
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growth in income from abroad came partly from the 
growth of the investment, partly from the increased yield 
of previous ventures then improving their condition (as, 
for example, the Argentine and American railways were), 
partly from the almost complete absence of default on 
government bonds as contrasted with earlier periods. 
While in the eighties only about 4 per cent of the na
tional income was being drawn from ownership abroad, 
by 1903 it had risen to 7 per cent, and at the outbreak of 
the war did not fall far short of 10 per cent. 'When it is 
remembered that this is entirely an income from owner
ship, while the estimates of national income include the 
return for all forms of labor, its importance as a source 
of new capital becomes evident. The equipment of British 
industry and the social structure of the country was grow
ing increasingly dependent upon the peaceful prosperity 
of the rest of the world. 

During some periods the amount of new foreign invest
ment was substantially greater than that of the income 
received from ownership abroad; in other periods it was 
substantially smaller. The former fluctuated hugely, the 
latter was a rather steady growth ascending with unusual 

and the Board. of Trade Journal, January 31, 1924, p. 152. The estimates 
of total national income for the earlier period are by R. Giffen and L. 
Levi as given in Stamp, op. cit., chap. xii; those from the later years are 
from A. L. Bowley, Diwion of the Prod11et of Industry (London, 1919). 
In the following table figures deduced from diverse sources are brought 
into comparison: 

(Millions of pounds) 
Income from 

Year fof'Bi!fll O'tii'Mrlhip Total national incomll 

1883 50 (Hobson) 1,370 (Giffen) 
1891 100 (Hobson) 1,600 (Bowley) 
1903 115 (Hobson) 1,750 (Giffen) 
1907 140 (Hobson) 1,945 (Bowley revised) 

158 (Paish) 2,030 (Report of Census 
of Production) 

1913 210 (Boaf'd. of Trade 2,250 (Stamp & Bowley) 
Jouf'ntl!) 

205 (Stamp & Bowley) 2,300 (Economist, Oc-
tober 10, 1925) 
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rapidity after 1900. In all but two periods, during the 
late eighties, and in the years immediately preceding the 
war, the new investment was less than the income received 
from foreign investments previously made. The invest
ment was producing the whole of the means for its further 
extension. But during these two periods the contrary was 
the case; other sources of savings were drawn upon. 

THE GEOGRAPHICAL SPREAD OF THE INVESTMENT 

TH:t:RE were few governments in the world to which the 
English people did not make a loan, few corners in which 
some enterprise was not financed from London. The 
spread of English commerce, the almost universal range 
of the British-owned foreign banks, the huge extension 
of the colonial domain made it natural that British for
eign investment should be widely scattered. Despite the 
strength of the main currents of foreign investment, this 
dh·ersity was sustained-recording both the enduring 
character of the British financial connections, and the 
readiness with which British capital entered newly pene
trated countries and the "pioneer belts." The market was 
capacious enough to take care of the large loans of power
ful governments. Its financial organizations were supple 
enough, commanded organizing ability and technical com
petence enough to face novelty of problem and strange
ness of environment. 

In 1870 British capital was already playing a lessening 
part in the financing of the countries on the European 
continent. All the governments of Europe had earlier 
sought its help. The governments of Spain, Portugal, and 
Greece had been among the earliest and most disappoint
ing borrowers; the rulers of the many states which later 
formed the German Empire, Austria, Hungary, and the 
Scandinavian countries, had often found aid in London; 
Russian and Turkish bonds were widely held. In addition 
to this financing of governments, the British people had 
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supplied, during the early and middle part of the century, 
the enterprise of the neighboring continent. Not only 
capital was sent out to the mainland, but industrial knowl
edge, directing experience, machinery, and skilled work
men as well. In Austria, Rhenish Germany, Italy, Spain, 
Roumania, and Belgium, British capital had helped to 
finance the early railroad building, and English contrac
tors had carried through the construction. English capital 
and enterprise had pushed through the first important 
railway in France, from Paris to Rouen-inaugurating 
nearly twenty years of Anglo-French cooperation in rail
road construction.18 Almost up to 1914, an interesting 
reminder of this early participation was to be found in 
the presence of a British representative on the Board of 
Directors of the Compagnie de L'Ouest. 

In the closing decad~ of the nineteenth century the 
British holdings of continental securities declined rather 
than the contrary. France attained financial sufficiency
became an important lending country, in fact-and Ger
many moved in the same direction; the yield on their 
securities fell, while the perilous possibilities of continen
tal politics grew no less. The financial situation of the 
Russian Government did not give assurance, while 
throughout the l\Iiddle and Far East its forward thrust 
collided with the British. From the middle seventies on, 
British investors were selling their "Russians." The con
tinuous borrowing of the Spanish Government, its partial 
default in 187~ and perpetual approach to a repetition 
of that necessity, caused its securities to be sold to the 
contin~ntal markets; in similar fashion the Portuguese 
Government likewise moved from one default to another 
and shook the British faith. After the Turkish bank
ruptcy in 1876, the London market tended to refrain 

13 See Jenks, op. cit., chaps. v and vi. "Thus," he writes by way of sum
mary, "Great Britain stood in much the same relation to most of the 
regions of Europe around 1850 that Europe and the United States bore 
to the Orient and South America a half century later." 
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from further reliance upon the credit of that country
despite the existence of an International Debt Adminis
tration. Of the loans of the Balkan governments it took 
only a small fractional share. The chastening influence of 
losses suffered, the risks and uncertainties from which the 
financial and political outlook of the continental govern
ments were never free, made the British investor obdurate 
to their requests. Furthermore, while those circumstances 
which had invited and stimulated the operations of Brit
ish capital and enterprise on the continent continued to 
diminish, l<'rench, German, Belgian, and Swiss capital ac
cumulations grew more adequate and their industrial 
competence greater. In construction work, in industrial 
organization, in technical knowledge, the independent 
capabilities of these countries. came to rival England's. 
Thus Paris and Berlin became the borrowing centers for 
sovereigns of eastern and southeastern Europe. It was left 
mainly to the French and German banks, industrialists, 
and engineers to carry the machine equipment of the in
dustrial age throughout those regions. The British con
tractors and their supporters took up new chances in 
British India, South America, the plains of Canada and 
Australia, the United States, and the reaches of Africa. 

British capital was turning in greater measure to what 
seemed to computing minds more attractive opportunities, 
and to national sentiment more desirable employments. 
These lay, above all, in the young and agricultural coun
tries largely peopled by the British race. The populations 
of these countries, their farmers, miners, and builders, were 
on the march, and impetuously following upon the fringe 
of settlement railroads were being laid across vast areas. 
British capital entered into the movement, providing, in 
the late eighties especially, unprecedented sums for rail
road building, land settlement schemes, construction and 
mine operation. The· same eager breaking open of new 
areas was going on in Argentina, the same headlong push
ing forward of the railroad tracks, and here too British 
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capital was willing to risk itself in the new effort. Hardly 
smaller were the loan requirements of British India, 
chiefly for railroad construction. During this period, also, 
a multitude of enterprising companies were alluring the 
British investor with the glint of the riches of Africa. 
Within twenty years of the discovery of gold a full 100 
millions of pounds were contributed by British savings to 
pursue the quest. Inland from a dozen points along the 
African coast ·railroad svstems were headed toward the 
interior. Great chartered. companies, and smaller promo
tion groups, found capital for the work of exploration, 
for cultivation, railroad building, mining. 

These were the chief occupations of British capital 
during the last decades of the nineteenth century. For a 
while at the end of the period they came to a halt in 
temporary, balked disapj>ointment.14 The rapid extension 
of agricultural production brought falling food prices 
and financial distress in the newly opened areas. The 
speculative land and mining booms ended in a violent 
smash, especially in Australia. l\Iany of the railroad sys
tems of the United States, financially mismanaged and 
plunged into headlong competition, ceased payment on 
their bonds. Economic and financial maladjustment in 
Argentina ended in default upon all the securities of that 
government; while revolution and currency troubles in 
Brazil seemed to make further losses of the same sort in
evitable. Repeatedly throughout the century investors in 
South American lands had seen their calculations defeated 
by such defaults, yet with a faith that was to be justified 
later on they continued to finance their development. In 
the midst of the disappointment the Economist reflected 
that "South American investments have for half a century 

14 Illustrative of the proportions assumed by the boom, wa~ the fact 
that the market value of shares of Transvaal gold mines and explora
tion companies was in September, 1895, about 215 million pounds, of 
which less than 20 per cent was in dividend-paying properties. By De
cember, 1895, the market value had fallen to 143 millions. 
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been a thorn in the flesh of the British investors, and it is, 
perhaps, because we have become so accustomed to the in
fliction that the country has, time after time, shown its 
readiness to increase the sore.m~ For a time, prolonged 
almost to a decade by the Boer wars, British capital move
ments to these new lands were of much smaller propor
tions, until people and governments recuperated, im
proved the organization of their economic life, and 
European needs for foodstuffs and raw materials caught 
up to the new production. 

Then in the succeeding years of the twentieth century 
when the outward flow of British capital grew greater 
than ever before, it was to these same countries that the 
largest volume went. The credit of the Argentine and 
Brazilian governments became firmly and completely 
restored. In these two countries alone the British in the 
seven years from 1907 to 1914 risked over a billion dol
lars. Canada and Australia beh'een 1900 and 1914 al
most doubled their railway mileage, calling upon British 
investors for most of the needed funds. British India did 
not lag behind. The firm establishment of the gold stand
ard in the United States, the gradual emergence of its 
railways from bankruptcy and tlw passage of the im
proved railway legislation, its vast industrial growth, all 
invited the resumption of British investment. The forma
tion of the South African Union ushered in a period of 
economic advancement there. 

But in this period British capital also moved in sub
stantial amounts into distant lands where previously its 
connections had been slight. The outlines of the British 
financial empire again expanded. The new recognition of 
the competence of the Japanese people and government, 
and the concert of British and Japanese policy in the 
Far East inaugurated by the alliance of 1902, was fol
lowed by the increased sale of Japanese securities in Lon-

u August 20, 1892. 
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don. By 1914 the British holdings of these securities 
exceeded sixty millions of pounds. A substantially equal 
amount of Russian securities were purchased in the years 
before the war. The 1907 Anglo-Russian agreement 
brought to an end thirty years of refusal on the part of 
British investors; the deepening intimacy of the two gov
ernments, drawn together by France, quickened the per
ception of the opportunities offered in the Russian in
dustrial and mining fields. In China, too, the British 
investment grew. Throughout the tropics--especially in 
the recently acquired tropical colonies of Africa-private 
companies devoted growing sums to the cultivation of 
tropical products. The British Government, hitherto 
grudging, devoted generous sums for the development of 
these colonies, and began to give its guaranty to their 
loans.16 The government· of the tropical colonies began to 
appear in the London market to finance the extending 
range of economic functions they were taking upon them
selves. For with the exception of some of the railways of 
British India, Nyassaland and Rhodesia, the railways in 
the British tropical possessions were built and operated 
by the colonial governments. 

The following table gives roughly the distribution of 
British foreign investment, as it was in December, 1913: 

10 L. C. A. Knowles, The Economic Development of th9 British Em
pir9 (London, 1924), pp. 98 11t 1eq. 
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LONG-TERM PUBLICLY ISSUED BRITISH CAPITAL 
INVESTMENT IN OTHER LANDS17 

23 

Within the empire 
Canada and New

foundland 
Australia and New 

Zealand 
South Africa 
West Africa 
India and Ceylon 
Straits Settlements 
British North Borneo 
Hong Kong 
Other colonies 

Millions of 
poundt 

514.918 

416.419 
370.2 

37.3 
378.820 
27.3 

li.8 
3.1 

26.2 

1,780.0 

Out.•iJ~ the empire 
The United States 

Argentina 
Brazil 
Mexico 
Chile 
t:ruguay 
Peru 
Cuba 
Remainder Latin

America 

Total Latin-America 

Russia 
Spain 
Italy 
Portugal 
France 
Germany 
Austria 
Denmark 
Balkan States 
Rest of Europe 

Total Europe 

Egypt 
Turkey 
China 
Japan 
Rest of foreign world 

Total 
Grand Total 

.Millions of 
pounds 

754.6 

319.6 
148.0 

99.0 
61.0 
36.1 
3-1,.2 
33.2 

25.5 

756.6 

110.021 
19.0 
12.5 
8.1 
8.0 
6.4 
8.0 

11.0 
17.0 
18.6 

218.6 

44.9 
24.022 
43.9 
62.8 
77.9 

1,983.3 
3,763.3 

11 Adapted with modifications from Paish's table in the Statut Sup
plement, February 14, 1914.. The totals do not include investment in the 
shipping industry. 

18 For a review of the estimates made of investment in Canada, see 
Viner, op. cit., chap. vi. 

1& See materials presented to the Dominions Royal Commission, 
Minute• of Evidence Taken in Awtralia (Cmd. 7171, 1913), p. 272. 

20 Compare F. Howard, India and the Gold Standard (London, 1911), _, 
chap. v. 

21 Paish, op. cit., gives for investment in Russia only 66.7 million 



24 Europe: The World's Banker: 1870-1914 

To this total must be added that investment which took 
place privately, without the intercession of the public 
"money" market-an amount estimated to be not less than 
300 millions of pounds. But the means are lacking for 
assigning in detail the geographical distribution of this 
part of British foreign ownership; more than half was in 
the British Empire. 

In substantially equal parts, British capital seems to 
have sought the other parts of the empire, and the outside 
world of foreign states. That so nearly half selected the 
lands of the empire is primarily accounted for by the 
huge spread of the imperial domains, the variety of their 
resources, the fertility of the most important units. There 
was, besides, a general faith, which survived the occasional 
shocks received, in the orderly economic development of 
lands under British rule and in their freedom from politi
cal disturbance. Furthermore, there was a general ap
proval bestowed upon investment in the empire which 
gave the act a faint touch of virtue; the economic 
strengthening of the rest of the empire through the capi
tal of the home country conveyed a promise of greater 
domestic political security and commercial benefit. By 
the inclusion of the securities of the colonial and dominion 
governments in the list of "trustee" securities, by the 
passage of the Colonial Stocks Act of 1900, this favoring 
sentiment was turned into effective practice. 

From the times of Queen Elizabeth, English invest-

pounds. But this is too low. According to H. G. Moulton and L. Pasvol
sky, Ruasian Debts and Reconstruction (New York, 1924), pp. 17-21, 
British holdings of Russian government debt were approximately 56 
million pounds (converting at 9.5 rubles to the pound). According to 
the computation of L. J. Lewery, Foreign Capital lnt•estments in Rua
sian Industrns and Commerce (Bureau of Foreign and Domestic Com
merce, Miscellaneous Series, No. 124, Washington, 1923), p. 15, British 
capital in Russian industries amounted to about 48 million pounds (at 
same conversion rate). There was besides investment in various other 
securities guaranteed by the government and in municipal loans. 

22 Paish's estimate, op. cit., of 18.'1 million pounds was certainly too 
small. 
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ment in the United States had been substantial. Taking 
all the centuries together, this country was the greatest 
foreign field of financial adventure for the British capi
talist. Our wars had embargoed his capital, our states
men had criticized. it, our state repudiations had. embit
tered it, and our panics had scared it. At times the total 
fell rather than rose, and certainly its proportionate part 
in the available American capital resources fell. Yet the 
volume of British capital invested in this country was 
probably never greater than 1913-well over a third. of 
the whole British investment outside the empire. The 
three-quarters of a billion pounds sterling was scattered 
over the United States, invested in our municipal and 
state bonds, in our largest railway systems, industrial 
plants, and public utility enterprises. The earlier invest
ment in the land and cattle companies of Texas, Arkansas, 
Dakotas, and the rest of our earlier frontier regions had 
been mainly liquidated. The full variety of British hold
ings was revealed during the war, when the British Treas
ury appealed to the investors to loan or sell their Ameri
can securities to the government. 23 In the list of those 
obtained by the Treasury there are 14Q1 different "dol
lar" bond issues alone (including a handful of Canadian 
issues) and S89 different American stocks. Railroad bonds 
predominated in the bond list. Of the stocks a substantial 
proportion were the "preferred" issues. The largest hold
ings were in the railway systems and the United States 
Steel Corporation. 

The British investor was sending his capital where there 
was the growth of youth, and where the Ian~ was yielding 
riches to the initial application of human labor and tech
nical skill. Thus, with patient disregard for early dis
appointments, the resources and the extending settlement 
of the Latin-American countries were nurtured. Four 

2s Report of thtJ Dollara SecuritieB Committee (House of Commons 
Document 212, 1919). 
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times as much British capital was employed in these coun
tries at the outbreak of the war as in the financing of the 
governments and enterprise on the European continent. 

The sums invested on the continent were probably no 
greater than they had been a half-century before. That 
separation from affairs on the continent, which proved 
untenable in the realm of political policy, was in the in
vestment sphere substantially realized. 

THE CHARACTER OF THE INVESTMENT 

IN the earlier periods of British foreign finance the gov
ernmental loan business held first place. The great pri
vate banks had made their fame and fortune by the dis
tribution of securities of foreign sovereign states. But of 
the total British foreign investment, as it stood before 
the war, only a quarter was in the form of loans contracted 
by governmental bodies-national, state, and municipal. 
The rest was employed in private economic ventures. This 
division does not give an accurate indication of the part 
applied to direct economic purposes. For, of the 1,100 
millions of pounds of government borrowing outstanding 
in London, much over half was used for such matters as 
railroad construction, municipal public utilities, roads, 
and harbor works. Such was certainly true of the borrow
ing of the governments of British India, Canada, Austra
lia, South Africa, and Argentina, for example. 24 After 
the defaults of the eighties the market was not responsive 
to the invitations of spending governments, unless it was 
felt tfiat there was in its domain fresh vitality or impor
tant resources awaiting the steam shovel, the locomotive, 
the plow, or the mining shaft. 

24 For example, G. H. Knibbs, Dominions Royal Commission, Minutes 
of Evidence Taken in Australia (Cmd. 7171, 1913), pp. 292-295, estimated 
that out of the Australian and New Zealand government loans to the 
aggregate of 275.5 million pounds up to June 1912, 168.1 were expended 
for railroads and tramways, and much of the rest for enterprises often 
operated for public profit. 
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In the following table the employments entered by 
British capital are grouped in a few main fields, as of 
December, 1913: 

FIELDS OF EMPLOYMENT OF CAPITAL PUBLICLY 
INVESTED IN OTHER LANDS25 

Loans to national and state governments 
Dominion and colonial 
Foreign 

Total 
Loans to municipal governments 
Railway securities 

Dominions and colonies 
British India 
United States 
Other foreign countries 

Total 
Mines 
Financial, land and investment companies 
Iron, coal, and steel industries 
Commercial establishments and industrial plants 
Banks 
Electric light and power industries 
Telegraph and telephone systems 
Tramways 
Gas and waterworks 
Canals and docks 
Oil industry 
Rubber industry 
Tea and coffee industry 
Nitrate industry 
Breweries 
Miscellaneous 

Total 

Million~~ of poundB 
675.5 
297.0 

806.4 
140.8 
616.6 
467.2 

972.5 
152.5 

1,531.0 
272.8 
244.2 
35.2 

155.8 
72.9 
27.8 
48.7 
77.8 
29.2 

7.1 
40.6 
41.0 
22.4 
11.7 
18.0 
8.1 

3,768.3 

It was for the railroad and mining fields that British 
capital and enterprise felt the strongest attraction and 
displayed the greatest aptitude. By far the greatest part 
of the investment in railways was in the form of bonds 
issued by the railway enterprise or government, or in pre-

2& Adapted with modifications from the tables of Paish, op. cit. The 
investment in shipping is excluded, except for a minor item. 
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ferred stock; holdings of common stock were small. In 
some of the railway ventures, British participation went 
no further than the provision of all or part of the capital. 
Such was the case of the investment in American, Russian, 
Australian, and Canadian railroads. True, even in these 
ventures a representative of the supporting financiers was 
now and again to be found on the board of directors. 

In other ventures the financing groups were given a 
share in the control of construction and operation, as in 
the case of various railways built in China and some of the 
British colonies. In still other ventures an outright con
cession was obtained, giving the financing group full con
trol of operation, as in the case of railways built in Mexico, 
Argentina, Brazil, Rhodesia, British India, and Turkey. 
A very usual arrangement for the exercise of this control 
was the creation of two boards of directors, one meeting in 
the foreign country and giving representation to local in
terests, one meeting in London and representing mainly 
the bond and stock owners. The degree to which the Lon
don boards attempted actually to share in the manage
ment of the property varied greatly in different instances. 
Usually they acted merely as agencies by which the actual 
managers kept in touch with British manufacturers, the 
banks and stock exchanges and the Foreign Office; some
times they served as recruiting agencies for the European 
personnel. In the main, their chief preoccupations were 
the selection of the heads of the actual management, and 
the safeguarding of the general financial position of the 
company. Still, even this moderate exercise of control from 
abroad was challenged with increasing frequency by the 
governments through whose territories the railways ran. 
'Vhat they wanted was the capital and the right to use it 
as they pleased, whether they were competent or not. In the 
financing of the Chinese railways, the question was always 
one of the most difficult to settle. In British India the de
mand that the London boards be abolished increased in 
firmness. In the Latin-American countries, however, the 
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arrangement worked, up to 1914, without serious hitch 
and to the common benefit. 

Almost all of the mine properties financed by B"ritish 
capital were held under British control and management. 
The llritish were the great explorers for minerals in the 
pre~war world. American mining interests and financiers 
limited their sphere to the resources of the United States, 
Canada, and a few neighboring Latin~American states, 
especially l\lexico. The gold and diamond mines of South 
Africa and \Vest Africa were almost entirely under Brit
ish management; these made up over half the British in
vestment underground. In the copper mines of Africa and 
of South America, they shared ownership with the French, 
the Belgians, and the Americans. l\Iost of the tin mines of 
the Malay States and Bolivia were held in British posses
sion. The English and Scotch mining engineers and mine 
managers ran, besides, many mining enterprises held un
der other ownership, as American oil operators and drill
ing crews do now. 

The investment in oil-producing areas was scattered in 
Persia, Turkey, Russia, Roumania, the Dutch East In
dies, and Mexico. It was small compared to the investment 
that has been made subsequently. These properties, like 
the rubber plantations laid out in the Malay States, the 
coffee and tea plantations in India, Africa, and I.atin
America, operated under British management. l\lany of 
these investments, like those made in mines and land, were 
of the order which did not become fully productive until 
se,·eral years after the capital was originally raised. Such, 
in fact, was a characteristic of the British investment. 
Conducting their affairs with order, the participants 
waited with faith and patience for the ground to yield its 
riches or the country to grow. The supreme instance of 
that faith and patience was the South African Chartered 
Company, which continued to be able to secure new capital 
for twenty years after its creation though it never paid 
a dividend. 
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With the spread of empire and the ever increasing mer
chandise traffic between the British Isles and the other 
parts of the world, the British-owned banks abroad grew 
in number and in strength. The volume of their nominal 
paid-up capital was hardly more than a third of the market 
value commanded by their securities-so steadily profit
able were their operations and so substantial their sur
pluses. Their cash dividends ranged commonly from 10 
to 20 per cent. Because of the widespread use of the 
pound sterling to discharge international debts, and the 
trust inspired by their record, there fell to these banks not 
only the business of financing trade back and forth from 
the British Isles, but also much of the trade between and 
within other countries. In the regions where the technique 
of trade financing was 'little developed, and the means 
therefor small, or where the necessary business experience 
and probity were lacking, or where the fluctuations of the 
local currency gave special place to the stable English 
pound, they found their greatest opportunity-in the Far 
and Near East, in British India, Egypt, and the African 
colonies, and throughout Latin-America. On the continent 
of Europe, too, they wel'e not without importance, though 
tending to withdraw before the competition of the Ger
man and French banks.~6 Outside of the continent there 
was virtually no competition until the decade of the 
eighties. Thereafter the German and French systems of 

26 Most of the British banks on the continent were launched before 
1870 in the era when the Credit i\1obilier was pressing forward with its 
cart>er of industrial financing. "Banks abound whose familiar names in 
everv variety suggest the one pt>rvading fact of the marriage of British 
capital with foreib'TI drmand. There is the Anglo-Austrian Bank, the 
Anglo-Italian Bank, the Anglo-Ej:yptian Bank. There is the English 
and Swedish Bank; there is the British and California Bank; there is the 
London and Hamburj: Continental Exchange Bank; there is the London 
and Brazilian Bank, the London Buenos Ayres and River Plate Bank; 
and one bank wi,hinj: to outstrip all other hanks in the ambition of 
its tit! .... calls ilsdf the European Bank." Viscount Goschen, "Seven Per 
Ct>nt," Edin/>!11'!/h Rt·t'i<'U.', January, 1865. 
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foreign banks began to duplicate the spread of their opera
tions except in regions under the British flag. 

From 1870 until after 1900, British investment in com
mercial enterprise and industrial manufactures abroad 
grew but little. In these fields the domestic capital of grow
ing nations like the United States tended to resent the 
competition of foreign capital; while on the other hand it 
was not always easy to win financial support in Great Brit
ain for ventures which might compete with the production 
and export trade. of home industry. Besides, undertakings 
in the industrial fields were risky, difficult to manage well 
from a distance. Their success depended upon a thorough 
understanding of the local market and its changes. Greater 
adaptability and knowledge of special conditions were 
needed than in most other branches of financial enterprise. 
Too, most commercial and industrial operations were in 
that earliest period organized on a smaller scale than rail
way, public utility, and mining operations-more an 
affair for partnerships than for large corporations. But, 
in the decade before the war, British investments in these 
fields extended--created jute mills, cotton factories, en
gineering works in British India, iron and steel and paper 
mills in Canada and in Russia, tobacco companies and de
partment stores in Argentina. "It would appear,'' as Hob
son has said, "that the obstacles in the way of successful 
foreign investment in manufacturing (were) being over
come."27 Improved communications and the progress of 
standardization probably diminished the risk. 

This summary analysis can give but a poor notion of the 
actual variety of British privat.e enterprise abroad. There 
are few branches of profit-making activity in which to 
large or small degree it did not venture. Strong risks, bad 
climates, isolation, did not deter the English promoter and 
organizer; young men were willing to risk their careers 
where capital was willing to risk the losses or gains. Still, 

n Hobson, op. cU., pp. 159-160. 
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contrary to the usual idea, the major portion of the Brit
ish investment was in the form of securities yielding a 
fixed return. 28 Almost all of the large public issues for 
governments and public works were in that form, and in 
these the major portion of the investment was amassed. 
Among the smaller issues, those of a million pounds or 
less, common shares were more frequently sold, taken up 
first by promotion and investment companies, then later 
sold to the public. It was these promoting groups, the 
investment trusts, the smaller private bankers who ac
cepted most of the initial entrepreneur risks rather than 
the general public. Still to this rule there were notable ex
ceptions, as in the case of the South African gold mines 
and the Chartered Companies. The shares passed on to the 
public were often those whose prospects the promoting or 
financing groups held in doubt. Despite its mistakes, how
ever, that public by and large shared in the gains of for
eign investment. The British capital that went abroad 
prospered, though its owners often needed a more than 
usual share of patience. That they possessed. 

2s R. A. Lehfeldt, Jour. Royal Stat. Soc., .January, 1918, p. 199. 



CHAPTER II 

FRENCH FOREIGN INVESTMENT 

THE WORLD OF SAVING AND 'l'HE WORLD OF LENDING 

THE French people paid the five billion francs in
demnity which was imposed upon them as a conse
quence of their defeat by Prussia, mainly out of 

the interest proceeds and sales of their previous foreign 
investment. Hardly had the last payment been met in 
August, 1873, when the outward movement of capital was 
resumed. During the succeeding half-century Paris came 
to rival London in the volume of capital made available 
to foreign borrowers. In particular it became the center in 
which the drama of financing the other governments of 
continental Europe was played out. Capacious, stable, 
and with prevailing interest rates lower than elsewhere, 
the French capital market was, for some types of borrow
ing, the most attractive of all. From 1875 to 1914 the 
average annual official rate of discount in Paris never rose 
as high as 4 per cent; for most of the period it hung 
close to 3 per cent; in the late nineties it fell to ~ per 
cent; bv 1914 it had climbed to 4. These were the lowest 
rates inu the world. 

It is not in the rapidly enriching returns of new in
dustrial mastery nor in the resources of imperial domains 
that the source of the loaned capital is to be found, but in 
a combination of less spectacular conditions. These were 
the variety and steady operation of the French economic 
system, the cheerful industry and almost impassioned 
economy of the French people (both these had the quality 
of art in them, somehow), and the attraction which the 
land held for foreign peoples. Until 1890, especially, 
French industry grew very slowly, and even thereafter it 
utilized much less machine and power equipment than that 
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of Great Britain or Germany. The tradition and instinct 
ran toward individual design rather than mass produc
tion. "France remained to the end a home of artistic 
trades, of ateliers, of small workshops, many of which 
used no power.m This type of industry made less call 
upon the savings of the people than did the other type, 
though also providing a smaller volume of production 
from which savings might be made. Again, in the develop
ment of the industries whose life was drawn from recent 
scientific discovery, the chemical and electrical industries, 
France moved more slowly than its neighbors. Hence, its 
people were not called upon to finance a vast and rapid 
transition to the more complicated industrial system which 
rests on these industries. But with their own technique, 
with their preference for the modest-sized establishment, 
the individual workbench, the French worked with a zeal 
that fell little short of genius. 

The factories and workshops occupied fewer of the 
people than in the other states of Western Europe, the 
farms and pastures more. 2 Hence France lived largely 
upon itself, felt less urgent need of foreign products, 
tended to draw gold unto itself, to have a relaxed credit 
situation. In the villages, towns, and small cities of the 
provinces, there was little pecuniary display, little lux
ury, much sobriety of living, cautiousness in spending, 
economy often described as "pinching meanness" by the 
French authors. Social habits changed but little. Family 
ties were strong. Through days of laborious application 
and-self-denial the French familv, of the cities as well as 
the provinces and farms, nouri~hed the will and deter
mination to save, found warmth of assurance in patiently 
accumulated sums. If circumstances favored, the head of 

1 J. H. Clapham, Economic Development of France and Germany, 
1815-191.1, (Cambridge, 1921 ), p. 258. 

2 In 1878, 67 per cent of the French pt'ople lived in communes whose 
"chef lieu" contained less than 2,000 inhabitants; in 1911 this had been 
reduced to 55.9 per cent-a smaller shift than was occurring in any 
of the lending countries of Europe or even in the United States. 
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the family planned for the closing years of life, secure in 
the income of these accumulations-a rentier, enjoying 
the limited but steady receipts of his collection of slowly 
acquired bonds. This desire for security, for a period in 
which life could be enjoyed without labor, was among the 
influences which kept French families small, and the popu
lation stationary. 

The pace and nature of French economic organization 
tended to favor a comparatively even distribution of 
wealth, a widespread holding of small properties and small 
savings. The registers kept of the holders of French Gov
ernment and railway securities, of depositors in savings 
banks, of inheritances, all combine to show the presence 
of millions of small savers, of perhaps, in 1914, ten million 
in a country of about forty million population. 3 The in
heritance laws, which required a division of the property 
among the heirs, assured the wide distribution of landed 
and other "real" property. Despite some moderately large 
fortunes, chiefly in and about Paris, the capital which 
France had to invest abroad was diffused very widely 
among its people. The total income and the per capita 
annual income were small compared to that of the United 
States-less than two hundred dollars per person in 1913. 
Yet always a substantial part of this annual income was 
turned into the channels of savings. Two to three billion 
francs (then their gold value was 5.18 francs to the dol
lar) were saved each year during the closing decades of 
the nineteenth century, even though during much of this 
period the countryside suffered from depression, industrial 
development was slow, and the losses suffered at the hands 
of bad debtors large. 4 During the years of the twentieth 

sA. Neymarck, Financtl Contemporaines (Paris, 1911 ), VII, 129. 
• There are wide differences in tht> various estimates of French pre

war savings, owing partly to the differences of meaning attached to the 
term by different students, partly to the use of different methods of 
computation. The most consecutive studies are those of R. Pupin, La 
Riche111e de la France det•ant lo. Gaerrto (Paris, 1916), and La Jliche11e 
Privte et Finance~ Fra"{ai.8e11 (Paris, 1919), which used the method 
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century this fund of savings grew, reached four, then five 
billion francs each year. 

Much of the saving sought the liquidity, the presumed 
safety, of investment in securities. French industry did 
not call for it all, and could not then offer as high returns 
as did . foreign petitioners--even when judgment was 
passed upon relative risk. G The unexplored natural re
sources of the country were small. The rate of traffic 
growth did not appear to justify the thorough reconstruc
tion of railway lines for greater power, speed, volume, or 
economy. New lines of manufacture developed, new tech
niques of invention and operation were accepted, but less 
rapidly than in foreign industrial centers. There was no 
swift, incessant recasting of the fixed capital plant of the 
country. For what capital extensions and improvements 
many of the French industries, such as the textile indus
tries, undertook, they were self-sufficient, able to finance 
themselves without fresh public appeal to the investors. 
The virtually stationary population made urban construe-

of measuring the growth of wealth, making allowance for price changes. 
According to his computations the annual savings were: 

Average 1875-93 2 billion francs 
Average 1903--11 8.5 billion francs after allowing for losses. 

By 1911 the annual savings were something over 4.5 billions. In his later 
study the annual average for 1911-14 is put at something over 5.0 
billion francs per year. These calculations are close to those of C. Rist, 
Re'D'Ue de Pari.B, December 1, 1915, and of J. Lescure, L'Epargne en 
Franc6 (Paris, 1914). 

& Indication of the difference of return in comparable French and 
foreign securities at different periods is found in the computations of 
Pupin, La Richease de la France devant la Uuerre, p. 59: 

Per cent French Per cent foreign 
Year securities securities 

1878 4.12 5.50 
1908 8.13 4.20 
1911 3.40 4.62 

These calculations are based on the same assumptions as were used in 
figuring the return on British investment. M. Thery at the meeting of 
the Societe d':lllconomie Politique N ationale, April 18, 1900, estimated 
that the yit'ld of French listed securities during 1897-99 was 3.21 per 
cent, of foreign 4.28 per cent, on their market values. 
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tion and development less urgent than elsewhere. Nor was 
there a constant utilization of the stream of savings by 
the national government for its public purposes; its bor
rowings were small between 1890 and 1910.8 The com
munes and municipalities borrowed by direct contact with 
state-controlled institutions such as the Credit :Fancier, 
and Caisse des Depots et Consignations. Hence from these 
sources the volume of securities offered the investor was 
comparatively small. The rate of return on the bonds of 
the French governmental bodies and of the stronger 
French industrial enterprises fell continually till the mid
dle of the nineties. Thereafter they rose somewhat but 
still offered narrow hopes to savers who were arduously 
building an annuity for their later years. The French 
rente yielded, by way of illustration, less than 3 per 
cent during the period of lowest interest rates in the nine
ties, not much more than 31A. per cent in the years of 
higher interest rates before the war. 

From the outer world better paying offers and pro
posals came and French savings accepted them. Other 
governments, whose credit seemed to shine bright, made 
Paris the focus of their financial plans. They came to the 
French investor for the means of meeting the deficits 
which their own taxpayers would not or could not meet. 
Out of the small black purse of the French bourgeois, the 
Russian monarchy could draw the substance for its monu
mental plans, the Austro-Hungarian Empire equip itself 
with railroads, banks, and factories, the Turkish Sultan 
spend without accounts, Italy endure the anxieties of the 
first years of unification, the small Balkan states estab
lish their national existence. Besides, the French banks 

• The Credit Lyonnais in its annual report for 1909 estimated that 
from 1892 to 1908 the public loans of the government, state, cities, and 
colonies had been: 

In France 
In Germanv 
In Great Britain 

1.9 billion francs 
13.6 billion francs 
14.4 billion francs 
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and syndicates drew French savings after them to the 
promising opportunities of lands not able to finance or 
construct the stone and steel foundations of modern in
dustrial organization. Railroads, bridges, ports, gas and 
power works in Russia, Turkey, and Latin-America were 
built, the shovels were set to dig a canal across the narrow 
strip of Panama. Or, attracted by some glimpse of sudden 
fortune, some private decision, the man of capital would 
reach out to purchase on a foreign stock exchange shares 
in a South African gold mine or the growing Royal Dutch 
Petroleum Company or the Canadian Pacific Railroad. 

The smaU French investor grew accustomed to the pur
chase of foreign securities. His first funds went into the 
bonds of the French Government or French railways; as 
the hoard increased a Russian bond would usually follow, 
its annual coupon rate a little higher; then as the increase 
in savings continued, he added a wider variety of foreign 
holdings, still better paying. The current offerings in the 
later years resembled, in their exotic composition, the stu
dents at the French universities and the visitors on the 
Paris boulevards. French finance had the same thriving, 
cosmopolite activity as the rest of Paris business, the same 
tolerance and indulgence for difference and weakness, the 
same disposition to strike a bargain with these qualities. 
In the diversity of its connections and transactions, its 
willingness to deal with all comers, its zest for strangeness, 
the Paris market surpassed London and Berlin. The world 
of saving was a sober, stationary, provincial one, of plain 
black suits, gray aprons and stiff bombazines. The world 
of investing was a mixed, transactional, Parisian one 
bringing together the figures of finance, public affairs, and 
journalism with the borrowing representatives of the races 
of the continent, of the Latin-American states, of the 
whole circle of the Mediterranean coast. For these, or 
many of them, Paris was the financial capital, as it was 
the intellectual and culinary one--a place toward which 
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it was easy to become a debtor. Paris took in their securi
ties as it did their presences. 

THE ROLE OF THE FRENCH BANKS 

THE banking mechanism through which these foreign 
securities were distributed into the possession of millions 
of Frenchmen, centered in Paris. Practically all of the 
larger loans were arranged through the agency of one or 
more of a small group of powerful banking houses. Dur
ing the earlier part of the century a few great private 
banks had held complete sway of the security business. 
Of these private banks the Paris house of Rothschild was 
the head, whose participation had been indispensable to · 
any foreign loan of the first magnitude. The houses of 
Hottinguer, V ernes, Mallet, Mira baud, De N euflize, were 
among the less wealthy but highly respected institutions 
of the same type, known as a group as the Haute Banque. 
It was with these banks that sovereigns dealt. But even 
before 1870 their part in the direction of French capital 
investment had greatly declined in the face of the com
petition of new types of banks. These had a broader power 
of attracting popular savings, a disposition to push for
ward business whose risks frightened the private banking 
houses which had not limited liability and which managed 
their own fortunes: The important part played by the 
Rothschild firm in bringing out the loans required to pay 
the German indemnity was almost the last sign of past 
supremacy given by private banking circles. The defaults 
of many of the foreign governments whose securities they 
had introduced, of Spain and Portugal and Greece, the 
irritations caused by Austria and Italy to the holders of 
their bonds, had shown their fallibility, thinned the somber 
aura of their reputation. But the private banks remained, 
right up to 1914, solid and important among the security
issuing houses. From them came part of the capital a~d 
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directing ownership of the newer institutions. Rarely did 
they make any large independent offerings. But their 
capital power remained great and their cooperation re
mained necessary to the other issuing syndicates for they 
continued to administer many of the large private for
tunes. Besides the great Paris firms that have been men
tioned, were a large number of smaller banks in Paris and 
the provinces, playing a similar part, but often more spe
cialized, more given to handling smaller ventures, more 
apt to keep permanent place in the enterprises which they 
financed. 

The newer banks were corporate institutions with 
limited liability, and with widely diffused ownership. Two 
groups were recognized· among them, the Banques D' Af
faires and the Banques de Depots-the Industrial Banks 
and the Deposit Banks. 7 Of the first group the ill-fated 
Credit Mobilier, formed in 185~ to challenge the domi
nance of the Rothschilds, was the forerunner. For fifteen 
years this pioneer carried forward with cumulative capital 
burdens and immobilized assets, an ambitious program of 
financing and controlling industrial enterprise, then 
smashed-leaving its example to be corrected by succes
sors. These carne, doing the same business of promotion, 
financing, and issue. A few survived and became powerful 
in deciding the uses of French capital. Oldest and strong
est of all was the Banque de Paris et Pays Bas. The 
Banque de L'Union Parisienne, the revived Credit Mo
bilier, the Banque Fran«;aise pour le Commerce et L'In
dustrie stood out among the others. These Industrial 
Banks had large share capitals, and a small number of 
wealthy depositors and clients, chief among which were the 
companies they organized, financed, and sometimes con
trolled. Each looked largely to the foreign field. They had 

7 See E. Kaufmann, La Banque en France (Paris, 1914), E. Baldy, 
Lei Banque11 d/Atfaire/1 en France (Paris, 1922), H. Collas, La Ban.que 
d.e Paris et del Pays Bas (Dijon, 1908). 
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the capacity and daring to undertake government loans 
which other markets were reluctant to risk and often pro
vided the impulse to foreign industrial developments from 
which investors of other lands turned or asked a higher 
price. Each held in its portfolio the shares of other banks 
located abroad in whose control it shared; each founded 
foreign branches. The subordinate institutions of the 
Banque de Paris et Pays Bas alone make a formidable 
list; they were the center of important financial enter
prises in Russia, China, Bulgaria, Japan, Morocco, Rou
mania, Italy, Mexico, Belgium, Holland, and Switzer
land. So, too, with the other Industrial Banks. 

Of almost every large investment operation on the con
tinent of Europe involving foreign financing these banks 
were a part, and usually a partner. Between themselves, 
and with the Deposit Banks, there existed a large measure 
of accord and cooperation. Occasional rivalries did not 
seriously modify mutual- consideration for each other's 
special fields of operation, and did not deter the combina
tion of strength for large ventures.8 Upon the Deposit 
Banks, these Industrial Banks leaned heavily for aid in 
the sale of the loans they brought to Paris. For their 
powers of sale to the public were below the pace and en
ergy of their numerous operations. Consortiums were 
formed which at their greatest included all the powerful 
units of the two groups. 

It was through the Deposit Banks that the scattered 
savings of the French were most effectively reached. Four 
possessed hundreds of branches which extended to every 
corner of the land-the Credit Lyonnais, the Comptoir 
Nationale D'Escompte, the Societe Generale and the Cre
dit lndustriel et Commercial. Warned by early experience 
they had turned their energies primarily to the conduct of 

a Evidence of M. Ullman, Director of the Comptoir D'Escompte, in 
lnteroi.ew1 on the Banking and Currency System1 of England, Scotland, 
France, etc. (National Monetary Commission, Washington, 1910). 
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a regular banking business in short-time credit, in money 
transfers, in self-liquidating commercial financing. But 
gradually, through their branches, their crowds of de
positors who welcomed advice, their traveling security 
salesmen, a vast business in securities was carried on over 
their counters, while any great immobilization of capital 
was avoided. Government securities were the favorite me
dium of this trade. Now and again the Deposit Banks ar
ranged the issues themselves, dealt directly with the bor
rower and bought the loan outright, or on option, as did 
the Credit Lyonnais with the Russian Government. But 
far more often the loan was arranged and underwritten 
by the Industrial Banks, and the Deposit Banks par
ticipated in the selling syndicate, or sold merely on com
mission. Equipped with a knowledge of the state of their 
customer's account, acquainted through local representa
tives, the recommendations of these banks amounted to a 
sale.9 So effective was their distributing power, especially 
that of the Credit Lyonnais, that large issues of securities 
could be disposed without public offering, by direct sale 
to their customers over the counter. 

Such were the main elements in the financial organiza
tion through which a substantial part of French savings 
found employment. That so much of it found employment 
abroad rather than within France, is, in the controversial 
literature of the subject, laid up to the character of this 
banking system rather than to the general conditions of 
FrenCh life and industry.10 It was charged that the bank
ing system exploited the passivity, prejudic~s, and con-

D Evidence of Baron Brincard, Director of the Credit Lyonnais, in 
Interviews on th1 Banking and Ovrf'ency SyBtems of England, Scotland, 
France, etc., op. cit. 

10 This controversy was extraordinarily widespread. Its leaders wrote 
under pseudonyms. Lysis led the attack; his criticisms were republished 
in a large volume, Politique et Fina11ce d'Avant-G'Uef'f't! (Paris, 1920). 
Testis led the defense, Le Role des i!tablis11menta de Credit en France 
(Paris, 1907}. 
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servation of the French people, rather than stimulated 
their industry, their inventive genius, their organizing 
capacities. If, the argument continued, that had not been 
so, the capital would have found better occupation within 
the country. This judgment made a major influence of 
what was a subsidiary one, a first cause of what was a 
secondary one. Still when due allowance is made for ex
aggeration, an element of truth remains in the opinion. 
Those institutions which dominated the security market 
favored, because of their liquidity and the ease of place
ment and of profit, the larger security issues, especially 
those of governments. They did not concern themselves 
primarily with the foundation and continued supervision 
of industrial enterprises; they issued bonds rather than 
stocks. Even the Industrial Banks tended to end their 
connection with the enterprises they financed, unlike the 
German Great Banks. The banking system facilitated the 
contented and routine ways of French economic life. It 
did not through determined leadership impart to industry 
a drive toward constant improvement, toward "efficiency" 
and technical change. Whether any special duty of "lead
ership" rests upon the banking system of a country, 
whether France was not more fortunate and content in 
its actual regime than it would have been with a more 
intensified industrial life--these are questions that must 
be left for others to resolve. 

THE GROWTH OF THE FOREIGN INVESTMENT 

IN the current chronicles the outward movement of French 
capital is registered and remarked with varied detail
notes of loan arrangements concluded, enterprises begun, 
securities admitted to trading on the stock exchange, con
versations with foreign governments, ups and downs of 
price. But still, as in the case of the British foreign in
vestment, it remains impossible to make certain and pre
cise measurements of the movement. 



44 Europe: The World;'s Banker: 1870-191./i 

From what material exists the following table is drawn: 

FRENCH FOREIGN INVESTMENT 

(of long-term or permanent character)n 

Annual average of period Amount (millioM of francB) 
1871-75 Very little 
1876-80 -50 to +50 
1881-85 None or very little 
1886-90 443-533 
1891-96 519-619 
1897-1902 1,157-1,257 
1903--8 1,359-1,459 
1909-13 1,239-1,339 

For fifteen years after the conclusion of the Franco
Prussian War, as the table indicates, French foreign in
vestment grew hardly at all. In the decades of the fifties 
and sixties France had been a venturesome foreign in
vestor on a large scale. The sovereigns of Italy, Spain, 
Austria, Hungary, and Portugal, among others, went into 
debt to the French people. Stimulated by the example of 
the British, French contractors, engineers, bankers, and 
diplomats, had united their efforts to construct 1·ailways 
in these lands. De Lesseps had started the Suez Canal in 
1859 and completed it by 1869. French syndicates op
erated gas works, mines, tramways, banks, in a dozen 
countries. In 1869 there were officially listed on the Paris 

11 This table is taken, with some modifications, from H. G. Moulton 
and C. Lewis, The French Debt Problem (New York, 1925). Derived 
as it is from a study of the other elements in the French balance of 
international indebtedness, this table is more guardedly and correctly 
entitled by its authors "Net Income Available for Foreign Investment." 
On the whole this table fits well with various other estimates (made from 
tax returns or other sources). The figures given by Moulton and Lewis 
in their original tables, however, for 1876-80, are -50 to +50; for 1881-
85, -102 to -2; from which it would follow that the total French foreign 
investment declined during this period. While that is possible, it is 
unlikely; the estimates made by Neymarck for 1880 and 1890 tend to 
show a small increase, Bulletin de L'lmtitut International de Statil
tique, 1913, Vol. XX, Part II, p. 1406. For the years just prior to the 
war other competent estimates give higher totals than those presented, 
e.g., Pupin, La Richea11e Privee et Finances Fram;aiaes, p. 25, puts the 
new investment of 1912 at 2,233 million francs, for 1913 at 1,895 million 
francs. 
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Bourse 109 foreign securities, of which about one-half 
were the bonds of foreign governments. 

All this activity was interrupted by the war with Prus
sia, the defeat, the period of financial mobilization to meet 
indemnity payments. All available liquid capital was 
needed for that latter purpose. The yield of the French 
Government securities went up to 6 per cent. Some of 
the stock of foreign securities previously acquired were 
sold to purchase those by which the indemnity was met. 
During the next few years. many foreign governments 
came to borrow, and the private banks and industrial 
banks launched their enterprises in and out of Europe-
railroads and mines in Spain, Austria, Turkey, and 
Russia, banks in Egypt, Mexico, Haiti, and the Balkans, 
nickel in Caledonia, guano in Peru, the canal at Panama. 
But each vigorous resumption of foreign investment was 
cut short by shock and loss. Panic spread from Germany 
in 1873. During the middle seventies, the bonds of the 
Egyptian and Turkish governments, on whose weak 
credit the French investors had wagered huge sums, went 
into default, as did those of various Latin-American states 
and American railroads. The seventies had seen the foun
dation of the new Industrial Banks with large capital, 
widely held; the eighties witnessed their difficulties and, 
of most, the end. L'Union Generale, most enterprising 
of these promotion and flotation banks, sought glory 
with too great a speed and failed, leaving great loss be
hind, and the memories of a frenzied boom. This parade 
of mistakes and losses, for a time, caused French investors 
to withdraw from doubtful commitments abroad-till the 
falling interest rate in France roused them again to seek 
high return in South African gold mines and the building 
of a canal across Panama. The banking and other failures 
of this period did not permanently turn either the savers 
or the banks aside from foreign investment. But now in
creased emphasis was put upon liquidity of assets. The 
Deposit Banks would handle only securities easily dis-



46 Europe: The World's Banker: 1870-1914 

tributed, the Industrial Banks bent in the same direction. 
The bonds of governments seemed best to meet their need 
of safety and liquidity, and in the same preference the 
investors joined. . . 

The late eighties saw the revival of foreign lending on 
a larger scale, and in the nineties it rose to double the 
volume of any previous period. Russian deficits and Rus
sian railroads were financed without stint after the forma
tion of the Alliance. New and strengthened Industrial 
Banks were forming strong connections throughout the 
continent. The difficulties created in London by the 
Baring failure opened the way to new ventures throughout 
Latin-America. In Argentina, Brazil, and Mexico, French 
capital grew importan~ in the financing of the public au
thorities, the railways, banks, mines, and mortgage com
panies. This increased sweep of foreign investment was 
sustained up to 1914, despite the upward trend of in
terest rates in France which began in 1898. 'Vhile the 
public securities of the European creditor countries fell 
in value, those of governments previously deemed poor 
risks, improved. The bonds of the governments of Ar
gentina, Brazil, Mexico, Italy, and Japan, increased in 
market value, yet continued to offer higher yields than 
domestic securities. Failures and defaults had fallen off, 
and the market forgot old fears, while those countries 
which relied mainly on French capital appeared no nearer 
self-sufficiency. Each yearthe new foreign investment ex
ceei!.ed substantially a billion gold francs. 

It was to Paris primarily that all the belligerents of the 
Balkan wars looked for the means of consolidating the 
indebtedness left by the war, of organizing newly acquired 
territory, of building larger armaments against the next 
conflict. It was on the same market that Russia primarily 
leaned, on which the Austro-Hungarian governments 
would have liked to lean. Toward its fulness Japan and 
China became increasingly attracted. Upon Paris these 
demands converged in the two years just prior to 1914, 
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while all the money markets of Europe were under strain 
and interest rates were leaping. The French Government 
stood guard over the nation's savings, so that they might 
be exchanged for favor or privilege, and the banks re
sembled embassies. All the while the ~arefully matured 
hopes of millions of small rentiers became more and more 
dependent upon the maintenance of peace throughout the 
continent. 

How the gross foreign ownership of the French people 
grew is shown in the following table: 

TOTAL FRENCH FOREIGN INVESTMENT12 

Year 
1870 
1880 
1890 
1900 
1905 
1910 
1912 
1914 

Amount 
(billion• of franca) 

12-U. 
15 
20 
28 
34 
40 
42 
45 

The more than triple growth within the period surveyed 
far outran the growth of the total capital wealth of the 
country. In 1914, that 45 billion francs of foreign 0'\mer
ship was not far short of one-sixth of the total national 
wealth (which was around 300 billion francs), while in 

12 This is drawn from a number of estimates, particularly that of 
Leon Say for 1870, Neymarck and Thery for intermediate years, and 
Colson for 1914o. The totals I have given are "gross," i.e., no deduction 
is made for foreign holdings of French securities; they include invest
ment in the French colonies. 

u These are only approximate proportions. The following table of 
estimates made by various French authorities is not corrected for dif
ferences of method or scope, as the necessary facts are lacking. All these 
estimates are of total wealth of the French people, in billions of francs: 

1878 209 (Pupin) 1906-8 220 (Stamp) 
1883 220 (Pup in) 1908 287 (Thery) 
1893 251 (Pupin) 19ll 285 (Pupin) 
1899 229 (Colson) 1913 302 (Colson) 
1902-3 200 (P. Leroy-Beaulieu) 1914 295 (Stamp) 
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1885 it had been, perhaps, one-twelfth.13 During the thirty 
years before the war, around a third of the increase in 
French wealth was in the extension of French ownership of 
properties outside of France and in the growing volume of 
debts owed by foreign governments. 

During the same three decades the national income in
creased by little more than half, while that derived from 
foreign loans and investments tripled. In the early eighties 
the average annual income from such loans and invest
ments was well short of 600 million francs, and in the early 
nineties about 700 millions; by 1914 it had grown to ex
ceed 1900, perhaps ~,000 million francs. 14 While it made 
up perhaps ~ per cent of the total national income in 
1885, it had risen. to about 4 per cent in 1900, and at 
the outbreak of the war was almost 6 per cent. Again 
in weighing these figures it must be recalled that the 
estimates of national income include the return from all 
forms of labor, while that from abroad is entirely drawn 
from ownership. This income was the growing margin 
from which new savings were most easily made, the source 
of supply on which French industry and government 
might draw by bidding, the flow of payments which drew 

14 In the following tables estimates are given of income derived from 
foreign investment taken chiefly from Moulton and Lewis, op. c-it., and 
total national income taken from various authorities: 

Annual 
Llverage 

"1876--80 
1881-85 
1886-90 
1891-96 
1897-1902 
1903-8 
1909-13 

Income fro111 
foreign investment 
(Mi.llwM of francs) 

500-600 
48Q-580 
515-615 
640-740 
915-1,015 

1,315-1,415 
1,705-1,805 

rears 
1878 
1892 
Hl93 
1889-1901 
1903 
1913 
1914r 

Total French income 
(Billions of francs) 

21.9 (Pupin) 
29-30 (Thery) 
24 (Moulton & Lewis) 
26.2 (Colson) 
27.8 (Colson) 
32--35 ( R ist) 
37.5 (Stamp) 

The estimates of income from abroad are net, after deduction of amount 
due foreigners on French securities. F'or the later years especially they 
are lower than those given by other authoritif'S, e.g., Pupin, Felix, 
:Meynial and Colson, whose figures range from 1,900 to 2,300 million 
francs for 1913-14. 
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gold into France and made possible that steady low in
terest rate from which French commerce benefited. 

During all periods, save perhaps a few years at the 
beginning of the century, the return from previously 
made foreign loans and investment exceeded the current 
new investment. The rapid rise in the volume of income 
received was in part the natural result of the increased 
investment, in part the outcome of the higher bond yields 
that prevailed throughout the world, in part due to the 
extension of a larger volume of French lending to coun
tries whose securities pa~d comparatively high interest, as, 
for example, Latin-American states. Up to the middle 
nineties the proceeds of the foreign lending were eaten up 
by losses, or used to supplement the yield of a depressed 
agriculture and stationary industry. Thereafter they were 
mainly lent abroad again. Increasingly foreign chancel
leries looked to the black-coated Frenchman in his shop 
or office, the industrious peasant on his farm, to solve their 
problems; increasingly French commerce looked to them 
for orders; the Foreign Office took them into account in 
the operations of give and take which made up diplomacy. 

WHERE THE INVESTMENT WAS 1\lADE 

THOUGH it spread in later years to the distant continents 
and the newly grown countries, the main field of inter
course and of enterprise of French capital was in the 
near-by regions which were penetrated by its banks, its 
instruction, and its culture. France, as it always has done, 
lived and traded primarily within Europe an·d along the 
Mediterranean shores. In none of those broad and fertile 
outside areas which were being most zestfully and vigor
ously developed by white men, save in a few Latin-Ameri
can countries, were there large and influential groups of 
French people who would naturally draw upon French · 
capital to finance their plans. For they were primarily 
Anglo-Saxon lands, and drew their technical help and 
financial collaboration from Great Britain and the United 
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States. Within them, no political influence was to be ac
quired by such investment, and no strong congenial ties 
of history, taste, or outlook, gave comfort or attraction. 
French foreign lending was not dominated by careful, ob
jective measurement of economic opportunity. Guided 
and often controlled by government and the opinions of 
the financial institutions, it was swayed by antipathies 
and sympathies, traditional, emotional, political. These 
bound it to the countries of the Latins and Slavs. To re
trace the history of French foreign lending would be, as 
a French writer had said, almost equivalent to writing the 
history of French political sympathies, rapprochements, 
vague dreams of influence, alliances in arms.15 

The approximate division of French fortune in outside 
lands, at the beginning of the century and the outbreak 
of the war, is given in the following table.16 

u Lecture of M. Aupetit in LtJB Grandi March.Aa Financier• (Paris, 
1912). 

16 For the estimates of the earlier years the article by R. G. Levy, 
"La Fortune Mobiliere de Ia France a l'~tranger," Revue de1 Dett.~~: 
Monde11, March 15, 1897, and the official estimate made by the French 
Government as of 1902, Bulletin. de Statittique et de L~gitlation. Com
paree, October, 1902, were of value, though the latter is unreliable. For 
the estimates of the later years the tables of Neymarck in French Sav
mgll and their lnftuen,ce (U. S. National Monetary Commission, 1910), 
and Moulton and Lewis, op. cit., were consulted. In the latter study the 
estimate of French investment in Roumania, Austria-Hungary, Spain 
and Portugal is substantially greater than that indicated by other 
sources, and means of measurement; on the other hand the figures 
given for the Latin-American countries and for the United States and 
Canada appear to be underestimates. Information regarding French in
vestment in Russia and Austria-Hungary as of 1914 is given by the 
reports of the official offices established to register them. A good analysis 
of French investment in Russia based on this material, by L. Martin, 
is to be found in the Revue Politique et Parlementaire, February, 1921. 
For the estimates of investment in Latin-America use was made of the 
record of current issues and the study by F. M. Halsey, Investment• in. 
Latin..-.<!tmerica (U. S. Department of Commerce, Special Agents Series, 
No. 169, Washington, 1918). Of all the Latin-American countries, French 
capital sought Mexico and Argentina in greatest volume. In the Eco
n.omilt6 Europ4en., January 30, 1914, details are given of the French 
investment in Mexico. The tables in the text are estimates of invest
ments at nominal value in terms of gold francs. The actual market value 
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GEOGRAPHICAL DISTRIBUTION OF FRENCH FOREIGN 
LONG-TERM INVESTMENT 

(Billions of francs) 

1900 1914 
Russia '/.0 Russia 11.8 
Turkey (in Asia and Eu- Turkey (in Asia and Eu-

rope) 2.0 rope) 8.3 
Spain and Portugal 4.5 Spain and Portugal 8.9 
Austria-Hungary 2.5 Austria-Hungary 2.2 
Balkan states 0.7 Balkan states 2.5 
Italy u Italy 1.8 
Switzerland, Belgium, and Switzerland, Belgium, and 

Nether lands 1.0 Netherlands 1.5 
Rest of Europe 0.8 Rest of Europe 1.5 

Total Europe 19.9 Total Europe 27.11 
French colonies 1.5 French colonies 4.0 
Egypt, Suez, and South Egypt, Suez, and South 

Africa 8.0 Africa 3.8 
United States and Canada 0.8 United States, Canada, and 

Australia 2.0 
Latin-America 2.0 Latin-America 6.0 
Asia 0.8 Asia 2.2 

Grand Total 28.0 Grand Total 45.0 

It will be seen that Europe remained up to the war the 
chief field of employment of French capital abroad, 
despite the acquisition of a large colonial domain, the 
opening up of fertile continents, and the extension of 
French commerce and political interest throughout Asia. 

The loans to the Russian Government and the private 
investments made within that country grew unceasingly 
from the formation of the Alliance. Deprived temporarily 
of both British and German support, Russia in the years 
immediately after 1887 not only met all its current needs 
in Paris, but converted at lower rates issues outstanding 
elsewhere. The government and the banks threw their 

was much less in some cases, e.g., Portuguese bonds, much more in others, 
e.g., the Suet: Canal shares. The tables do not include investment in ship
ping. The best established computation of colonial investment in the 
pre-war period is that of G. Martin, Let ProbUme• du OredU ea Franc• 
(Paris, 1919). 
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combined effort behind the successive flotations, defended 
Russian credit, and made place for Russian securities 
second only to that possessed by those of the French Gov
ernment. Since the Alliance was the foundation on which 
French diplomatic effort was built, this demand had to be 
met-favor was given for favor. This movement of capital 
was sustained besides by a sense of vast, hardly exploited 
agricultural and mineral riches of Russia, the giant char
acter of the economic life that might arise therein, once 
it was properly managed. Of the total French investment 
in Russia something over a billion and a half francs were 
put into private enterprise; the rest represented the pur
chase of securities directly or indirectly guaranteed by 
some branch of the gov!'!rnment, issued for general govern
mental purposes, for railroads, for mortgage banks, for 
the municipalities. From the eighties French capital had 
set about the creation of iron and· steel works, and the 
total investment in them grew to about 400 million francs. 
They remained largely under French technical as well as 
financial control, were connected with the metallurgical 
plants in France, and were dependent upon the Russian 
Government for their profit--derived from railway and 
war materials.17 1'he total French investment in Russia 
made up a quarter of all French ownership abroad; it was 
a still greater share of the foreign securities owned by the 
smaller capitalists.18 

· 

Toward the realms of the Turkish Empire French 
capital had early been drawn, by historic and religious 
tradition. Upon both the Sultan of Turkey and the Khe
dive of Egypt the Paris market bestowed the right to 
borrow up to the cold dawn of bankruptcy, gambling upon 
its ability to protect the investment against the final event. 

t7 L. J. Lewery, Foreiga Capital Invettmenta in Russian Induatries 
and Commerce (Bureau of Foreign and Domestic Commerce, Miscel
laneous Series, No. 124., Washington, 1914}, p. 9. 

18 See E. Thery, "Les Valeurs Mobilieres en France," Congres Inter
natio'llllll d111 Valeur~ Mobililre• (Paris, 1900), who gives the results of 
an examination of 1,032 portfolios left at the Banque de France. 
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Large sums of capital were provided, besides, for railway 
and public works construction throughout that disunited, 
faltering empire. }'rench financial enterprise built and 
operated lighthouses and docks in the waters of the Medi
terranean, the Black and the Red Seas, and the Persian 
Gulf. In the consortium formed in 1911 to operate the 
transport and electricity enterprises of Constantinople, it 
was preponderant; the operation of the gas works and 
construction of sewers in that city was under its direction. 
In some other Turkish cities its part was hardly less 
prominent, while throughout several provinces it held con
tracts for road construction and transport enterprises. 
Something over half a billion francs of capital were in
vested in the railways under French direction. In land 
companies and mortgage companies, in coal, silver, man
ganese and copper mines, French capital was engaged. 
By concessions obtained between 1910 and 1914 the pro
spective field of French enterprises was vastly extended. It 
was French capital above all, which was financing eco
nomic change in the Near East. 

In the Balkan states, which rose out of the former Eu
ropean provinces of Turkey, French capital also entered 
in volume, especially after 1890. Of all foreign capital it 
was most willing to support the hopes and plans of these 
small countries, most entangled in their fortunes. To Paris 
each government turned to finance the railway construc
tion that was to fructify its territories, to equip its armies 
in the fields, to repair the damages of war. After their 
requests had been screened through the wires of the For
eign Offices, the banks and the people bought the bonds, 
maintaining a hope of continued peace in the Balkans. 
They were encouraged by the stubborn capacity shown 
by these governments to pay their debts even in the midst 
of trouble. In the railway plans of these countries, and in 
their banks, French investment became dominant. 

Spain and Portugal were among the earliest and 
heaviest borrowers in France--made welcome by a racial 
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kinship, and in the days of the Empire, by the religious 
and political sympathies between the reigning families. 
But toward the close of the nineteenth century, French 
ownership of their debt tended to decline rather than the 
contrary. The bondholders were forced to accept repeated 
reductions of principal or interest. For long periods the 
Paris market was closed to their further borrowing. With 
the financial and economic recovery in Spain that followed 
the war with the United States, the Spaniards gradually 
bought back part of the internal and external debt held 
in Paris. Portugal, which faced the loss of her· colonies 
as the price of further borrowing, managed without it. 
Neither country invited or gave great assurance to private 
enterprise financed abroad. The French investment in 
Italy tended, too, to detline during the period of our in
terest. Political differences divided the two countries and 
kept the Paris market closed for many years; During the 
years prior to the war, }4'rench financial enterprise was 
again taking up new ventures in Italy; but on the other 
hand, the Italians were repatriating their external govern
ment debt. The amount of French capital invested in 
Austria-Hungary was reduced somewhat by similar with
drawal. The Dual Empire owed some of its important rail
ways to the interest of the French investor, and had found 
in France a ready market for its securities. The French 
industrial banks, especially L'Union Generale, had carried 
forward many branches of industrial and mining enter
prise. But as the alliances on the continent grew more 
sharply edged and as antagonism between Russia and 
Austria-Hungary became defined, the movement of French 
capital almost ceased. 

In the early financing of the Latin-American Republics, 
French finance took little part. But in the two decades 
before the war growing attraction was felt for the rail
way and other opportunities perceived in these lands, and 
faith grew in the credit of the governments. French 
opinion became impregnated with a sense of racial and 
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intellectual kinship to these peoples, and they, in turn, 
looked to France for their education and their pleasure. 
French banking syndicates began to compete successfully 
for Latin-American concessions and loans. A substantial 
investment in the government bonds of Argentina and 
Brazil accumulated, and French participation in railway 
finance extended. The port works of important Brazilian 
coastal cities were the product of French enterprise. In 
Mexico, the French became large holders of the public 
debt, and the most important investors ·in commercial and 
mortgage banks. In all three countries and the rest of 
Latin-America there were numerous smaller, public utility, 
commercial, manufacturing, banking, and mining com
panies financed from Paris. It was in the Latin-American 
republics that French investment was growing most 
rapidly toward 1914, and not a negligible part of it was 
in the form of shares, not bonds. 

Of American securities few were listed on the Paris 
Bourse. The tax arrangements and various legal require
ments of the two countries contributed to keep their num
ber small. Chief among those of which sizeable amounts 
were held in France were the bonds of the American rail
way systems, bought mainly in 1906 and thereafter; espe
cially the bonds of the Pennsylvania, the New York, New 
Haven, and Hartford, the Big Four, the Central Pacific 
and the St. Louis and San Francisco. 

Though favored by colonial legislation which reserved 
opportunity for French capital, and by official institu
tions, the investment in the colonies before the war was 
comparatively small, something over four billion francs
about a tenth of the total foreign holdings.19 In this figure 
are included the colonial government loans not offered to 
the public, but bought directly by the Caisse Nationale 

11 The legislation of the eolonles resen-ed for Freneb subjeeta or com
panies under French law the mining resources; the railways were simi
larly resen-ed for or built by French capital. H. Paulin, L'Ovtillage 
~c-iq"' IH• ColotatH Fr~tJtlfl (Paris, 1911). 
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des Retraites pour la Vieillesse and the Credit Fancier de 
France. Of the total investment two-thirds were placed in 
the North African colonies, Algeria, Tunis, and Morocco 
(where the Banque de Paris et Pays Bas was most active), 
and most of the rest in Indo-China. That the spacious 
regions brought under the French fi.ag attracted no more 
capital is attributable to diverse conditions. The colonial 
governments were fumbling in their efforts to develop their 
domains. The home government was preoccupied with con
tinental plans and politics. Railroad construction went 
forward· less vigorously than in the corresponding British 
areas. French private enterprise suffered many losses in 
their early ventures and grew afraid. Even into the North 
African colonies the French migration was small, and into 
the other colonies it wa.S almost negligible. The colonists 
took mainly to farming; they organized few enterprises 
of large enough dimension to win the attention of the 
financial syndicates of Paris. In the tropical regions, cu
riously enough, little capital was engaged in the produc
tion of raw materials. The concession regime in the French 
Congo worked poorly, and in Indo-China the private en
terprises which undertook raw material production were 
comparatively few.20 It was left to the war to bring home 
freshly both to the colonial administration and industrial 
enterprises what a rich field these colonial areas were for 
the application of capital. · 

The French investment in the colonies, in Latin
America, Russia, Turkey, China, and elsewhere was mak
ing available new resources for its industry and that of the 
rest of the world, and bringing these regions into the circle 
of world exchange. Of these objects French commercial 
and industrial circles were conscious. But a still broader 
consciousness existed that the French investment was sus
taining French prestige, political position and purposes. 
In the making over of the economic organization of the 

20 See J. Chailley, .tco110miat1J Fro:rr.raia, March 81, 1917. 
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world, French capital and enterprise, despite much tech
nical genius, a gift for planning and unsurpassed work
manship, was playing less part than English, or German 
capital. But in greater measure than either of these, it 
was shaping political alignments--making the fortunes of 
a new day. The French bankers, even the ordinary French 
investors, were dealers in "Aft' aires," not merely computers 
of interest, or surveyors of new countries. 

THE CHARACTER OF THE INVESTMENT 

THE employments to which French foreign investment 
were put cannot be measured with sufficient precision to 
justify their presentation in statistical form. A great por
tion, well over half, was represented by loans to foreign 
governments, whose ultimate disposition of the borrowed 
funds cannot be checked or assigned. Paris kept its gates 
open more widely than any other money market to the 
governments whose treasuries were perpetually· empty, 
whose expenditure was determined autocratically, whose 
national vitality seemed corrupted and declining, such as 
Spain, Portugal, Turkey, Egypt, Morocco. It kept its 
gates open, also, for the governments of Europe which 
were still struggling with the difficulties of the first stages 
of national existence or development, living in their am
bitions beyond the resources of their tax systems-Italy 
(in earlier days), Russia, and the Balkan states. 

This selection of doubtful risks was partly a matter of 
circumstances, partly of faith, partly of policy. The cir
cumstances lay in the past losses and new caution of the 
banks in undertaking industrial ventures abroad, the lack 
of industrial organization competent to carry out such 
projects in great number, and the preference of the small 
investors. The faith was a characteristic of French tem
perament-their imaginative, though stay-at-home, in
terest and response to the exotic, their acceptance of dif
ference, weakness, and difficulty as natural. M. Paul 
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Leroy-Beaulieu, a close observer of French investment, has 
remarked: "I do not believe there are more venturesome 
capitalists on earth than the small and average French 
capitalists. Offer them railroad or canal shares, I will not 
say on the moon, which is too well known, but on Mars or 
Saturn, and you will find some subscribers." But there 
was, besides, in all this lending to governments of weak 
credit, an element of policy. It was in their domains, 
through their weakness sometimes, that French power 
might be extended; it was because of the urgency of their 
needs that alliances might be assured, friendships encour
aged by financial aid-or so it was thought. Mingled with 
all these elements was the attraction of the high return 
promised to a people of !!mall savings. 

Despite the prevalence of government securities among 
the foreign holdings of the French, despite the fact that 
much of this was wasted, or spent for purposes of strategy 
and war, it still is true that much more than half, perhaps 
as much as three-quarters, of the total French investment 
served a direct economic purpose. Much of the government 
borrowings were used to build railroads, ports, to found 
banks and to improve cities. Virtually all the investment 
in private enterprise served similar purposes. In Russia, 
Turkey, Austria-Hungary, China, the Balkans, and the 
colonies, railroads were financed, bridges, ports, power 
plants, local public utilities built. The operators of copper 
mines of Spain and Africa, the coal mines of Turkey, gold 
mines~f Africa, sulphur deposits of Italy, and silver mines 
of Mexico drew support from French speculative capital. 
Agriculture and agricultural production in a dozen coun
tries were financed by the land banks (Credit Fonciers), 
whose bonds were sold in France and whose directing 
committees resided there. French-owned commercial banks 
operated in most of the countries of Europe, throughout 
North Africa and the other French colonies, in Turkey 
and the Near East. In manufacturing enterprises the in-
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vestment was small-the chief of them being in metallur
gical and textile plants in Russia. 

The earlier failures of the Industrial Banks confirmed 
for several decades a preference for securities of fixed re
turn, bonds of government or of private enterprise. Be
sides, the French tax system tended to deter strong for
eign industrial concerns from seeking official listing for 
their shares. Still after the tum of the century, the spirit 
of venturesomeness showed itself again. Large amounts of 
savings turned to stock of such companies as the Royal 
Dutch Shell, the Rio Tinto Copper Company, American 
railroads, rubber plantations, gold mines. 21 Banking in
stitutions and industrial circles organized to improve their 
power to manage foreign enterprises. Before the war signs 
were visible of a closer coordination of effort between 
banks and French industry along the path of the arrange
ments prevailing in Germany. French opinion was tend
ing to seek the presumed advantage to industry, the in
vestor, and the state from the actual direction of business 
enterprise abroad. It was not completely satisfied with the 
role of universal banker to foreign governments. 

21 An Indication of the drift toward securities of variable returns is 
given by the statistics of issues on the Official Stock Exchange. In 
January, 1900, of 278 listed issues but 58 were of variable returns; in 
January, 1912, the number had increased to 120 out of a total of 464. 



CHAPTER III 

GERMAN FOREIGN INVESTMENT 

TWO NEEDS FOR EVERY MARK 

GERMANY has gone into history as a poor country. 
Voltaire prophesied that it was a region condemned 
to eternal poverty. The beginning of the nineteenth 

century witnessed a land broken up into a multitude of 
small states, entirely rural except for some few commercial 
centers and seacoast towns of great renown. By the end 
of the century the industrial organization of a unified 
Germany had taken massive form. Its foreign commerce 
was rivaling that of the British. Its highly concentrated 
banking system was finding the means not only to finance 
the impulsion of industry at home, but also to implant 
offshoots abroad. 

From 1870 to 1914 the domestic demands for the 
capital available in Germany were numerous and urgent, 
and all foreign borrowers had to face the competition of 
these demands. \Vithin this period German population 
grew from about forty millions to not far short of seventy 
millions; a vast mechanized industry, leading Europe in 
its applications of electrical power and chemical science, 
was built up; the greatest coal fields on the continent were 
equipped; a powerful merchant marine launched on all 
the oceans; the cities grew famed for the public works 
and services by which their doubling population was pro
vided for; the imperial and state governments extended 
the range of their civil duties, bore the cost of social legis
lation, and supported great military establishments on 
land and sea. All these enterprises and projects required 
capital sums that increased with the changes in industrial 
technique and the course of public affairs. Within Ger
many, before 1870, the available amount of liquid capital 
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was small. The official discount rates were often a full 
point above the British and French, and the charges for 
advances on securities were seldom below 5 per cent. It 
is rather surprising that German capital moved abroad 
at all in view of these conditions, and note should be taken 
of the fact that even while substantial sums were being 
invested abroad the German market was borrowing on 
short-time account. The English and French banks ex
tended short-period loans, both directly and in the form 
of acceptance credit. The volume of these short-period 
loans was probably greater before 1900 than thereafter, 
and after the Moroccan crisis of 1911 it was kept within 
still narrower limits. 

Thus German foreign investment did not primarily rest 
upon the existence of a large, inactive rentier group seek
ing diversity and return which domestic securities could 
not afford-though the savings of such people figured in 
the total. The investment was stimulated and maintained 
rather by the initiative of the German banks and indus
tries. They recognized that Germany must participate in 
the financing of certain areas into which German com
merce was trying to expand. It was carried forward some
times against an unfavorable current by the Government 
as an investment in German commercial and political 
aspirations. The capital was found for foreign loans and 
enterprises whenever a commercial gain seemed at stake, 
a political hope_ or purpose in question. 

Irregularly, a part of German savings found its way 
abroad. In some periods, the early seventies and middle 
eighties in particular, more than one-tenth, perhaps as 
much as one-fifth of the savings of the country made a 
choice of foreign employment. But that movement did not 
grow with the volume of savings in the nineties and after 
the turn of the century. From 1900 to 1914 less than one
tenth, rather than more, of current savings went abroad 
despite the appeal of undeveloped lands, the exertion of 
the Government in behalf of foreign enterprise, the great 
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growth of the overseas banking system and commerce.1 

Investors and banks alike in this later period found the 
strongest attraction and duty in the strengthening com
binations of their own industries and in the demands of 
their home governments. Only foreign governments or en
terprise with special claims or special promise received 
support from German finance which, conscious of its limi
tations, strove constantly to concert itself with French, 
British, at times American finance. Even against this rela
tively small outward :flow of capital opposition smoldered 
and sometimes :flared up. The agriculturists and socialists 
turned the forces of their criticism against the great banks 
who were its agents. Partly because of that opposition but 
primarily because of the fact that every mark they could 
command was being bid ·for by other urgent bidders within 
the country, the banks often stood aside from promising 
foreign loans and investment projects. The Berlin market 
never possessed the broad availability, the cumulative 
volume of free resources on which foreign lenders depend, 
that existed in London and Paris. 

THE GERMAN GREAT BANKS AND THEIR ALLIES 

OF much of the investment, the banks were more than 
agent. They were the controlling owner or proprietary 
representative. The rise and character of the German 
Great Banks are familiar economic history. In 187!! there 
were about 130 deposit banks in Germany; by 1914 al
most _all the liquid savings and credit resources were con-

1 This is as precise as I dare be in these estimates because of the 
great margin of doubt surrounding all available estimates both of Ger
man foreign investment, and even more so of German savings. The best 
known estimate is that of K. Heltferich, Germany'• Economic Progrt!ll 
ana National Wealth, 1888-1913 (New York, 1914.), who calculated the 
average annual increment of German-earned wealth from 1896 to 1912 
to be between 8 and 8.5 billion marks; with unearned increment in
cluded (Le., without making allowance for price change), these totals 
were raised to 9.5-10.5. The annual increase was, according to his fur
ther estimate, perhaps 6 to 7 billion marks at the start of the period, 
10 billion marks or more in 1912 and 1913. 
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centrated in the hands of about a dozen banks. Four of 
these greatly surpassed the rest in capital resources and 
in the volume of their varied business, the Deutsche Bank, 
the Diskonto-Gesellschaft, the Dresdner Bank, and the 
Darmstadter Bank-the 4 D's, as they were called. In 
second rank came the Commerz Bank, the National Bank 
fiir Deutschland, the Berliner Handelsgesellschaft, the 
Schaffhausen'schr Bankverein. Each of these had numer
ous and scattered branches and conducted diverse fields 
of banking. They were at once. furnishers of short- and 
long-time commercial credit (clearing house banks}, ac
ceptance houses, security originators, and promoting syn
dicates. 

From the time of their creation they brought the se
curities of foreign governments upon the German mar
ket. Possessed of large capitals, which they continued t9 
increase, commanding all needed varieties of expert knowl
edge and judgment, their support and guidance were be
hind the development of the great German corporate 
enterprises which expanded abroad. When there were new 
lines to be established for the Hamburg American line or 
N orddeutscher Lloyd, concessions to be developed in 
Shantung or Asia Minor, a colonial chartered company 
to be sustained, submarine cables to be laid, petroleum 
companies in Roumania to be combined and strengthened, 
it was these banks that stepped forward, or were called 
forward to respond to the opportunity. Always in their 
vaults there was a great volume of securities, not yet dis
tributed to the general investing public, or held to secure 
representation or control of direction. The holders of 
shares in a German bank were participating in an invest
ment trust (among other things), which held mainly Ger
man securities, but many foreign securities besides. The 
risks arising from immobilization of resources the banks 
met not only through their large capital and their reten
tion of control, but by shifting many of them to subsidiary 
companies especially founded for the purpose. 
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The effort of each, the interests held by each, extended 
in many directions. The Deutsche Bank took the lead, for 
example, in securing financial support for virtually all 
the German enterprises which combined into a network of 
power in Turkey. Its representatives wielded control over 
the Bagdad and Anatolian railways in Asiatic Turkey, 
the Oriental railways in European· Turkey, over the Port 
Company at Haida-Pasha,. the Tramways Company at 
Constantinople, to name only outstanding ventures. They 
were to be found as well on the boards of banks operating 
in South America, on that of the Electric Lighting Com
pany in St. Petersburg, on those of Roumanian oil com
panies, on the Barcelona Electricity Company-to give a 
notion of the dispersion. The officials of the Diskonto
Gesellschaft, to give further illustration, could be found 
on the governing boards of railways in Venezuela, China, 
German East Africa, Austria-Hungary, Belgium, and 
Argentina, on banks in Italy, Roumania, Bulgaria, South 
America. 

Among these banks a vigorous competition existed for 
the accounts of depositors, or new business connections 
within Germany. But in their financing negotiations and 
relationships with the established highly integrated enter
prises within Germany, with foreign governments and 
other foreign lenders, the rule was division or combination 
rather than competition. Each had its established con
nections which were observed by the others, or, as ex
pr~ssed by an official of the Dresdner Bank, "While it is 
the desire and endeavour of each bank to build up its 
business, it must be recognized that each institution has 
more or less its own field of operation, which is in a large 
measure respected by the other banks.m Thus, the leader-

2 Evidence of Herr Schuster and Herr Nathan, Directors of the 
Dresdner Bank, Interoietos on the Banking and Cu-rrency Systems of 
England, Scotland, Frrmce, etc., pp. 404-405; J. Riesser, The German 
Great Bankl and Theif" Concentration (National Monetary Commission, 
Washington, 1911), pp. 407 et seq .• enumerates the stable groupings. 
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ship of the Deutsche Bank in Turkey was not challenged. 
In Russian rail)"oad loans, in Roumanian finance and 
Brazilian (in combination with Rothschild), negotiations 
were left to the Diskonto-Gesellschaft. For Austro-Hun
garian financing the Darmstadter Bank (working with 
Rothschild) was granted the front place. Around each 
of these Great Banks clustered diverse banking groups of 
lesser importance, helping .to distribute the securities 
brought to the German market by the larger institutions. 
Often for large or unusually risky issues joint consortiums 
were formed among all of the syndicates. 

The private banks, which had conducted foreign financ
ing long before the corporate institutions were created, 
retained up to 1914 much importance-especially the 
houses of Bleichrooer, Mendelssohn, Speyer, Warburg, 
and Rothschild. The private banks had made Frankfort 
an important financial center before Berlin had grown 
into a great capital. They had furnished much of the 
family wealth and financial talent for many leading pri
vate banks of London, New York, and Paris; the banks 
of the Rothschilds, the Speyers, the Schrooers, the Selig
mans, Barings, and Huth-all to some degree or other 
sprang from the counting houses along the river Main. 
Their own wealth, and that of their selected clients, had 
become smaller only in comparison not in actual sum. 
They were large purchasers on foreign stock exchanges. 
Their financial connections abroad were excellent. It was 
through their agency, for example, that American and 
Mexican railway securities were mainly brought into Ger
many. An indication of the importance retained by Frank
fort-chiefly because of the weight of these private banks 
-is to be seen in the fact that at the end of 19a there 
were listed on the Frankfort Stock Exchange 439 security 
issues not listed in Berlin. • But gradually these private 

• 0. Wormser, Dt. Fra.rakftt.rier Bar•• (Tublngen, 1919), Ta.ble XII. 
Of these, 180 were ra.ilwa.y bonds, mainly Austro-Hungarian, Russia.n, 
and American; 124. were government loans, largely those of Austria-
Hungary and the Balkan slates; 21 were railway stocks. 
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banks became subordinate to their Great Banks. Some 
were bought up. The rest could not undertake by them
selves business of the first magnitude. 

Both in their negotiation of foreign securities and in 
their provision of short-time credit to German enterprise 
abroad the German Great Banks worked in large measure 
through the system of overseas branches, subsidiaries, and 
partnerships, which they established. These banking in
stitutions located abroad were in themselves an important 
form of capital investment. Some of them were the crea
tion of one of the Great Banks acting alone; others were 
created by the joint action of several of the Great Banks. 
They were established primarily to take advantage of the 
profit to be gained from financing German overseas com
merce. Ordinarily they were located where German com
merce was developed, or where it was believed that de
velopment might follow bold financial aid. The Great 
Banks, interested in domestic industry in so many ways, 
calculated upon the gains of banking and the gains to 
German industry, and thus plunged into competition with 
the British overseas banks. Though some transient ven
tures were engaged in earlier, the establishment of the 
German overseas banking system really began in 1886 
with the establishment of the Deutsche Uberseeische Bank 
in South America. The era of greatest expansion centered 
around 1905--6.• By 1914 strong, many branched institu
tions operated throughout South America with lesser ex
tension in Central America, Turkey, Egypt, the Far East, 
the Balkans, and the German African colonies. 6 

• During these years alone the following institutions were founded or 
bought by the large German banks-Deutsche Ostafrikanische Bank, 
Deutsche Afrika. Bank, Banque d'Orient (Athens), Mamorosch Blank 
& Co., Banque de CrMit (Sofia), Mexikanische Bank fUr Handel und 
Industrie, Deutsche Orientbank, Deutsche Zentral-Amerika Bank, 
Deutsche Stidamerikanische Bank, Amerika Bank. 

o This system of foreigu banks growing more rapidly than those of 
the British and French created enmity in British financial and com
mercial circles. Their every move was watched with mingled fear and 
dislike. It is not easy to understand why they were taken to be such a. 
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The Great Banks and the private banks, with the stock 
exchanges, made up the financial organization through 
which the foreign investment was made. The depositors 
of each of the Great Banks ran into the many thousands 
and these ordinarily purchased the securities recommended 
or offered to them. The large German industrial organiza
tions financed and directed by the Great Banks could also 
be counted upon to follow banking lead. The banks some
times disposed of foreign securities by direct sale to their 
depositors or affiliated institutions, without seeking listing. 
But the more usual method of issue was by general public 
offering through syndicates and listing on the stock ex
changes. • Over both the admission of securities to trading 
on the exchanges and upon the course of trading, the Great 
Banks exercised much influence. The orders to buy and 
sell accumulated in their hands. Upon the floor of the ex
changes they had a. great number of representatives. Thus 
through capital power, their initiative in the creation of 
enterprise, their affiliations, their great number of de
positors and clients, their part in stock exchange trading, 
these banks 'decided in the main the course of German in
vestment in securities. Yet individual investors retained 
more independence of judgment than in France. The fi
nancial journals were better informed and more honest. 
The private banks retained greater power. The German 
Great Banks could not lead German savings into gambling 
adventures with foreign governments as easily as could 

portentous menace. Among the reasons, however, it may be supposed 
that the following played a part: (1) the British had more or less 
accustomed themselves to conditions of semi-monopoly; (2) the banks 
were so closely connected with the German Great Banks; (8) they, like 
their parent banks, were prepared to handle all kinds of business; ( 4) 
they made easy terms to acquire place against their rivals. 

• The Great Banks ordinarily bought the securities and distributed 
them with the aid of smaller banks by public offering and through the 
Berlin Stock Exebailge. By means of advertising and house-to-house 
solicitation smaller security dealers sold to the public a substantial 
volume of unlisted securities or of securities listed on foreign stock 

. exchanges. 
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the French. They had not the experience in directing 
financial activities toward the unmeasured natural re
sources of new countries that belonged to the British. Ger
man investment leadership was more informed, vigorous, 
and conscientious than the French, more dominant, but 
also more circumscribed than the British. 

THE GROWTH OF THE INVESTMENT 

THE early seventies witnessed the introduction of many 
new foreign securities on the German exchanges. For the 
triumph of the war, followed by the receipt of indemnity 
payments and the establishment of the gold standard 
placed a new and unwonted plenitude of liquid funds in 
the capital market. An industrial boom of unbalanced 
proportions took place. The German investors were at
tracted to the securities of the Austro-Hungarian, Rus
sian, Turkish, Greek, Roumanian, and Portuguese govern
ments among others. They increased their purchases of 
American railway securities, taking an interest in the ex
tending systems of the American west and northwest. This 
new foreign investment was more widely distributed than 
that of earlier years, which had been held largely by the 
private banks and their wealthy clients. A fresh excite
ment and variety characterized the security markets. In 
1873 the crash of the industrial boom brought the emis
sion of foreign securities (as well as domestic) to an abrupt 
end. Throughout the decade of the seventies the losses, 
the immobilizations, and discouragement of this crisis cast 
their shadow over German security markets. The rate of 
expansion of German industry fell off. Capital was scarce. 
It is possible that in these years the resale by German 
capitalists of foreign securities previously bought ex .. 
ceeded the new purchases. In 1883, after the outward 
movement of capital had again begun, Schmoller estimated 
that German foreign investment was only between 4 and 
5 million marks. 
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During the eighties the employment of German capital 
in foreign securities was resumed with fresh zest and in 
growing amount. Certainly the volume of foreign invest
ment was in this decade greater-in relation to the total 
national income (and perhaps even in actual amount)
than during any other decade. German industry had over
come its difficulties, and German trade was fast expanding. 
It was a period of easy money and of falling interest rates 
throughout Europe. The rate of interest on German gov
ernment loans was reduced, the German railroads were 
nationalized. The investors were seeking higher returns, 
and in response to the opportunity the banks provided 
securities, issued by the Balkan states, by Turkey, Rus
sia, Spain, and Portugal (two issues of the City of Lisbon, 
two issues of Portuguese railway bonds and one of the 
Portuguese Government). Many of these new investments 
were of doubtful quality. 'l.,he stronger foreign govern
ments tended to favor the London and Paris money mar
kets where their connections were of older standing and 
the available financial terms better. In 1887 Bismarck, 
alarmed, protested to the House of Bleichroder over the 
volume of foreign investment. Not long after the first 
defaults occurred. But the high tide of the foreign se
curity issues came between 1887 and 1890. Heavy pur
chases of Argentine securities were made. At Bismarck's 
behest financial assistance was repeatedly extended to the 
Italian Government. The Deutsche Bank earned the Ana
tolian Railway Concession by a loan to the Turkish Gov
ernment. The securities of the Venezuelan and Mexican 
governments made their first appearance in the German 
market. In Berlin there was flushed speculation in the 
shares of gold mines and the Panama Canal. 

A harvest of disappointment followed. In all the de
faults of the times the German investors found themselves 
involved.' Not least important as a source of loss were 

'See V. W. Christians, DitJ De.tltchea Emie1ioruhii.uer und Ihr6 
Emi.rtioftea (Berlin, 1893). The Gt~1chicht• der Fraakfv.rtt~r Zeituag 
(Frankfort, 1911), pp. 59.fo 6t req., deseribes the popular reaetion. 



70 Europe: The World's Banker: 1870-1914 

the numerous failures of the American railways; that of 
the Northern Pacific was particularly felt. As early as 
1884.! the Frankfurter Zeitung had proposed that gov
ernmental supervision of railway finances should be made 
a condition for admission of American railway securities 
to listing on the German stock exchanges. The Nord
deutsche Zeitung now asked for the expulsion of all these 
securities. 8 According to Schmoller's estimate German 
losses in foreign investment between 1885 and 1893 could 
not have fallen far short of a billion marks--about one
tenth of the total investment.9 

But by 1894.! the damages suffered through these de
faults were in part repaired, in part forgotten. The amaz
ing success of the chemical and electrical industries gave 
a fresh impulse to security operations. New foreign bor
rowing was again contracted within Gennany, by Austria
Hungary, Turkey, the Balkans, by China, and the South 
American states. The German overseas banking system 
was being expanded at a rapid pace. Still on the net bal
ance the outward movement of capital was not very large 
-perhaps an average annual investment of 500-600 mil
lion marks from 1894.! to 1900. For the German banks and 
private capitalists during this period tended to dispose of 
their holdings of Russian, Italian, and Spanish govern
ment securities. Shifts in political allegiance had caused 
friendship toward these countries to dim, and had cast 
shadows of fright over the continental situation. 

The new century opened amidst great industrial ac
tivity,out with high interest rates and a crowded capital 
market. These conditions tended to prevail up to 1914.!
interrupted by one major and one minor crisis period. The 
volume of new foreign investment tended at first to in
crease, and to extend to new areas. A larger part of the 
foreign investment of these years went overseas than in 
previous years, a smaller part to continental borrowers. 

s GeachichtiJ tkr FraRkfurter Zeitung, p. 583. 
9 EcOftfHIIut, October 20, 1894. 
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A larger share went for the financing of industrial and 
banking enterprise under Gennan control. Investment in 
the German colonies, hitherto almost negligible, grew. In 
all these fields the selection of issues by the banks and in
vestors became more rigorous. 

In the years immediately preceding the outbreak of the 
war the rate of new foreign investment again tended to 
decline.10 The domestic demand, governmental and pri
vate, for available capital supplies was unrelaxed. The 
German banks were constant seekers of credit in other fi
nancial markets. Interest rates were decidedly higher than 
in Paris and London. The maintenance cost of Germany's 
expanding army and navy, the extension of German in
dustry, the demands of the cities, tended to shut foreign 
borrowers out of the German market. 

For measurement of the total German foreign invest
ment we are dependent upon estimates, made from time 
to time by a variety of methods. The following figures can 
be taken only as a rough approximation of the truth.l1 

The mark was then worth 4.2 to the dollar. 
Year 

1883 
1898 
1905 
1914 

Bill&ou of mark• 
5 

10-18 
15-18 
22-25 

The average annual growth of investment during the 
twenty years before the war approximated 600 million 

to German writers appear to agree on this. Computations of the bal
ance of payments tend to support this view. See, for example, H. G. 
Moulton and C. McGuire, Germany'• Capat:ity to Pay (New York. 1928), 
pp. 26-38. 

11 The material is lacking for year-to-year measurement. The figures 
given in the table in the text are for the total gross ownership, i.e., no 
deduction has been made for foreign investment in Germany by foreign
ers. They include the investment in overseas banks and in the German 
colonies, but not the investment in shipping. After studying the invest
ment country by country, I would set 25 million marks as the highest 
total within the range of possibility. In Moulton and McGuire, op. cit., 
Appendix A, a list of estimates for different years will be found. 
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marks, including the investment in overseas banks. It re
mained but a minor fraction of total German wealth, 
growing in about the same proportion as the total, and 
representing in 1914 in the neighborhood of one-fifteenth 
of the total German wealth.12 It was an even smaller part 
of the current income of the country. During the closing 
years of the eighties when foreign securities were favored 

· in eager calculations, perhaps as much as 5 per cent of 
the total income of the nation was so invested. But this 

:. was a peak. In the years following 1900 when the foreign 
borrowers were appealing in greater numbers to the Ger
man money market, it is likely that the amount of income 

: so diverted did not much exceed 3 per cent. When after 
1911 domestic demands J?ecame more urgent certainly no 
more than 2 per cent of the total income was turned to 
earn revenue abroad.18 

The income received from these foreign employments 
of capital made up between 3 per cent and 4 per cent of 
the total national income up to 1900; thereafter it tended 
to fall to about 3 per cent. In the years when the volume 
of new foreign investments was high, it exceeded the in
come received from those previously made; in years when · 
the German bankers and investors lent little to foreign 
borrowers, it fell below the income currently received. 
From 1911 to 1914 the latter situation prevailed. The 

n These calculations are derived from J. C. Stamp, "Wealth and In
come of the Chief Powers" in Current Problems in Fifi(Jf&C6 and GO'OBrn
ment (London, 1924), p. 332, as revision of the computations made by 
Karl Helfferich. 

1a Tbe calculations of total income relied on for the statements in the 
text are, in billions of marks: 

Year AfiWUnt Author 

1896 26.0 Scbmoller 
1896 21.6 Helfferich 
1907 27-30 Riesser 
1913 42 Colson 
1914. '" Stamp's revision of Hellfe-

rich 
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German economic and financial system was using part of 
the revenue of its foreign investments to pay for the grow
ing volunie of goods brought from abroad-for raw ma
terials needed to keep huge factories at work, and food
stuffs, raised abroad, relished by a working population 
whose wages were increasing. 

THE ZONES OF INVESTMENT 

EcoNOMic, financial, and political considerations mingled 
in the processes which determined the selection of fields of 
foreign investment by German capital. No fixed and domi
nant affiliations narrowed down the direction of its flow 
to a few definite areas. Up to almost the end of the nine
teenth century it moved mainly toward near-by states, 
especially those on its eastern frontiers. The govern
ments of these countries then were bound to Germany by 
friendly alliance or by fear of the national power demon
strated in the war with France. They needed German 
capital for the exploitation of their resources, German 
technical knowledge and organizing capacity. From them 
Germany drew raw materials, to them she sold manufac
tured products. This was the natural area of extension of 
German financial enterprise. 

But even before the nineteenth century was over fi
nancial and political influences were restraining the proc
ess in some of the directions it had previously taken and 
were stimulating it in others; and these influences con
tinued to be active up to 1914. French capital was more 
freely and cheaply available for European borrowers; 
French savers showed less anxiety regarding the solvency 
of badly governed states. At the same time, German com
mercial interests and political aims began to extend to 
many other parts of the globe. Colonies were acquired in 
Africa and on the Asian Continent. The growing countries 
of Latin-America appeared to be an open area for Ger
man finance and trade, certain to increase in importance 
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as their populations increased and modem productive 
technique was applied to their resources. The girth and 
rapid development of the United States, of Canada and 
the other British dominions, tempted with their opportuni
ties. German foreign investment scattered more widely, 
pursued more aims at once. 

The measurement of its distribution must be faulty
the following figures are only rough approximations. 

GEOGRAPHICAL DISTRIBUTION OF GERMAN LONG-TERM 
FOREIGN INVESTMENT 19UH 

(Billions of marks) 
Ev.rop• 

Austria-Hungary 
Russia 
Balkan countries 
Turkey (including Asiatic 

Turkey) 
France and Great Britain 
Spain and Portugal 
Rest of Europe 

Outside of Europe 
8.0 Africa (including German colo-
1.8 nies) 2.0 
1.'1 Asia (including German colo-

1.8 
1.3 
1.'1 
1.2 

12.5 

nies) 1.0 
United States and Canada 8.'1 
Latin-America 8.8 
Other areas 0.5 

u.o 

Somewhat over half the total foreign investment, in 
1914, was in the European Continent, including Turkey 
as a European state. Of the bond investment, probably 
as much as two-thirds was in this region.15 German capital 
held many securities of the Austro-Hungarian govern
ments. It had helped to build the Austrian railways, and 
had intimate connections in all fields of banking and in
dustry. Yet it is possible that in the years before the war 
German investment declined rather than the contrary, as 
the pressure upon German capital resources increased. 
The investment in France and Great Britain represented 

u The material for this table was drawn from a large variety of 
sources, mentioned in later chapters where the financing of various areas 
is discussed. 

u Compare the analysis in F. Lenz, "Wesen und Struktur des 
Deutschen Kapital-Exports vor 191-1," Weltwirtachaftlichea Archiv, July, 
1922. 
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attempts to supplement or extend German business ac
tivity. Iron ore supplies were sought. Branches of German 
chemical, metallurgical, and electrical plants were estab
lished to operate in markets more. effectively reached 
thereby. Branch banks and trading companies working 
with German commercial interests were founded. 

Of the investment in the Balkan states, almost half of 
the total was in Roumania, some in government securities, 
the rest in oil and industrial properties, timberlands, and 
banks. Up to the defaults of the nineties Germany had 
been the chief financial support of the other Balkan 
governments, but thereafter this investment was hardly 
enlarged. Investment in private enterprises in these coun
tries grew, but not without discouragement and opposi
tion. In Russia, likewise, it was in the decades before the 
nineties that German purchases of government securities 
mounted most rapidly. Thereafter, till 1914, the stock 
exchanges were closed to new listings of Russian govern
ment securities with the exception of a few issues favored 
by temporary political circumstance. German enterpris
ing capital, too, was checked in its efforts at extension in 
Russia, but substantial amounts were engaged in metal
lurgical and machine-making works, banks, public utili
ties, power plants, and the electrochemical industry.16 

During the eighties and early nineties German capital 
became heavily interested in Italian government securities, 
and put much besides in banks, in electrical, metallur
gical, and shipping industries. But later on many of the 
government securities were sold, and the participations in 
industrial enterprise extended only slowly and against 

1e According to the computations given by L. J. Lewery, Foreign 
Capital lafJIItfMnt in RUIIrian Indlrutriea (Bureau of Foreign and Do
mestic Commerce, Miscellaneous Series, No. 1241, Washington, 1928), p. 
7, the German investment in Russian industry and commerce was 817 
million rubles (not including commercial undertakintrs), of which '12 were 
in financial institutions, 55 in municipal public utilities, 48 in mining 
and metallurgy, '18 In metal and machine-making plants, 80 in chemical 
factories. 
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unfriendliness. The holdings of Spanish and Portuguese 
securities were not added to after early disappointments. 
In the small neighboring states, Switzerland, Holland, 
Belgium, German industrial enterprise and capital were 
more thoroughly at home, and German capital was active 
in half a hundred fields. But it was in Turkey, during 
these later years, that the accumulation of German capital 
was most notable. It extended its purchases of govern
ment securities, and found even under difficult circum
stances the means of carrying along the Bagdad railway 
project, engaged in port construction, in local public 
utility and other enterprise. Such was the panorama of 
German investment in Europe. 

Of the investment overseas the largest share was in the 
American continents. Securities of many American and 
Canadian railways had long enjoyed an active market on 
the German stock exchanges. German capital built branch 
factories in lines of industry in which they were pre
eminent, created establishments to utilize chemical and 
metallurgical patents and formulas; numerous trading 
concerns established themselves.17 The investment in 
Latin-American countries was scattered and took many 
forms. During the years after 1900 a reception was given 
to the government bonds of almost all the Latin-American 

17 Report of the U. 8. Alien Property Cmtodian, February 15, 1919 
(Washington, 1919), contains a detailed list of the securities owned, and 
the enterprises in which Germans held an interest before American entry 
into the war. The list includes the ownership of German citizens then 
resident in the United States. Important among the security holdings were 
the stocks and bonds of the Baltimore & Ohio and Pennsylvania railroads, 
the United States Steel and American Telephone & Tele~rraph. The 
amount invested in stocks exceeded that invested in bonds. One interest
ing feature of the stock holdings is the number of stocks of "unknown 
and undetermined value." These were chiefly oil and mining stocks; ap
parently the promoters of the West found a good field In Germany. The 
total value of the property, including patent rights, in the hands of the 
Custodian, was set at 566.7 million dollars. But because of the circum
stances of sale, the condition of valuation, the lack of distinction between 
enemy aliens of different nationalities, etc., this total must be taken only 
as a general indication. 
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states, of Argentina, Brazil, Mexico, Chile, Venezuela, and 
others, and even to the provincial and municipal loans of 
these countries. A coordinated and profitable system of 
banks was built up south of the Panama Canal. A num
ber of port works and public utilities was financed and 
operated under German direction. In contrast to the ac
tivity of British capital, the railway ventures undertaken 
were few; a small part in Mexican and Argentine railway 
financing, a small line in Brazil, trouble-making lines in 
Venezuela, unexecuted plans in Guatemala-these made 
up the German financial interests in this field. British and 
American financial and construction enterprise enjoyed a 
preference over German right up to 1914; only second 
choices were left. A favored form of enterprise was that 
for the conduct of export and import trade. Some invest
ment was made in mortgage banks and plantations. 

Of the investment in Asia, only that in China was of 
importance. German capital participated in most of the 
general loans of the Chinese Government. In Shantung it 
undertook, by itself, the financing of railroads and mines; 
a share was taken in other railway borrowing. The number 
of German business houses in the Far East increased. 

The capital invested in African territories outside of 
the German colonies exceeded that placed in the German 
colonies. The interest in South African gold mines and 
railways antedated the Boer War. That in Egyptian gov
ernment securities also went back to an early period. The 
purchases of Moroccan bonds, the investment in public 
utility and mining enterprises, grew before the establish
ment of the French protectorate, but never was great in 
total. Within the German African colonies, investment 
was small before 1907, consisting largely of that in trad
ing and plantation companies, some of which possessed 
imperial charters. Heavy losses were suffered by these 
companies in their first efforts, and the German Govern
ment and Great Banks had to come to their rescue re
peatedly. After 1906 investing interest in colonial enter-
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prises increased. Railroad building was carried forward 
vigorously with the direct financial aid of the German 
Government in all four of the colonies in Africa; three 
roads of penetration were headed toward the Congo. Min~ 
ing and exploration companies overcame their first diffi
culties and were finding it easier to raise capital for ex-
tending operations. · 

In this scattering of German investments, despite the 
intrusion of political circumstance, there was a bent 
toward those investments which would produce an eco
nomic development beneficial to German industry and 
commerce. By loans to governments of countries with 
promising economic futures, German finance might win 
place which would indire~ly yield opportunity to German 
industry and commerce. By the creation of banks, the 
establishment of branch factories, the building of rail
ways, the same purposes would be served. The whole 
operation of the German economic system, between 1870 
and 1914, became increasingly dependent upon the de
velopment of foreign markets for German goods. Thereby 
only could the expansion of the German heavy industries 
be sustained, the raw materials necessary for that expan
sion secured, the rapidly growing working population be 
kept in employment with an improving level of life. The 
banks weighed these considerations against the needs of 
domestic industrial establishments and the demands of the 
government. 

THE CHARACTER OF THE INVESTMENT 

DEsPITE a prevailing conception to the contrary, sub
stantially more than half of the foreign investment was in 
fixed interest-bearing securities, especially the bonds of 
foreign governments.18 A large part of the investment of 

18 According to the calculation of H. Zickert, Dill Kapital-Anlag• in 
Avllandi.rcheA W6rlpapi6ren (Berlin. 1911), pp. 39-40, 56.8 per cent of 
all foreign securities listed on the German Stock Exchange in 1910 were 
fixed interest-bearing. 
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variable return was not in the hands of individual in
vestors but of the Great Banks. They in many different 
fields bore the main financial risk of new enterprise; even 
after the enterprises were established they tended to keep ' 
stock in their possession when disposing of fixed interest
bearing securities. 

Next to government securities, it was in railway securi
ties that most German capital was invested. Some of these 
securities represented merely outside investment without 
banking participation in control, as in the case of the 
American, Canadian, Mexican, and Russian railways. 
Other railway investments were accompanied by complete 
or partial control of the property as, for example, in the 
railways of the German colonies, of Venezuela, of Shan
tung, of the Oriental, Anatolian, and Bagdad railways in 
Turkish territory. The investment in other public utili
ties was comparatively small and widely scattered, those 
in Turkey, in Russia, in the Balkans, and South America 
being most important. The sum so invested was probably 
exceeded by the amount devoted to the establishment of 
branch industrial factories. The great establishments 
(Allgemeine Elektricitats Gesellschaft, Siemens and 
Schuckert) had plants in Austria-Hungary, Russia, Italy, 
Spain, and elsewhere, to make and instal electrical equip
ment. Electrochemical works were established in Rus
sia, Austria-Hungary, Spain, Sweden, Norway, and 
Switzerland. In the development of mining properties com
paratively little capital was invested. Shares were taken in 
the gold mines of south Africa; iron ore properties were 
sought in Europe and Africa; colonial enterprises were 
developed in Shantung and southwest Africa. But the 
Germans had little experience in the mining field, and 
left it chiefly to the British and Americans. In oil-bearing 
properties the important investment was in Roumania, 
where six large companies were grouped under the fi
nancial direction of the Deutsche Bank and Diskonto
Gesellschaft. 
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These, along with the interest in foreign banks, com
mercial and mortgage, plantation companies, and trading 
companies, were the forms which German loans and in
vestments took. As the era from 1870 to 1914 moved to 
its end, there was a growing reluctance to supply capital 
for the needs of foreign governments. There was a grow
ing determination that some visible advantage should be 
obtained for German commerce and industry from the 
foreign investment of capital of which, it was felt, the 
German Government and industry had constant need. 



PART II 

RELATIONS BETWEEN FINANCE AND 
GOVERNMENT IN THE LENDING 

COUNTRIES 



CHAPTER IV 

FINANCE AND GOVERNMENT IN 
GREAT BRITAIN 

LEGAL FREEDOM AND INFORMAL INTERCOURSE 

BRITISH loans and investments in foreign lands 
first attained substantial volume in that same era 
-the first half of the nineteenth century-in 

which British industry and commerce found their growth 
by supplying the rest of the world. Like those who carried 
on industry and trade for their own profit, those who had 
capital to invest, and those whose business it was to deal 
in investments claimed the right to carry on their activi
ties without government hindrance and control. Their af
fairs, they argued, were best run, judged both by their 
own interest and by national interest, without govern
ment interference. To this laissez faire argument official 
opinion subscribed. Such a view was natural in the country 
which did not impose legal reserve requirements for banks, 
which permitted gold to enter or pass out without control, 
which left to private individuals the direction of the Bank 
of England, and which allowed the Stock Exchange, as a 
private institution, to manage itself. Thus the govern
ment attempted no formal regulation of capital invest
ment, except to prevent fraud and to prevent activities 
judged socially unwholesome. As the capacity of the Lon
don money market grew, as London became the center 
where the world's commerce and development was financed, 
banking circles came to regard their freedom as essential 
to the maintenance of their dominance. The power to act 
without the complications of official formality, without 
having to weigh considerations outside of those inherent in 
every financial deal, was considered to be one of the secrets 
of supremacy. Freedom of capital movement, too, fitted 
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naturally with the free-trade commercial policy of the 
country, and was supported by the same arguments as 
supported this commercial policy. 

That under this regime of freedom so large a part of 
the available British capital sought occupation abroad, 
provoked little serious doubt of its wisdom. For the chief 
industries of the country came to rely increasingly upon 
their foreign commerce. The investment of British capital 
abroad was regarded as bringing additional sustenance to 
that commerce. If it created foreign competition-but it 
was seen that for the most part it avoided opportunities 
where it might-there was confidence that the competition 
might be met. Since most entered fields such as railroad 
construction, mines, shipping, land development and the 
like, the return, in the form of orders for British industry, 
was direct and evident. Furthermore, a large part of the 
capital which went abroad was serving to develop lands 
owned by Englishmen, part of the Empire, of a far scat
tered, yet felt to be integral, whole. Thus there was much 
less of that undertone of criticism of foreign investment 
on economic grounds by commercial and industrial circles 
than existed in other lending countries. As for the agricul
tural interests, they were too weak to make a divergent 
opinion effective, even if they entertained one. Little op
position existed to the movement abroad of British capital 
either because of the volume this movement attained, or 
because of its economic results. Save in exceptional in
stances where some British interest, usually political, 
seemed to be threatened, there was little \'\ish for formal 
official interference.1 

1 Of course there were a few scattered critics among the socialists and 
advocates of imperial unity. The most capable critical analysis of the 
political and economic results of British foreign lending, written by a 
lifelong opponent of the extension of European power over backward 
countries, is J. A. Hobson's Imperialism (London, 1902). This is, how
ever, not a plea for government regulation of foreign investment, but an 
argument against the use of governmental power in support of investors 
in backward countries. 
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This attitude was agreeable to the cabinets which suc
ceeded each other in office; they did not wish to have to 
concern themselves regularly with the process. Numerous 
official documents bear witness to the reluctance of the 
government to introduce itself into this field either to 
check an investment operation or to call upon banking 
institutions to render assistance to some governmental 
purpose. Such was the general tradition and official policy. 
The government tended-as far as ordinary practice 
went-to treat the financial institutions as a separate in
dependent power, rather than as a subordinate one. The 
chief reason was explained in 1914 by Sir Edward Grey, 
as Secretary of State for Foreign Affairs, in describing 
this policy. 

British financiers run their business quite independent of 
politics, and, if we attempt to interfere, they naturally con
sider that we .come under some obligation. If they do some 
particular thing, either in granting or withholding a loan, 
to oblige the Foreign Office, then, of course, we come under 
some obligation, and I do not think that it is a desirable sys
tem. It is much better that we should leHe them to deal with 
these matters of loans. I do not. say that there are no cases 
in which loans have a political character and in which finan
ciers come to the Foreign Office and ask if there is any objec
tion to them. But generally speaking, and especially in South 
America, these are things in which the Foreign Office does 
not .interfere. 2 

In keeping with this polic~·, communication between the 
government and the financial institutions was irregular, 
a matter of informal choice, indirect, and unrevealed. In 
a variety of ways suggestions passed back and forth be
tween the financial world and the government, subtle in
dications of each other's judgment. For the absence of 
any formal official requirement that the government be 

z Parliamentary ])ebalel, HoulfJ of Common~, 5th ser., LXIV, 1448-
1449. 
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consulted before the emission of foreign loans did not 
mean that there was no interchange between the govern
ment and those who engaged in the loan business. The 
course of foreign investment was pointed in unofficial in
tercourse between those who shaped the country's political 
and financial behavior. Without being compelled to do so, 
as Sir Edward Grey explained, financial groups contem
plating an issue which might affect some official purpose 
often sought to inform themselves of official opinion. This 
the government might refuse, often did refuse, to indicate; 
or it might choose an indirect method of making it known. 
But if and when it was discerned these financial groups 
ordinarily took serious heed. Banking groups, alert as is 
their wont, were guided. by some brief public intimation, a 
speech in the House of Commons or at a political dinner, 
or suggestion passed through the press. For such informa
tion was often of vital importance in gauging the security 
of the investment. Then, even outside of the particular 
transaction in question, they could ill afford to offend. 
Some groups, more closely connected with the govern
ment financially or personally, or more desirous of official 
favor and recognition, sought guidance far more fre
quently than others; some never entered into communica
tion with the government. 

In the Bank of England there existed a useful medium 
between the banks and the government. As banker for the 
state, it was in touch with the Treasury, and less directly 
with-the Board of Trade and with the Foreign Office. The 
meeting of its Board of Governors brought together repre
sentatives of large investment houses; through them a 
government policy could easily be conveyed. Financial 
institutions outside this group were in business relations 
with the Bank of England, and could hear echoes of offi
cial desire. Often the bank's approval of contemplated 
issues was definitely asked especially when the state of the 
money market made it possibly inadvisable to issue foreign 
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loans. To the informed mind the action of the bank in re
gard to the discount rate and the sale or purchase of bills 
and securities, itself conveyed an indication of official 
wishes which financial considerations made it prudent to 
regard. 

The habits and structure of British society, too, con
tributed to foster a natural harmony of action. In the 
small circles of power, financial po.;er was united with 
political power, and held mainly the same ideas. Partners 
of the important issue houses sat in the House of Commons 
or among the Lords, where they were in easy touch with 
the Ministry. In clubs, country week-ends, shooting par
ties, Sir Ernest Cassel, Lord Rothschild or Lord Revel
stoke could learn the official mind and reveal their own ; 
there was ample opportunity to discuss the wisdom or 
needs of the moment. The smallness of England, the con
centration in the same circle of those possessing influence 
or prestige, the responsiveness to group opinion which 
ruled, the personal honesty and discretion of English of
ficialdom, the acceptance by the financial world of a high 
standard of honor-all these combined to make it easier 
to understand the freedom left to private judgment. 

But various broader circumstances of Great Britain's 
position among the nations of the world contributed to 
make the operation of this policy sufficient and effective. 
British foreign policy kept itself aloof from many of the 
quarrels and agitations of European politics. It had no 
important direct aims on the continent of Europe except 
the maintenance of peace, and, incidentally thereto, the 
balance of power. For these it felt no need to take a part 
in many of those fierce and obscure struggles for influence 
which engaged the continental powers. The important ob
jects of British policy, to be defended or advanced, lay 
outside the continent. When these were touched, the Brit
ish Government renounced its attitude of nonintercourse 
between itself and the financial forces of_ the country. 
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When these came into issue, all prepossessions were laid 
aside. 

Again, the British position bred a large-mindedness, 
an assurance, in which it grew easier to trust to the un
restrained actions of private enterprise, to forego calling 
upon its aid or pushing it forward against its intention. 
Early in possession of a great empire which offered vast 
opportunity to British commerce and influence, not feel
ing an acute need for additional colonies or regions of 
influence, it dispensed with certain tactics used by Ger
many and France. An accumulated experience showed, 
and continued to show, that the manifold connections and 
activities of British commerce and finance achieved for 
Great Britain in their freedom a vigorous expansion. 

THE ADJUSTMENT OF FINANCIAL AND POLITICAL POLICY 

WHETHER these be the true explanations of the fact, or 
whether it was plainly and simply a matter of financial 
calculation, it is beyond question that the main course of 
British foreign investment was in accord with the main 
national purposes. The feelings and decisions of the in
vestors showed substantial identity with those of the gov
ernment in power. Capital went primarily to those lands 
from the development of which the British people hoped 
for benefit-in the way of new sources of raw materials 
and foodstuffs, new markets. Likewise, it entered chiefly 
those types of employment which brought benefit, in the 
form of orders, to British industry. Most freely and in 
greatest volume it moved to countries under the British 
flag and to the United States-within the circle, that is, 
of established political friendship. From countries toward 
which antipathy existed it abstained, quick to detect the 
beat of the war-drum, no matter how muffled and distant, 
in the rhvthm of relations. As in the decade before the war 
that beat grew louder and more insistent throughout Eu
rope, British judgment showed a growing mistrust of 
ventures anywhere on the continent. 
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A striking illustration of the accord that existed be
tween national policy and investment activity is giYen by 
the attitude shown toward opportunity in Russia. During 
the eighties and nineties, until 1906 in fact, while Great 
Britain and Russia opposed each other's forward moYe
ment in China, Afghanistan, Thibet, and Persia, British 
investors and banks abstained almost entirely from addi
tional Russian loans or investments. Toward Japan the 
London loan market was, on the contrary, responsive. In 
1901-2, while the British-Japanese alliance was being 
worked out, and all the continental money markets refused 
or hesitated, Japan found ready support in London. Dur
ing the Russian-Japanese war, only Japanese war loans 
were bought. But as matters in dispute between the Brit
ish and Russian governments began to move toward settle
ment, British capital began to move toward Russia. Not 
long before the publication of the 1907 understanding, a 
large Russian government loan was contracted in London 
for the first time in several decades. In the following years, 
as the political intimacy ripened, many emissions of Rus
sian government and municipal loans followed. British 
capital and enterprise began to operate Russian mines 
and oil fields, found banks, and build factories. A similar 
modulation of investment activity to official attitude and 
political circumstances tended to show itself throughout 
the field. 

In not a few instances of importance, however, no such 
adaptation of banking action to official wont or need 
occurred. Banking firms, whether out of ignorance, indif
ference or disagreement, transacted loans which inter
fered with the fulfilment of some government intention. 
Then the government took steps to make its will 
known, and to enforce it. The most spectacular of such 
interventions were called forth by loans to countries where 
financial transactions formed the channels through which 
political tides ran-as in Turkey, China, and Persia. 

After many previously given indications of interest, 
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and after drawing the banks into the negotiations, the 
British Government in 1903 withdrew its support from 
the project to build a trunk line across Turkey, from Con
stantinople to the Persian Gulf-the Bagdad railway 
plan. Simultaneously those British banks that had ar
ranged to participate in the financing and operation of 
the line, withdrew. Whether the bankers, frightened by 
the opposition shown in the press and Parliament, with
drew even before the announcement of the final decision 
of the government or in deference to this decision remains 
in some obscurity-as the account given in a later chapter 
indicates. But for the next decade it was the opposition of 
the government to the project which prevented the entry 
of British capital. Briti~h banks, consistently though with 
reluctance, rejected proposals that were made to them. At 
least once, the Foreign Office intervened in financial nego
tiations with Turkey, which had no direct bearing upon 
the Bagdad railway project. In 1910, Sir Ernest Cassel, 
head of the newly founded National Bank of Turkey and 
friend of King Edward, was induced to withdraw from a 
loan for the Turkish Government arranged in cooperation 
with the Deutsche Bank. 

Twice, to give further illustrations more fully presented 
later, the British Government felt itself compelled to in
tervene in the loan negotiations with China-checking Brit
ish banks whose activities hindered the consortium which 
had official support. To enforce its purpose the govern
ment did not hesitate to threaten the Chinese Government, 
and to indicate its serious displeasure to the interloping 
banks. 

It was also to make another government conform to its 
will that the British Foreign Office introduced itself into 
loan negotiations between Persia and British bankers. By 
their agreement of 1907 Russia and Great Britain had 
diYided Persia into spheres of influence, of operation for 
their capital and enterprise. The Nationalist party in the 
Persian Assembly took this agreement to portend the loss 
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of Persian independence. Hence when during 1909-10, 
the two governments asked in return for direct financial 
aid, that a partly European commission be appointed to 
supervise the expenditure of the borrowed ·funds, that 
seven Frenchmen be employed in executive posts in the 
Ministry of Finance, and that they be given prior right 
to build railways, the National Assembly refused to bor
row and endeavored to contract a loan with private bank
ers. Three times the British Government appears to have 
acted to constrain British financial institutions from re
sponding. In 1909, just as the British and Russian gov
ernments were making joint proposals to the Persian 
Government, the arrival of word that a British firm had 
been offered an option on a Persian loan by a continental 
group, the International Oriental Syndicate, caused the 
Foreign Office to take swift action to compel the ar
rangement to fail. Again in April, 1910, the British Gov
ernment joined the French in an action of the same 
kind. Some months later still, Seligman & Company of 
London offered Persia a loan, part of which was to be 
used to pay off the advances received from the Imperial 
Bank of Persia and to remove the lien held upon the cus
toms of South Persia-the British sphere of influence. The 
Imperial Bank of Persia had been founded with the ap
proving patronage and support of the British Govern
ment, and through it loans and advances had been made 
to the spendthrift Shah before his overthrow. By argu
ments of a nature unrevealed, the Foreign Office persuaded 
or compelled the Seligman firm to withdraw from the 
transaction. 

In these instances (and subsequent chapters contain 
many more), the incompatibility between a privately ar
ranged investment and the span of some imperial interest 
caused the government to interpose itself. Of such inter
ventions some probably remain unrevealed, for they were 
conducted under strict rules of secrecy, were kept within 
the locked chambers of the minds of diplomatic officials 
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and bankers. No good, it was judged, could come from re
vealing official purposes to the outer world, to other Eu
ropean governments, to states which might regard the 
conduct of the government as an unfriendly act. A dif
ficulty overcome, an object achieved quietly, seemed 
doubly achieved. These were the prime reasons for the 
maintenance of secrecy; and in many cases, good reasons 
they were. But the government ordinarily chose to explain 
it as a matter of obligation to the private interests con
cerned. Thus Lord Lansdowne, Secretary of State for 
Foreign Affairs, defended his refusal (March 5, 1903) 
to lay before the House of Lords the correspondence which 
preceded the decision in regard to the Bagdad railway. 

. . . These communi~ations were . . . of the most con
fidential character. Now I am under the impression that the 
occasions upon which the British Government finds itself in 
such confidential communication with the representatives of 
that great organism which we are in the habit of describing 
as the City, are of rare occurrence--probably much rarer 
than in any other country in the world. But I do say that 
when those occasions arise, and when those confidential com
munications take place, it should be on the clearest possible 
understanding that the confidence which is given and re
ceived is respected from beginning- to end. and I think that 
we should ill requite the manner in which the gentlemen to 
whom I have referred have approached this question if we 
were to offer any encouragcm<'nt to the idea that we should 
lay ~efore Parliament or in any way give to the public the 
documents, or the purport of the comersations, that passed 
between us.3 

THE COJ,ONJAI. STOCKS ACT 

THESE interventions were nff airs of the moment, bred by 
special circumstance, and directed to precise ends. But in 
one way the movement of British capital was affected per-

a Parl. Debates, Howe of Lord:t, 4th St'r., CXXI, 1343-1344. 
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sistently by standing government policy, by the standing 
law of the land. British capital was directed toward the 
British dominions and colonies by the Colonial Stocks Act. 

By this act, as revised in 1900, the securities, duly regis
tered in the United Kingdom, of the British colonial and 
dominion governments which observed the applicable 
Treasury orders, were made eligible for inclusion among 
"Trustee Securities."4 The loans of the Indian Govern
ment had been previously so privileged as their issue was 
subject to the control of the British Parliament. By ac
quiring "trustee" status, securities became purchasable by 
trust bodies and institutions whose choice was restricted 
closely and whose security holdings were considerable. 
This provided a strong market for colonial and dominion 
bonds within which the bonds of foreign governments 
could not compete. In addition the safeguards imposed by 
the Treasury orders augmented the confidence felt by 
investors. 

In accordance with the duty assigned by the Colonial 
Stocks Act (Section 2), the British Treasury prescribed 
the conditions of eligibility to be observed by the borrow
ing governments. First, the colony (or dominion) had to 
provide by legislation for the payment out of its revenues 
of the sums which might become payable to the investor~ 
under any judgment, decree, rule, or order of a court in 
the United Kingdom. Second, the borrowing government 
had to satisfy the Treasury that adequate funds, as and 
when required, would be made available to meet any such 
decisions. Third, the borrowing government had to plact 
on record a formal expression of their opinion that any of 
its legislation "which appears to the Imperial Government 
to alter any of the provisions affecting the security to the 
injury of the investor, or to involve a departure from the 
original security contract, should properly be disavowed." 

'The question is discussed in the Report of thi/J DI/Jpartmental Com
mUtu Appointed to Coruider the In.ve1tment of TrtJ~t Fvn.d1 in Colo11ial 
Imcribed Stock• (C6278, 1890-1891). 
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In establishing the preference conferred by this legisla
tion Great Britain was moved by diverse considerations. 
To promote the economic development of the colonies and 
dominions recommended itself both on political and eco
nomic grounds. These were the natural political allies of 
the government, the natural area of operation for British 
industry and commerce. A trust in consanguinity, in Brit
ish qualities transplanted abroad, bred the conviction that 
they were the safest outside fields of investment and so, 
wisely favored. Then, too, there was the assurance that a 
substantial part of such borrowing would be expended in 
the United Kingdom. For under the British colonial regu
lations, the borrowing of the colonies not possessing re
sponsible self-government was arranged through Crown 
Agents. These officials ·were resident in London, and ap
pointed by the Secretary of State for the Colonies. Into 
their care was given the purchasing of colonial govern
ments in foreign markets. 5 In the offices of these agents 
were drawn the specifications for colonial railways, harbor 
works, public utility plants, and the contracts for ma
terials signed. For the foreign purchases of British India, 
whose loans had to be authorized by Parliament, the same 
system was operated through the office of the Secretary 
of State for India. In 19~3 it was stated by the Under
Secretary of State for India that in the past 95 per cent 
of the borrowed funds spent abroad by the Indian Govern
ment had been devoted to purchases in the United King
dom.6 The self-governing dominions, the largest borrow-

II For infonnation as to thl"se rl"gulations and their operation, set" the 
Regulation~~ for His Majesty's Colonial Service, the Dispatch from the 
Secretary of State for the Colonies to Governors of all colonies not pos
•essing responsible government, etc., Febf"'lary 06, 1901,, and especially 
the Minutlll of Evidence, Committee of EfUJuiry into the Organisation of 
th1 Cro'llm .A.genta Office (Cd. 4474, 1909). 

eOn the occasion of a debate in the House of Commons, July 17, 1923, 
over the proposal to insl"rt in an East India Loans Bill "provided that 
at least seventy-five per cent of any such sum, or sums, so raised be I"X

pended in Great Britain." In this connection see also the Reso/u.tion of 
the Legislative AsBBmbly of India, 1921, advocating purchases "in the 
cheapest markets." 
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ers, similarly retained financial and purchasing agents in 
London. But they were of their own selection, and the 
home governments used their discretion entirely in decid
ing to what extent purchases should be made through 

· them. These arrangements created a sentiment favorable 
to colonial and dominion loans, especially in the industrial 
circles which could foresee a direct benefit to be obtained. 
The accepted belief that foreign investment always must 
stimulate foreign sales after all, rested upon abstract, 
complex reasoning. In the case of colonial and dominion 
loans the fact became self-evident. Thus opinion in indus
trial circles supported the preference conferred by the 
Colonial Stocks Act. 

THE GOVERNMENT'S CONCERN WITH FOREIGN OPPORTUNI-

TIES FOR BRITISH CAPITAL AND ENTERPRISE 

THosE who directed the foreign affairs of Great Britain 
between 1870 and 1914 desired uninterrupted friendly re
lations with outside powers. Thus they were inclined to 
eschew fields of action which multiplied disputes with other 
countries without bringing great benefit. The vicissitudes 
of British capital and enterprise in search of opportunity 
abroad often fell, or seemed to fall, in that class. The 
underlying wish of the government-to be detected in 
phrases, gestures, unexplained actions of omission or com
mission, not in formal utterances-was that this hunt for 
opportunity should engage the Foreign Office as infre
quently as possible. The importance of the operations of 
British capital abroad was not underestimated, once the 
philosophy and calculus of empire were generally ac
cepted. But a place achieved solely through private effort 
and arrangement was doubly valued, for it involved the 
government in no rivalries, no difficult and uncomfortable 
negotiations. "The Honorable 1\Iember asked me what 
laurels I had on my brow with regard to railway con
cessions," Sir Edward Grey, the Secretary of State for 
Foreign Affairs, informed the House of Commons on 
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July 10, 1914, "I would much rather if when we get com
mercial concessions, that they were given with the good
will of foreign countries from which they were obtained 
and not by diplomatic pressure. And that is one of the 
reasons why, if I had laurels, I would much rather not 
wear them on my brow but put them in my pocket.m 

This was the traditional official attitude, inherited from 
the early nineteenth century, tinged by the training and 
outlook of those circles which bred most of the political 
leaders. But as the century bore to its close, this natural 
inclination, attitude, yielded to the shaping forces of the 
time. As highly organized industry and commerce attained 
a steadily growing part in deciding Great .:Britain's po
litical-course, the demand increased that the government 
use the power of the state to aid British industry to secure 
openings and contracts abroad; and in response to the 
demand, the government yielded. 

The important European lending countries, moved 
either by that same age-long zeal for an extension of their 
rule that carried Alexander and Caesar across the known 
world, or by some compulsory tendency of their national 
economies-the question of basic moving force cannot be 
settled here--were seeking to assume dominion over for
eign regions, or when that seemed unobtainable, preferred 
or exclusive opportunity. But the political morals of the 
time did not countenance the outright use of force, which, 
in addition, was apt to be costly. Diplomacy discovered 
that its ends might be realized by alliance with private 
capital and enterprise. In many countries the people were 
wholly unhabituated and unable to construct and manage, 
by themselves, a machine and power industry. The politi
cal units under which they lived were obsolescent, and their 
loyalties local and undeveloped. Their government organi· 
zation was incapable of planning industrial development, 
of managing relations with outside capital equitably and 

T Parl. Debate1, Howe of Commons, 5th ser., LXIV, 1442. 
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firmly. To aid private capital and enterprise in a world 
in which such ambitions were active, and such conditions 
prevailed, became an important activity of government, 
whatever the nature of the country's aims. 

Despite the traditional dislike of mingling in the nego
tiations of private business, and of complicating relations 
with other powers, the British Government undertook to 
give such aid. Sir Edward Grey clearly explained in an
swer to members of the House of Commons who were ac
cusing him of laxity {July 10, 1914), 

... I regard it as our duty, wherever bona fide British capi
tal is forthcoming in any part of the world, and is applying 
for concessions to which there are no valid political objec
tions, that we should give it the utmost support we can and 
endeavor to convince the foreign government concerned that 
it is to its interest as well as to our own to give the con
cessions for railways and so forth to Britillh firms who carry 
them out at reasonable prices and in the best possible way.8 

This aid was extended wherever some major aspect of 
British foreign policy seemed vitally affected, and the 
natural forces of competition could not be trusted to pro
duce an equitable or desired outcome. 

The exertions of the government adapted themselves to 
the strength and character of other governments, and to 
the ruling political relationships which existed in different 
areas. "'here strong and orderly governments existed, 
which might resent any display of pressure--as in the 
larger Latin-American countries, J apau, Spain, and the 

s ll>id., p. 1445. Still the government was criticized by groups which 
found government aid unsatisfactory compared to that extended by other 
governments. Thus, an influential member of the House, rl'counting 
episodes in which thl' Foreign Office showed itself unwilling to inter
fere, "I was told thl" Foreif!l\ Office could not interfere in matters like 
that. Other Foreign Offices do interfere; they recognize, and why should 
we not recognize as we are the greatl"st of commerdal countries, what 
other Foreign Offices recognize, that the advancement of the commerce 
of their country is the chief aim for which thl"y exist. Why do we not 
acknowledge that?" Sir J. D. Rees, ibid., pp. 1408-U09. 
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Scandinavian countries-government action rarely went 
beyond friendly recommendation, promotion of British in
terest where it was apparent that a common interest would 
be served. In the smaller states of Latin-America, where 
governments were often in the hands of self-enriching 
groups, and the play of wits and force rather than normal 
competitive considerations shaped decisions, government 
.representation became more pointed. But here the exist
ence of the Monroe Doctrine and American policies were 
restraining influences. Twice, in fact, in deference to 
American wishes, the British Government seems to have 
actually induced British enterprise to withdraw from ri
valry with American in regions in which the United States 
asserted a special interest. British oil interests were per
suaded to cease their 'effort to extend oil concessions in 
Colombia and in Mexico by tactics objectionable to the 
American Government.9 From the conflicts of influence in 
Eastern and Southeastern Europe the British Govern
ment tended to stand aside; it was inclined to leave this 
field of opportunity to the financial groups of France and 
Germany, Belgium, and Switzerland. 

It was in the undeveloped, disorganized Chinese Em
pire, in the lands on the road to India, Turkey, Persia, 
and Egypt, and in the continent of Africa that the gov
ernment stepped to the fore, strove with, by, and for 
British private groups. Sometimes this effort had no other 
object than helping an English group to secure equitable 
consideration. Sometimes it was bent on having a field of 
opportunity set aside for British capital and enterprise. 
Sometimes it was guarding a political front or acquiring 
new dominions. Always the government retained freedom 
to act in accordance with its best judgment. But that 
judgment was shaped by a recognition that the initiative 
of these groups was building up Great Britain's power in 

11 Life and Letters of Walter H. Page (New York, 1922), I, 181, 217, 
225, 221. The Intimate Papers of Colonel House (New York, 1926), I, 
194.-, 199, 202. 
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disputed regions; and these groups, themselves, through 
their influence in Parliament and outside had much weight 
in deciding the course pursued. 

By way of indication, some of the major interventions 
of the British Government-more fully presented in sub
sequent chapters-may be touched upon. From the ter
ritorial partition of China, British commerce had more to 
fear than hope. British policy gave support to the main
tenance of Chinese unity in rather cautious and inter
mittent fashion (as was required by the alliance with 
Japan, and, after 1906-7, by the growing friendship with 
Russia). Its aims in intervening the British Government 
phrased for itself as "redressing the balance of power" in 
China, and "retaining equal opportunities for trade and 
enterprise." Between 1896 and 1898 the field of British 
intentions was marked out. By direct ultimatum in 1898, 
the Chinese Government, which had already yielded to the 
demands of other governments, was forced to assign to 
British groups concessions for railways traversing ten 
provinces and to promise that it would not alienate the 
Y angtse Valley region to any other power. In later years, 
by skilful negotiations with other European governments, 
by patient support of British banks in troubled dealings 
with the Chinese Government, these rights were turned 
into actual opportunities, guarded against the invasion 
of other governments or capitalist groups, and augmented. 
The willingness of the government was indicated by Lord 
Lansdowne, on June 16, 1903, in concluding a speech 
on Chinese affairs. " ... I may say that the noble Earl 
may depend upon it that the associations which represent 
British interests in the matter of railway construction in 
China will certainly receive from His l\fajesty's Govern
ment a backing which I hope will bear comparison with 
that received by the representatives of other countries.'uo 
So, too, negotiating force and shelter was supplied to Brit
ish interests which engaged in mining in China. 

10 Pari. Debat,., HotJ.Je of LoriU, 4th ser., CXXIII, 1048. 
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To establish British influence and interests in Persia 
and the lands of the Turkish Empire, the same type of 
assertive activity was undertaken by the government. In 
the poor and distant land of Persia, no hope of serious 
economic gain stimulated official action. 1\Iajor aspects of 
imperial policy were deemed at stake-the prevention of 
Russian expansion toward India, the fear lest some alien 
interest would build a railway to the Indian frontier, the 
determination to maintain political dominance in the re
gion of the Persian Gulf. :For these reasons, the resources 
of the Persian Government must not be pledged to other 
lenders than British. Railroad and navigation concessions 
in South Persia must be in British hands. No powerful 
group of foreign nationality must be permitted to estab
lish itself there. The British Government induced, and 
when conditions demanded, coerced the Persian Govern
ment to put these matters in British hands. An additional 
purpose appeared with the discovery of oil in Persia. Lord 
Fisher had already made up his mind that the battleship 
of the future would be fueled by oil, and the supplies of 
Persia appeared as the answer to a suddenly realized need. 

In Turkey, too, the government was moved more de
cisively by political considerations, than by a sense of the 
importance of opportunity to British capitalists. Active 
the British Ambassador was in making place for his com
patriots, but less ardent and assiduous than his rivals, less 
driven on by an excited government. British financiers 
were permitted to reduce their interest in Turkish rail
ways. The successes of French and German syndicates and 
negotiators were witnessed without much anxiety. But the 
British Government kept its attention riveted upon those 
parts of Turkey, alien control of which was considered 
dangerous to the imperial scheme-Bagdad and the re
gions south to the Persian Gulf. Here British commerce 
was nourished, the claims of British navigation companies 
urged, the advancing project of the Bagdad railway 
stopped. In those negotiations of 1911-14, which prom-
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ised at the time to settle the division of opportunity in 
Turkey among the powers-these aims were vindicated. 

Africa, its precious metals, its offerings of all the re
sources of tropical and temperate zones, its untraversed 
reaches waiting the track-layer and the locomotive, at
tracted British youth and enterprise to its unexplored 
chances. In this continent where new political dominions 
could be secured by trafficking with some native chief, 
where concessions could be turned into political constitu
tions, where colonial boundaries were uncertain and rich 
regions were under the control of minor powers like Por
tugal and Belgium, each action of private enterprise be
came an element in political arrangement. In these facts 
the British Government needed no instruction. But outside 
of Egypt and South Africa, the British Government 
sought, at first, no additions to its responsibilities. It was 
not eager to undertake expenditure and military action 
to acquire new domains, rich as they might prove to be. 
But its citizens, its Rhodes, J amesons, Taubmans, l\Iac
kinnons, and Lugards and the financial groups that fol
lowed their daring lead had momentum of their own; they 
would drag the British Empire after them, and they did. 
Thus the historian of the economic development of the 
British Empire has observed that 

it has been the function of the British Chartered Companies 
to go in front of the nation and discoYer and organize a 
trade. Sooner or later this trade brings the company into 
conflict with foreigners or with native rulers, and the Crown 
has to intervene whether in the interests of its own people, 
or that of the natives, or to preserve order.11 

In occupied regions like the Boer Republics, in neglected 
colonial areas like Mozambique, in native highlands like 

n L. C. A. Knowles, The Economic Development of the Brituh Over
uu Empirfl (London, 1924), p. 261. See the contemporary comments of 
the Economi.st, October 26, 1889, on "The New Sovereign Company" which 
is describt-d thus: "merely agents bound to take the advice of the Secre
tary of State." 

I 



102 Europe: The World's Banker: 1870-191./i 

Rhodesia, in the jungles of East Africa, and the tropical 
interior of the Nile, the government found itself occupied 
with the affairs of the adventurers and capitalists. It 
moved slowly, often without clear recognition of what it 
was achieving, deciding its course by circumstance--yet 
with a stubborn will, once a situation shaped itself, to 
support the British advantages. The Colonial Office was 
geared to forces stronger than itself. Government and pri
vate enterprise became often part of one mechanism driven 
by the forces of geographical discovery, industrial tech
nique, and nationalistic feeling. 

THE PALMERSTON CIRCULAR AND SUBSEQUENT POLICY 

A LOAN to a foreign government is an act of faith; the 
financing of an enterprise in a foreign land is hardly less 
so. For the foreign government, because of misfortune, 
miscalculation or merely bad intention, may refuse to meet 
the obligation of its debt. Or it may pursue policies, be
come involved in difficulties, pass legislation injurious to 
the pecuniary interest of foreign investors who have un
dertaken an enterprise within its domains. In all such 
situations there are no established legal institutions with 
authority to pass judgment upon the rights of the parties, 
the just course to be pursued. Governments usually claim 
that their behavior toward their creditors, and the treat
ment accorded any private interest within their borders, 
are matters within their sovereign jurisdiction for which 
they eannot be brought to book except by their grace and 
consent. Thus with grievance real or fancied, the foreign 
investor may find himself without adequate legal recourse 
against the state through whom loss has been suffered. 
To strengthen himself in negotiation with the foreign 
government it is natural that he should turn to his fellow 
investors, form protective associations, and to his own gov
ernment asking that action be taken in his behalf. With 
a foreign investment so great and scattered as the British, 
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with a lending world so willing to take long risks against 
a promised high return, and a borrowing world inclined 
to take its debts lightly, the British :Foreign Office became 
a seat of supplication. 

The changing shades of British policy in the early part 
of the nineteenth century have been summed up in a sen
tence, "\Vhat had been an embarrassment to Castlereagh, 
a subject to be virtuously shunned for Canning, was ap
pearing to Palmerston as an opportunity and as a right 
to be employed with discretion, and was foreshadowed as 
a possible national duty.'m That Prime :\linister, Palm
erston, put strikingly into words what, during the rest 
of the century, not only in Great Britain but in other lend
ing countries: was held to be the only reasonable and prac
tical position for a government to take. The doctrine 
which he enunciated created an expectation that dishoue::;t 
governments could not count on too much forbearance, 
that on the other hand too imprudent investors could not 
count on aid. It was sufficiently broad to permit the Brit
ish Government to justify any course it chose to take, 
sufficiently flexible to permit the measurement of advan
tage in each situation. This doctrine and even many of 
the phrases with which it was expressed in the famous cir
cular letter was first set forth by Palmerston in a reply 
delivered in Parliament to the demand that the govern
ment intervene in behalf of the holders of bonds of the 
Spanish Government. Not long afterward these views 
were more formally phrased and communicated to the gov
ernments concerned by circular letter. Two main para
graphs conveyed the substance of policy.13 

As some misconception appears to exist in some of those 
states with regard to the just right of Her ~Iajesty's Gov
ernment to interfere with authoritati,•ely, if it should think 

u L. H. Jenks, 7'1u Jli,qration of Bri.ti,.h Capital to 18i.'i, Jl. 125. 
u Circular addressed hy Viscount Pahnt•rston, presented to the House 

of Commons, March 2, 18~9. State Paper• Briti..h ,,m:f Porngn, XLII, 
385. 
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fit to do so, in support of those claims, I have to inform you 
as the Representative of Her Majesty in one of the states 
against which British subjects have such claims, that it is 
for the British Government entirely a question of interna· 
tional right, whether they should or should not make this 
matter the subject of diplomatic negotiations. If the question 
is to be considered simply in its bearing upon international 
right, there can be no doubt whatever of the perfect right 
which the Government of every country possesses to take up, 
as a matter of diplomatic negotiation, any well-founded 
complaint which any of its subjects may prefer against the 
Government of another country, or any wrong which from 
such foreign Government those subjects may have sustained: 
and if the Government of one country is entitled to demand 
redress for any one individual among its subjects who may 
have a just but unsatisfied pecuniary claim upon the Gov
ernment of another country, the right so to require redress 
cannot be diminished merely because the extent of the wrong 
is increased, and because instead of their being only one in
dividual claiming a comparatively small sum, there are a 
great number of individuals to whom a very large amount is 
due. 

It is simply therefore a question of discretion with the 
British Government whether this matter should or should 
not be taken up by diplomatic negotiation and the decision 
of that question of discretion turns entirely upon British and 
domestic considerations. 

ln__the exercise of its discretion the British Government 
showed no particular zeal in resorting to action. It was 
difficult to maintain good relations with a foreign govern
ment while dunning it, and goorl relations especially with 
other large states were important. Against more forceful 
action there were still more forceful ob jcctions. Yet a 
great capital-lending country like Great Britain, it was 
reasoned, could ill afford to permit losses to be imposed 
upon its investors with impunity; such a policy would in 



Finance and Government in Great Britain 105 

itself stimulate further mistreatment. Swayed between po
litical and financial considerations, the government nO\\ 
resisted, now yielded to the pressure of the interested par
ties. The outlook of the Ministry in power, the course of 
domestic politics, the allies that injured bondholders could 
find-aU these might, and sometimes did, enter to turn 
events. Small wonder then that the record shows a fitful, 
hesitant, policy, a tendency now to drift with events, now 
to act with sternness, now to evade. So there is no simple 
formula by which the government's behavior can be sum
marized. Among its features were a careful concern for 
the political consequences of policy, and occasional readi
ness to take notice of situations not because of their 
financial importance but because they afforded an oppor
tunity of achieving a desired political end. 

On the whole, the resolution not to intervene was main
tained during the decade of the seventies, which brought 
grief to those who had sought high interest in financing 
lax governments. Spain, and a dozen I.atin-American 
states went into default. Italy imposed vexatious restric
tions upon the payment of its bond coupons. Greece had 
to be argued into resuming payment on its long outstand
ing d~ bt. The bonds of seven states of the American union 
still remained in neglect. Egypt and Turkey, bankrupt, 
ceased payment on their vast debt. Yet in all cases except 
Turkey and Egypt, the government left the burden of 
negotiation with the debtors to the bondholders who were, 
it is true, united in association, backed by punitive powers 
of the stock exchange, guided and given standing by the 
diplomatic and consular agents abroad. In Guatemala and 
Colomhia, for example, Her l\Iajesty's ::\[inister Resident, 
and ('onsnl and Charge D'Affaires, were authorized to act 
as agent for the bondholders, and collectors of the sums 
due them. 

So immediate had been the default of some of the small 
Latin-Amel'ican borrowers (Honduras, Guatemala, Para
guay, Santo Domingo, and Costa Rica), so obviously 
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squandered were their borrowings, so marked by manipu
lations were the issues in default that Parliament under
took an investigation of the episodes. u This financing, the 
Parliamentary Committee found, had been marked by 
reckless disregard by the borrower, misuse of the loan 
proceeds, commissions so usurious that no honest borrower 
would submit to them, collusion between government rep
resentatives and issuers, and falsification of the market to 
dispose of the bonds. Innocent subscribers bore the losses. 
Irresponsible governments faced in the future rapidly 
mounting claims which destroyed their borrowing power 
and made them the focus of intrigue and dispute. Still the 
committee rejected proposals that control should be ex
ercised over the issue of ,foreign loans. Such a course would 
give false security and increase the government's obliga
tion to take measures against defaulting debtors. The evil, 
it stated, could be lessened by proper action of the stock 
exchange, by changes in the company laws to compel the 
publication of full and honest prospectuses and provide 
recourse against false statements and wilful omissions. The 
negotiations between the bondholders, and the borrowing 
governments concerned, dragged ·out for another quarter 
century and more before they were settled. 

One Latin-American default of the same period illus
trates well how the policy pursued by the British Gov
ernment might fluctuate. 'When in 1876 the Committee of 
Peruvian Bondholders asked the :Foreign Minister to ap
pris-:. the British Minister at Lima that the committee was 
a responsible body, the Earl of Derby refused. When 
shortly thereafter the committee appealed again, assert
ing that the security pledged to them under an agreement 
with the Peruvian Government was being turned over to 
French creditors, they were informed, 

. . . Her Majesty's Government cannot depart from the 
policy of declining to interfere diplomatically in regard to 

u Report from the Select Committe11 on Loans to Foreign States 
(1875). 
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foreign loans; but Lord Derby is willing to instruct her 
Majesty's Minister in Peru to assist unofficially any agent 
or representative of the bondholders in bringing their case 
before the Peruvian Government.15 

But if the Peruvian Government could discern the unof
ficial character of the exertions of the British l\Iinister, 
the reader of the pertinent Blue Books cannot. Not many 
months had elapsed, in fact, before the British Foreign 
Secretary was discussing the question with the Peruvian 
Government, and giving his opinion of proposals mude. 
By 1879 the Marquess of Salisbury, who had succeeded 
to office, had assumed the whole burden of protection 
against the duplicity of a distracted Peruvian Cabinet. 
Still despite repeated disappointment, no threat of force 
was made. With war and revolution, Peru's financial con
dition grew worse, not better, after 1879. But British of
ficial efforts ceased; the really distressed government was 
not pushed. A new agreement was not reached till 1890.16 

\Vhen in the nineties, under the new settlement, the bond
holders found themselves again in dispute with the J>e
ruvian Government, the British Government refused to 
interfere. 

The suspension of payment on their huge debt by Tur
key and Egypt, in 1875-76, created situations which drew 
the British Government to participate in the establish
ment of international control over the first, and to assume 
dictation of the government in the second. \Vith the other 
great nations of Europe, the British Government signed a 
declaration at the Congress of Berlin, which Turkey 
heeded in creating an international debt administration to 
administer the re,·enues assigned to the foreign clebt. 
lVhile the bondholders were discussing terms of settlement 
and control with the Turkish Government, and after the 

u For this episode, see the papers issued by the Foreign Office, Peru. 
No. t (1877), Peru No.1 (188f!). 

10 For its terms, see Statesman'• Year Book (1921). 
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control administration was established, the British Gov
ernment proved itself willing to give firm, though mod
erate assistance. 

In Egypt, Great Britain finally took control of the 
government. While the disagreements and disturbances 
which led to the assumption of control had their origins in 
debt default, while the wish to aid its investors prompted 
interference in the settlement of Egyptian affairs, con
siderations of another character explain the final extension 
of that interference. A detailed analysis of the course of 
events must be left to a subsequent chapter. The ambitions 
of imperial policy, the wish to safeguard the Suez Canal, 
and the preoccupation of the Gladstone Cabinet, combined 
to provide the bondholders with unusually vigorous pro
tection, and ultimately 'to secure their investment by Brit
ish control. 

Toward the Latin-American defaults of later years, and 
they continued to outnumber all others, an equanimity 
was in general shown, fitfully interrupted by brusque 
threat or intervention when patience no longer held. The 
most serious of these defaults, the suspension of payments 
by Argentina in 1891, was left to be settled by agreement 
between the government and the bondholders. Against 
precedent, the negotiations were carried on under the aus
pices of the Bank of England. That institution, however, 
declared itself not responsible for the proceedings or out
come. Its interest was in sustaining the London money 
market under the shock of the default and the failure of 
Bar1ng Brothers which followed. Smaller Latin-American 
states, however, were made to feel the strength of the 
British will, to face old debts and claims. Of these inter
ventions the one in Venezuela was the most startling. A 
dozen issues divided the British and Venezuelan govern
ments, defaulted government bonds, unpaid contract 
claims, reparations for property seized or damaged in civil 
war, and matters more indisputably in the realm of gov
ernment concern-ship seizures and delays. To offers of 
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arbitration the Venezuelan Government replied that most 
of these were matters for its own courts; it would submit 
a few to diplomatic discussion if Venezuelan counter
claims were admitted at the same time. Germany and Italy 
were likewise embroiled in dispute. The three European 
countries joined in the presentation of ultimatums and the 
use of armed force. In Parliament, which had not been 
given explanatory papers before action, Lord Lansdowne 
emphasized the personal injury done to British subjects, 
the affront to English sovereignty, rather than the direct 
pecuniary claims-though the collection of these, too, he 
defended. In this episode the government had swung full 
circle; the whole force of the state had been put behind 
the foreign investor. Before the final act indignation arose 
in Great Britain and the United States. If this was the 
"discretion" of the government, the feeling ran, it had 
not been wisely used. Throughout Latin-America doc
trines were framed in opposition to the forcible collection 
of pecuniary claims. A new responsibility was presented 
to the American upholders of the Monroe Doctrine. There
after Europe could, by proper planning, collect its debts 
through the United States. 

On occasion subsequently, Great Britain showed a dis
position to use forceful pressure, when necessary, to collect 
a debt or claim in the Caribbean region. Haiti was forced 
by ultimatum to compensate a British subject for prop
erty damage suffered in revolution.17 Guatemala in 1913 
was induced by the appearance of a battleship to restore 
to the service of loans held by British investors, coffee du
ties alienated in favor of newer creditors.18 In Honduras 
and Mexico during 1910-14 unusually assiduous and 
aggressive British officials made their compatriots' claims 
a leading duty. Still, when in July, 1914, Sir Edward 
Grey was urged in Parliament to interfere with the flota-

tT Amerit-an. Journal of Intemation.al Law, 1914, p. 623. 
t&Econ.omillt, September 8, 1917, and Foreign Relation• of the [Tnited 

State1, 1913. 
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tion of a projected Brazilian loan, till various outstanding 
claims were settled, a refusal was returned. "British fi
nanciers," his answer ran, "have to make their own ar
rangements with the Brazilian Government, and, if they 
choose to bring out a loan, if it is to their advantage to do 
so, we cannot go to them and ask them to withhold bring
ing out the loan until we have got some claims settled in 
which they have no particular interest themselves.m9 The 
matter was left to friendly intercession. So ran the varia
tions of official discretion in regard to Latin-America. Fre
quently, it must be remarked, the Foreign Office watched 
with apparent indifference losses suffered by British in
vestors in railway ventures scattered throughout this re
gion, in which the butden of loss was attributed to the 
action of the foreign authorities. There was scarcely a 
Latin-American country which did not contribute some 
episode of this kind to the annals of the stock exchange. 20 

By defaults occurring on the continent of Europe, the 
government's attention was no less frequently engaged in 
these decades. Greece in 1893 reduced interest payments 
on its external debt. Great Britain, like the other powers, 
went no further than friendly remonstrance. But it under
took a study of the situation since proposals of interna
tional financial control were in the air.21 Then, when 
Greece issued defeated from war with Turkey in 1898, its 
finances more disorganized, and needing foreign financial 

19 Po.rl. Debates, Houie of Commona, 5th ser., LXIV, 1448-1449. 
2o For a partisan but amusing account of failing ventures in the Latin

American railway field, see H. A. Bromberger, Lea Chemins de Fer 
Ezotiques (Paris, 1913). 

21 As indicative of the opinion, critical of government intervention in 
such situations, take the comment of the Economi.3t, April 22, 1893, on 
this action. "In sending Major Law to Athens to investigate and report 
officially upon the financial condition of Greece our government made 
a mistake which it is to be hoped will not be repeated. It is no part of 
the business of our Foreign Office to audit the accounts of other nations 
and certify as to their solvency or insolveney, and if it goes beyond its 
province, and attempts anything of the kind it is certain ultimately to 
have cause to regret the imprudence." 
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aid, Great Britain joined the other powers in establishing 
international supervision of the revenues pledged to for
eign debt. On the occasion of the serious Portugal default 
of 189~, the government left the matter to be settled by 
the action of the Bondholders' Committee and the Stock 
Exchange, despite the maneuvers of the French and Ger
man governments. Any plan of international financial 
control would have admitted Germany and France into 
the direction of J.>ortuguese affairs, an outcome not de
sired, it may be surmised. The bondholders' agitation was 
not permitted to create a situation whereby Portuguese 
colonies neighboring the South African colonies might be 
placed under international jurisdiction. During the same 
decade of the nineties, Spain did not live strictly up to 
the terms of its external loan obligations, but the difficulty 
was left to private groups to manage. 

Of the remaining instances of British Government ac
tion in support of its investors that taken in behalf of the 
British investors in the Boer Republics of South Africa 
was most sustained and important in the result. Here the 
British Government, after long contemplation and doubt, 
undertook the direct support of an organized British 
group, controlling a vast investment, against a small re
public which was moved by hatred and fear of losing its 
supremacy. Purposes, incommensurate with each other, 
stifling sympathy which breeds compromise, were at issue. 
On the one side, the excited desire of thousands of foreign 
newcomers who were risking life and fortune in pursuit 
of the fabulous wealth of the diamond and gold fields; on 
the other, the impassioned determination of pioneer 
farmers of a different race that the land they ruled, the 
republic in which they lived, should not be d~minated by 
these powerful newcomers. In an atmosphere so saturated, 
policy on both sides was not directed so much to the rea
sonable adjustment of opposing rights-a task difficult 
even in a stable and calm situation-as to the assertion of 
dominance. From the Boer governments came oppressive 
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treatment, from the mining interests manifestations of 
inordinate desire for gain. Gradually the British interests 
erected a series of great combinations in which the in
terests of thousands of shareholders were united, in whose 
service men of position and influence in the political and 
financial world which ruled London were employed. To 
the dramatizing mind of the press and Foreign Office it 
seemed that the question of supremacy over all of South 
Africa was at stake-Boer, with German leanings, or 
Briton. As the dispute sharpened, the British Government 
identified itself with the British interests. In war, their 
contentions were sustained. 

Even in the dominions there arose causes of dispute be
tween British investors and the local governments. The 
land tax policy of the New Zealand Government, for ex
ample, appeared unjust and iniquitous to British investors 
in land companies. "New Zealanders," remarked the editor 
of the Economist in the issue of June flO, 1891, "while 
making laws for themselves, appear to forget that British 
capital sunk in the colony is nearly as large as their own." 
The power development activities of the Province of On
tario were regarded by those British interests who financed 
the Electrical Development Company of Ontario to be an 
unjust use of governmental power. Or again, and of more 
serious import, British investors in the Grand Trunk Rail
way of Canada fought long and bitterly the treatment 
accorded by the Canadian Government. But disputes such 
as these the British Government left, except for amiable 
good offices,· to the interested parties to settle by them
selves through negotiations or the law courts. 

In the decade preceding 1914, no outright government 
default, save that of Mexico, occurred in which British 
interests were heavily im·olved. Hence the Foreign Secre
tary was left freer than usual by those who had put their 
faith in the credit of foreign governments. But his desk 
was never clear of the protests of those on whose inv£'st
ment abroad a shadow was cast by changing political cir-
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cumstances or injurious legislation. To them the govern
ment gave serious, discriminating attention; often it 
rendered advice and assistance. But the available records 
of this range of activity yield little that can be turned 
into generalization. By a few examples, its variety may be 
indicated. When the Chinese Government endeavored to 
reduce the rights of the Chinese Engineering and Mining 
Company in the Kaiping Basin, the British Government 
made its opposition effective.22 When during the second 
Balkan war, Greece and other Balkan states sequestered 
revenues collected by the Ottoman Public Debt Adminis
tration, the governments of the lending states, Great 
Britain included, caused them to desist. 28 When the United 
States was planning to undertake responsibility for the 
financial reorganization of Liberia, Sir Edward Grey 
made his consent to the contemplated reorganization loan 
provisional upon the maintenance of the "preferential 
rights and privileges of the British bondholders" and "the 
payment of the outstanding British claims.m• Such were 
the instances in which the government looked over the 
shoulder of its investors. 

THE INVESTORS ENDEAVOR TO HELP THEMSELVES 

IN the late sixties, when the government's attitude was 
more diffident than it later became, the financial groups 
interested in foreign securities formed a protective associa
tion to enable them to deal more effectively with defaulting 
states. The Corporation of Foreign Bondholders, after 
an early period of somewhat doubtful wisdom, estab
lished its value to investors in negotiation. 25 Even when the 

22 S--e Annual Report of the company, 1909. 
za Report of the Council of the Corporatioa of Foreign Borulholder1, 

1912, p. 14. 
2• Foreign Relation• of th11 United Statu, 1910, p. '104.. 
26 During the eighties and nineties the Association was repeatedly 

accused of serving limited interests at the expense of the bondholders. 
It was later incorporated by Act of Parliament, 1898. Its directing body, 
known as the Council, consists of 21 members, of whom six are nominated 
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government's friendly offices or forceful strength were ex
erted in behalf of the investors, the task of negotiating 
new agreements remained for private interests to perform. 
For the scattered bondholders this organization, which ap
pointed on its committees men influential in the large issu
ing houses and from public life, filled a genuine need. It 
provided continuity, authority, and disinterestedness in 
the salvation of disappointed hopes; its memory and stub
born will, when once it had an affair in hand, exceeded the 
span of individual life. The only defaulting debtors on 
its list that, during its half-century of existence before 
1914, were not brought finally to book in some form or 
compromise, unsatisfactory as it might be, were the de
faulting American states. 

Besides its talent for persuasion and for the organiza
tion of moral pressure, the Corporation, within the limits 
of the circumstances of each case, could muster to best 
advantage the aid of the banking community, the stock 
exchange, and the government. Defaulting governments 
found it impossible to secure new financial accommodation 
while their reckoning remained unsettled. Even before the 
formation of the Corporation, the stock exchange had used 
its retaliatory powers against governments which had 

by the Central Association of Bankers, six by the London Chamber of 
Commerce, and the rest by coi:iption. The Council acted · sometimes on 
its own initiative but usually through the bondholders' committee asso
ciated with it. This system of appointment to the Council was devised in 
1897, when the Corporation was under criticism for agreements negoti
ated with Spain, Uruguay, Ecuador, and Cuba, it being declared that its 
decisions were dominated by the issue houses who wanted to bring out 
new loans for the defaulting states, and by the speculators who had 
purchased at depreciated values. EciYIWmiat, September 27, 1884; No
vember 20, 1897; April 4, 1896. For an account of its organization and 
early activities, see, besides the Anntml Reports of its Council, Jenks, 
op. cit., and the articles in the Economist cited above. In addition to the 
Corporation there was founded in 1884 the Enjl'lish Association of Ameri
can Bond and Shareholders, Ltd. This body took an active part in the 
reorganization of railroads, the Wabash and Atchison, Topeka & 
Sante Fe among them; but in addition to its protective activities, it per
formed various other services for its members. See A. E. Davies, ln'Deat
m6fttl Abroad (New York, 1927), pp. 146 et 1eq. 
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violated the conditions of their loan contracts. New loans 
were refused quotation until a settlement had been ar
ranged, and sometimes all the loans of the offending gov
ernment had been stricken from the list. Spain, Russia, 
Austria, and Turkey had been so treated in the past. With 
the creation of the Corporation, the stock exchange con
certed its action with that of the protective association, 
joined to block or reduce the credit in London of the de
faulter.26 But as the century drew on the effectiveness of 
this stock exchange policy waned, and its inconvenience to 
bondholders increased. For the Paris and Berlin markets 
grew in capacity, and no arrangement for regular co
operation between the Corporation, the l:..ondon Stock Ex
change and the corresponding institutions in foreign fi
nancial centers, endured. The influence of the association 
continued to be sufficient to close the London market, but 
the trust of the investors in the efficacy of this power 
diminished. More need was felt of government assistance. 

From the government little help beyond friendly media
tion had been expected in the early years of the organiza
tion; Indeed, greater help was hardly sought. Thus the 
council of the Corporation in its first report (1878) re
corded the fact that applications to the government for 
aid were made as seldom as circumstances compelled, that 

the interests of the bondholders are generally antagonistic to 
any measures which can place Her Majesty's Government in 
simple antagonism to that of another country, or may cause 
hostile interposition which must come home in disturbance of 
our own commerce, besides the creation of dangerous com
plications. The embarrassment which is entalled on bond-

Je In the fi.rst Report of the Council of Foreig• Botu:lholdBrl, 1878, p. 
50, it is remarked that "the Couucil have benefited by the friendly offices 
of the Stock Exchange on many occasions. The consolidation of the or-· 
ganization of the Bondholders, while it promotes the policy initiated and 
pursued by the Committee of the Stock Exchange, tends to relieve it 
from many troublesome applications, enabling it to devote its action and 
influence with greater effect to the important C'ases which may come 
under their special jurisdiction.'' 
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holders by the mere interruption of diplomatic relations is 
very severely felt, as in the case of Mexico, so that our ef
forts are rather directed to the restoration of such relations 
than to any new interference with them. 

But this attitude changed somewhat as French, German, 
and (in Latin-America) American capital became avail
able to countries with which British bondholders were in 
dispute. 

Official advice or assistance was more freely asked and 
more freely granted. But always the government retained 
complete liberty of response to any request. The relations 
between the Corporation and the government remained 
discontinuous and private. Through the membership of 
its governing Council, the Corporation could be assured 
that official circles had full knowledge of its activities and 
difficulties. The advice of the Bank of England was to be 
procured in quiet consultation, made easy by the fact 
that during many years the vice-chairman of the council 
was on the board of governors of the bank. Applications 
for aid were asked and considered in friendly intercourse 
wherein each was conscious of the other's responsibility 
and position. In this propriety, this understood taci
turnity, each reserved for itself the freedom wished. The 
government avoided unwanted responsibility, the bond
holders could concentrate on their interests. 

A review of the Corporation's exertions and policies 
le~ves behind impressions of two outstanding qualities, 
doggedness and moderation. Its annual reports still pre
sent the case against the state of Mississippi with the 
same note of ardor as sounded in 184~; while the Corpora
tion lasts, no old undischarged debt is ever buried. On the 
other hand, no disposition was shown to prolong disputes 
to secure the last pound due, or to defend abstract prin
ciple. Reasonableness guided the often difficult decisions 
between the difficulties of the debtor and the rights of the 
creditor. With steadiness it pursued its intention of end-
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ing disputes without creating new ones. Both the banks 
and the government it relieved of a substantial duty. 

CONCLUDING OBSERVATIONS 

THE whole nature of the relationships between finance 
and government in Great Britain displayed those marks 
which have been considered characteristic of British po
litical life and institutions; a regard for private interest 
and initiative, a dislike for legislation and regulatory 
routine, the creation of a code of relationship and action, 
but withal the easy adaption of action to circumstance, 
even in violation of the code. The whole made up a skilful 
and determined combination of self-interest and national 
interest. This system, for despite all the lack of fixed prin
ciples or easily defined arrangements it was a system, 
worked well. British capital was soundly placed; the es
sentials of British economic and financial policy were well 
served; the tasks of empire were well performed. True it 
is that these judgments evade certain prime questions that 
might be asked! Would not the masses of the British 
people have been better off if less capital had gone abroad, 
if more had been employed by domestic industry, or used 
by the government for social improvement? ·would not 
various regions of the world have been happier if they 
still remained unchanged by British enterprise and capi
tal? In such queries as these, one comes close to question
ing the whole of modern history, its motives, dominant 
national ideals, new industrial life and methods. The most 
intricate economic analysis, the most careful philosophic 
judgment, would leave behind enough doubt to permit free 
play to prepossessions. Here the analysis reaches only the 
near confines of knowledge, the judgments rest on the sup
position that there was a large measure of inevitability in 
the main currents of recent history. 



CHAPTER V 

FINANCE AND GOVERNMENT IN FRANCE 

THE TEXTS 

I N France, government supervision of the business of 
trading in securities goes back to the days of first 
growth of these operations. This was an inheritance 

from the period when imperial control extended to all com
merce. The security trade and the traders were under im
perial regulations in the seventeenth century; in 1720 a 
group of traders were granted an official monopoly which 
(with breaches) endures to the present day. The company 
of stockbrokers, limited to seventy houses in Paris, were 
named by the President of the Republic and were under 
the rule and discipline of the Ministers of Finance and 
Commerce. This government-regulated association (Com
pagnie des Agents de Change) made up the broad official 
market. Alongside of them there rose very early a "free 
market" known as the Coulisse, doing a large and active 
business in securities not listed on the official market. It 
encroached besides, under leniently inclined administra
tions and public opinion, upon the field of the official mo
nopoly, and conducted trade in French rentes and railway 
securities. By virtue of an arrangement of 1891-92, and 
the decrees and finance law of April1S, 1898, it was per
mitted to stay in this broader field, under limitations and 
regulations.1 Outside these exchanges the banks carried 
on an independent security trade. The continued tradition 

1 The Coulisse secured the right to deal in French rentes, in Egyptian, 
Spanish, Hungarian, Turkish, and Portuguese government securities, and 
a great variety of issues not listed on the official Bourse, some of which 
could not he listed-e.g., because the par value of shares was too small. 
It was given a legal existence and interior regulations. The struggle 
broke out again in 1896, and was regulated by an entente which provided 
for a division of commissions. The Coulisse itself divided into dill'erent 
groups. 
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of government supervision of the stock exchanges made it 
natural that the government should exercise powers of 
decision over the trade in foreign securities. 

The supervision, it should be observed, extended over 
the Provincial stock exchanges as well as that of Paris, 
and the government decrees, in general, applied to them. 
The most important of the Provincial exchanges was that 
of !.yon, the prestige and relative activity of which were 
injured greatly, however, by bank failures in 1881-82. 
In the trade in foreign government securities the Provin
cial exchanges played an insignificant role. But they, espe
cially that of Lyon, conducted a substantial trade in the 
securities of foreign industrial enterprises, especially in 
the securities of foundries, railways, mines, and local pub
lic utilities. To a foreign borrower, however, listing on the 
Provincial exchanges without listing in Paris did not 
suffice to give a broad market. Besides, these exchanges 
were governed in their decisions by those reached in Paris. 
They were, as far as the effective exercise of government 
influence went, part of the official market. 

Under a series of early decrees all dealings in foreign 
securities had been forbidden to the official brokers. Out
side the law, a few private dealers conducted a small, ir
regular trade. After 1800, the securities of foreign gov
ernments, allies or vassals of France, began to appear in 
Paris. In 1823 such government securities were granted 
listing on the official Bourse--under the supervision of 
the Minister of Finance. The 1823 decree explained that 
it would be wise to give a legal and authentic character 
to the numerous operations "which already take place in 
the loans of foreign governments." The government gave 
warning in granting listing, that this action did not sig
nify any official approbation or intention to help invest
ors who might suffer loss. This decree and a letter of the 
Minister of Finance of November 12, 1825, to the Paris 
Stock Exchange remained during the whole of the nine
teenth century the text regulating the admission of for-
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eign government securities to listing on the official Bourse. 
The government right of control was redefined in another 
letter of August U, 1873, addressed by the Minister of 
Finance: 

It is necessary that the Minister of Finance and Minister 
of Foreign Affairs judge, one from the point of view of the 
Treasury, the other from the point of view of political in
terest, whether there is any reason for opposing the official 
listing of foreign government securities, while the Stock Ex
change has the duty of forming a judgment as to whether 
the negotiation is useful and opportune considering the pub
lic interest. 

From time to time thereafter this government right was 
reaffirmed. 

Foreign securities, other _than those issued by foreign 
governments, were admitted to trading on the official 
Bourse only by tolerance until 1858-59. By decrees is
sued in those years they were made legally eligible for 
official listing. Over their admission (the securities of for
eign companies, provinces, and municipalities), official 
control was also set up. The Decree of 1880 (supple
mented by that of 1890, and the laws of 1907 and 19U) 
defined the basis of the control that was exercised during 
the pre-war period. These texts gave to the Paris and 
Provincial stock exchanges the power to grant, refuse, 
suspend, or forbid the negotiation of securities. The bor
rower was required to submit enumerated documents in 
duplicate, one to the proper authorities of the Stock Ex
change, one to the Minister of Finance. Article V of the 
1880 decree declared that "The Minister of Finance can 
always forbid the negotiation in France of a foreign se
curity." Usage and circumstance caused both the stock 
exchanges and the government to interpret with constraint 
the legal right conveyed by the texts. The officials of stock 
exchanges construed their power over security negotia
tions to apply only to the question of official listing, and 
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to dealings between its members.2 The government did not 
attempt, as it might have under Article V, to issue any 
general prohibitions applicable to all and imposing a 
penalty. It required only that its authorization be secured 
prior to official listing as in the case of foreign govern
ment securities. 

Whether the government's supervisory powers over for
eign security listings extended, by law, to the outside ex
change (Coulisse reglementee) remained in doubt and 
dispute.8 But as a matter of fact almost the same degree 
of control existed. From time to time there was handled 
through the Coulisse some issue which had met govern
ment disapproval, as when, in 1910, a bond issue of the 
city of Budapest was distributed through its agency with
out a prior reference to the authorities. But these cases 
were few. :More important limitations to the government's 
control arose out of the power of the banks to dispose of 
unlisted securities, and the ease with which banned 
securities might be bought on foreign stock exchanges, 
especially that of Brussels. For the French banks had 
many close connections with Belgian syndicates and often 
took a share in new emissions made in Belgium. 4 Despite 
these means of evasion, the powers possessed by the French 

2 See R. Ribiere, De l'Admiuicn de la Cote dans le1 Bour1es Fran
raue.r des Valeura (Paris, 1913). 

a For one view, see M. Pluyette, "Devoir ou Droit," Congres Inter
naticnale dea ValeurB Mobilieres, Yol. II. For the opposite, see H. 1m
bert, Lea Emprunts d't:tats t:trangers (Paris, 1905). 

• F. Baudhuin, Le Capital de Ia Belgiqull (Louvain, 1924), p. 230, 
gives the following figures of the per cent of foreign subscriptions to 
the new capital issues brought out in Belgium, for private companies: 

Year 
1890 
1900 
1910 
1913 

Companies operating 
inBelffilum 

12 
17 
11 
22 

Companies operating 
abroad 

26 
59 
46 
64 

Even if these figures are reliable (they are of the kind which usually 
baffle computers) the share of French capital in the total is not ascer
tainable. 
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Government were sufficient to make its will effective. List
ing on the official Bourse or some direct manifestation of 
government favor was essential to the success of a large 
foreign security emission. 

SUPERVISION FOR ECONOMIC ENDS 

So much for the substance of the texts upon which the 
government supervision rested, the texts which conveyed 
authority to changing ministries. An understanding of 
their importance is not to be secured by scanning their 
wording, but only by a review of actual practice. For no 
high court controlled their application; that remained in 
the field of official discretion. 

The great use made .of the foreign securities possessed 
by Frenchmen in discharging rapidly the indemnity 
claimed by Germany, and so in liberating their country 
from German occupation, left a deep mark on French 
opinion. For two decades thereafter the purchase of for
eign securities was regarded with official and general 
favor. This attitude endured despite the shock and losses 
into which French investors were led by their eagerness, 
especially in the seventies. The losses gave rise to proposals 
of a parliamentary investigation of the sort just completed 
by Great Britain, and one was actually resolved. But no 
official action resulted from the disillusionment. There 
resulted a sharper defining of the government right of 
supervision but still a sparing use of the right. The mar
ket continued to be comparatively free. 

But toward the end of the centurv new forces of interest 
and opinion arose, new situations took shape which led to 
a frequent exercise of official authority and changed its 
purposes. An attitude far less favorable to foreign in
vestment than before prevailed. Supervision was marked 
by a resolution to restrain and to turn each loan to con
crete advantage. The changed attitude was expressed by 
leaders of all shades of political thought. Thus Briand, as 
Prime Minister, declared in 1909 that ·"French gold 
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trickled over the entire world. If it is permissible to ex
press a single regret or anxiety, it is that it does not re
main within the country."6 Three years later Poincare, 
the Prime Minister, assured the Chamber that, above 
all, his ministry would undertake "to combine with French 
military and naval power, as converging and connecting 
forces, the financial power which is so great an aid to 
France."6 Caillaux, holding the portfolio of Minister of 
Finance, on December 15, 1913, declared, glancing back 
over his terms of office which began in 1899, "I have con
ducted the public finances for six years; I have admitted 
to quotation only those foreign loans which assured France 
political and economic advantages, and I have considered 
above all else the needs of the Treasury and its resources.m 
The Chamber of Deputies resolved on the same day that 
"the financial resources of the country should be kept 
above all for national needs." 

As these expressions indicate, the ministries which came 
into power after 1900 asserted the same general policy. 
What differences occurred related rather to the merits of 
a particular case, the claims of a particular borrower. 
They all maintained a careful supervision and showed a 
disposition to restrain the outward movement. The French 
investors and banks submitted to this supervision, though 
the banks often chafed against the enforced delay and 
fought with might and main against refusals. Occasionally 
they circumvented the will of the government, buying and 
placing securities barred by official action, as episodes re
counted at a later point illustrate. But sustained opposi
tion and defiance were cautious and concealed. The or
dinary attitude of the banks may be found expressed in 
the Report of the Board of Directors of the Comptoire 
National d'Escompte for 1910: "In the selection of se
curities which we offer to our clientele, we undertake, as 

1 Debat1 Pari.. Chambre de Depv.te1, November 30, 1909, see speech of 
M. Henri Michel. 

e Ibid., December 21, 1912. v Ibid., December 15, 1913. 
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a rule, not only to seek security of investment, but also 
to take into account the views of our government and the 
economic and political advantages that may be obtained 
for France by the loans contracted by other countries.m 

The forces of national interest and opinion which 
shaped the turn of government policy were deep and 
numerous. The growth in the volume of foreign borrow
ing which took place beginning in the nineties raised dis
turbing doubts. It was natural that the nation should con
sider afresh whether its best interest was served by so large 
an outward movement of capital, natural that it should 
question whether the national economy was strengthened 
or weakened thereby. It is easier to recognize the imme
diate loss that results from capital export than to perceive 
the many indirect benefits. Again it must be remembered 
that from 1897 interest rates were steadily increasing in 
France, as in the rest of western Europe, and the terms 
on which private borrowers and the French Government 
secured loans were growing harder-moderate as they 
were compared with post-war rates. Besides, a change oc
curred in the national psychology. French national pride 
and ambition recovered from the defeat of 1870 and laid 
out new claims and hopes. It took to heart the slow de
velopment of French industry and commerce as compared 
with the other great powers, especially as compared with 
Germany. One of the reasons why French industrial de
velopment was slow, a varied body of opinion became con
vinced, was that financial leadership was evading the duty 
of undertaking new enterprises, utilizing French talent 
and resources. It was neglecting this task and opportunity 

s More than one Ministry had to meet movements in Parliament to 
subject the foreign loan business to parliamentary control, or to more 
formal treatment. Thus, on January 21, 1909, the Socialist party ( di
rectly seeking to block a loan to Russia) moved that "the Chamber in
vites the govel:"nment not to authoJ:"ize the emission in France of any 
foreign government securities without having first indicated to Parlia
ment the precautions taken to safeguard national interest." On Decem
ber 29, 1911, it was proposed that "loans of foreign governments shall 
be made only after a decree considered in the Council of Ministers." 
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to cater to the extravagance of foreign states, while the 
national diligence, creativeness, and daring decayed. 

This general judgment suited different conceptions and 
interests. The Socialist opposition accepted it. It believed 
foreign investment to be against its interest and partly 
accountable for the poor condition of industrial life and 
labor, another proof of the parasitism of the capitalist 
class. Many industrial employers arrived at the same posi
tion by another chain of reasoning. The cost of capital 
figured in their plans, made easier or harder their struggle 
with foreign competition. In the final result, it was ex
plained to them, foreign investment increases capital sup
ply and reduces interest rates; but they held the contrary 
view. Further, they feared lest French capital might serve 
(instances could be found) to develop competing indus
tries abroad to their loss and difficulty. The owners of local 
industries and those who hoped to preserve such small
scale enterprises shared this anxiety with more powerful 
enterprises. It was given voice by employers' associations 
and found a place in government policy. 

The organized employer groups sold their consent to 
foreign loans for promises that foreign lenders should give 
French industry special consideration in their expendi
ture.9 The government tried to apply this rule as a condi
tion attached to the grant of listing. Loans to directly 
competing industries were sometimes kept off the French 
market, as in the case of the refusal in 1909 to grant 
official listing to the common stock of the United States 

a The government did not bind itself formally, but did what it could 
in each instane«>. Bulletin de 14 Federation de. Indwtri6!JI et de1 Com
mert;ants Fran.t;ais of February and March, 1909. In an audience with 
the Minister of Finance, the Executive Committee of this Federation 
presented a declaration concerning the advantages to be secured to 
French industry and agriculture when foreign loans are admitted to 
official listing. The Minister of Finance replied to the delegates that 
"whatever his wish might be to secure from foreign states borrowing 
in France tariff concessions or orders for French producers, it was im
possible to pr!X·eed on general principle. The condition requested must 
be a matter of degree, determined by numerous and diverse elements. 
For example, French prices might be much higher than those of foreign 
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Steel Corporation. And in general the government en
deavored to conform to the resolution passed by the Paris 
Chamber of Commerce "that whenever a foreign loan is 
admitted to official listing, admission should be made con
ditional upon the concession of advantages to French com
merce and industry." The heavy metal and construction 
industries, those which had most to hope from govern
ments engaged in building public works, and adding to 
armaments, took the lead in the presentation of this policy. 

Because of it, there was attached to almost every gov
ernment loan issued in France in the years just preceding 
the war, a tale of diplomatic negotiation of which the fol
lowing are but a few leading instances. In 1909 the gov
ernment refused listing to a proposed Argentine loan, be
cause that government' had decided to purchase cannon 
in Germany, despite the fact that a technical commission 
had previously recommended the purchase of French can
non.10 Later this veto was removed. During loan negotia
tions with Japan and Russia in 1908 the steel and iron 
industry petitioned the Ministers of Foreign Affairs, 
Commerce, and Finance to secure contracts, as a loan con
dition, and the government so urged the bankers.11 When 
Japan gave no order to French shipyards, the Presidents 
of the Society of Manufacturers and Builders of War Ma-

competitors." The Minister declared, however, that he "would never 
leave out of sight the terms of the request made to him." It is interest
ing that no such conditions as those mentioned in the preceding extract 
were attached to Russian loans though the French Government made 
friendly representations in favor of French industry. The French in
dustrialists were dissatisfied with the lJolicy pursued by Russia. Again 
it is interesting to observe that though the merchants of Havre asked 
the French Government in 1908 to refuse quotation to loans of the state 
of Sao Paulo, Brazll, to be used to control coffee production and prices, 
the government did not grant the request. Compare the American action 
of 1926 on loans for the same purpose. 

10 Bulletin. deB lnduatriell et Commi!Jf'fll.ntl, March, 1909. 
11 H. Gans, "Intervention Gouvernementale et 1' Acces du Marche Fi

nancier," RelltU PolUique 111t Parlementaw11, February, 1909. For this 
petition• and other similar ones, see the files of Reforme Economique, 
1908-13. 
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terials, and of the Society of Shipbuilders and Marine 
Machinery Builders, opposed the loan of 1910. In June 
of the same year, having heard that Portugal was plan
ning to spend in British shipyards the proceeds of loans 
which she hoped to contract partly in France, the same 
executives urged that Portugal be informed that the 
French market would be closed. Similar protests were 
made by the Federation of French Manufacturers and 
Merchants against a contemplated loan by Chile to be 
used in the purchase in Germany of war materials.12 In 
1912 the city of Prague was asked by the French Govern
ment, as a condition of the right to borrow, to give prefer
ence to French manufacturers in giving orders for indus
trial products, and as a result turned to Vienna for the 
needed loan. Even when the demands of industrial organi
zations were ineffective, they left some trace on future 
government policy. 1\I. Pichon, Secretary of Foreign Af
fairs, informed the Chamber, in 1911: 

It is a tradition to which we conform in the Ministry of 
Foreign Affairs. You can see from the statistics that we have 
obtained valuable results in this respect, especially for our 
great metallurgical industries; it is generally thanks to the 
intervention of our Minister of Foreign Affairs in accord 
with the Ministers of Finance and Commerce that we have 
been able to secure important orders.13 

It was in loans extended to the Balkan states and to 
Turkey that this policy of securing orders in return for 
loans was most constantly and effectively applied. The 
l<"'rench Government endeavored to insure that these needy 
and belligerent borrowers placed their orders where they 
found the favor of a loan. Often in these negotiations, a 
representative of Creusot, France's greatest maker of steel 
and war materials, took a direct part, or at all events some 
bank on whose board Creusot was well represented. Often 

12 Bul11tm de1 lndu.rtriell et CommeJ!ant•, December, 1911. 
u Debat1 Parl. Chambr11 de Depute., January 18, 1911. 
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the armament firms made advances, till the state of the 
market and disposition of the government should permit 
the issue of a public loan. This activity of armament firms 
was international. Sometimes the different national groups 
of armament makers competed in the supply of funds and 
pursuit of orders, sometimes they combined. And some
times the French Government called on these groups to 
extend loans w~ich had a political object. 

Serbia in 1905-6, 1908-9, and 1914 was induced to 
buy where she borrowed, permitted to borrow to pay for 
what she had bought. So, too, with Bulgaria, as explained 
in the Report of the Budget Commission (Ministry of 
Foreign Affairs) for the year 1906. 

In the course of this year, the Department followed with 
particular care the question of the loan of 100 millions ex
tended to Bulgaria by the French banks, which brought im
portant orders to French industry, especially for war ma
terials. Long and delicate negotiations preceded the signature 
of this loan contract, and the French Minister of Foreign 
Affairs and the French representative at Sofia intervened 
many times most e:ffectively.a 

Of Turkey the same request was made in 1903, 1905, 
1910, and 1914, successful in all but the third instance; 
that came to nothing since the Turkish Government 
refused French demands and turned to Berlin and Vienna. 
The placing of orders was, in 1914, insisted upon with 
special determination, since Turkey had just used part 
of the proceeds of a loan contracted in France to buy war
ships in Germany. From Greece, the fourth of the antago
nists of the period, the same condition was, in 1914, ex
acted that the orders for army, navy, and railroads be 
reserved for French concerns.15 From each and all, in that 

u Rapport du Commission du Budget, .dtfaires .ttrangeres, Exereice, 
1906. 

15 UB Li'Drtl Nair, Diplomatitl a' .dvant-guerriJ d'apreB lei Document• 
de. .drchi.ve. RuiBe (Paris, n.d.), II, 233. 
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maelstrom of Balkan finance, came orders for the arma
ment firms, easing the way to government consent. 

It is worthy of remark that this attempt to bind the 
borrower to spend the proceeds of his borrowing within 
France was often justified by industrialists and govern
ment officials because such demands were made by the Ger
man banks and government. That this was sometimes the 
case, incidents related in following chapters will indicate. 
But the German Government and bankers tended, likewise, 
to justify their course by the necessity of meeting French 
tactics. They, in fact, often argued that the aid extended 
to French industry far exceeded that given to the German. 
Thus Freiherr Von Gamp Massaunen, member of the 
Reichstag and Prussian House of Delegates, testified in 
the German Bank Inquiry of 1908: 

Yes, indeed; there is often in France an express stipulation 
that the cannon, firearms and so forth must be ordered in 
France. The representative of Krupp's will confirm this 
statement . . . Krupp has lost many orders because the 
French Government has expressly demanded that these things 
be made in France . . . But since our banks do not do 
this • • • 16 

Thus the circle of mutual accusation was formed, gradu
ally catching both governments within its confines and 
more and more often making suspicion correspond with 
fact. For the particularly pemanding and alert attitude 
of the French industrial groups there was a special reason. 
Without government aid, they could not get-merely as 
a result of the competitive bidding-more than a minor 
share of the orders for the metallurgical products paid for 
by loans. Even when French capital retained a directing 
power over a foreign enterprise it was likely to find that 
its requirements could be met more cheaply or advanta-

us G1rmafl Bafll ln.qviry of 1908, StlfiOgraphi.c Beport1 (National 
Monetary Commission, Washington, 1910), pp. 656-657. 
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geously elsewhere.n A special need for compensation was 
felt. 

Despite the fact that in the discussion of the subject, 
much was made of the possibility of securing tariff con
cessions as a compensation for loans, little was actually 
attempted or achieved in that direction. The refusal to 
admit to quotation the stock of the United States Steel 
Corporation may have been prompted in part by resent- · 
ment at the American tariff; if so, it was a futile action.18 

In 1908listing was refused to the bonds of the Credit Fon
cier of Denmark because of an intended increase of duties 
on French wines; concessions having been obtained, the 
veto was later withdrawn.19 In 1910 Sweden and Norway 
were asked to reduce the duties on certain French wines 
before they were permitted to borrow in the official market. 
Doubtless many other minor concessions were secured in 
the course of negotiation of commercial treaties. But their 
trace has not been revealed and their significance must 
have been small. The general use of "the most-favored
nation clause" in pre-war Europe lessened the importance 
to France of any concession that might be obtained. The 
effort seems to have been confined to securing reduction 
of duties on a few French specialties. An exceptional loan 
condition seems to have been proposed to Belgium in 
1912--13, when that country sought a loan in France-
to wit, that she agree to enter into a convention for the 
exchange of information between the two governments re
garding inheritances left by ci~izens of one country within 
the- other country. The Belgian Government refused and 
the loan was issued in London.20 

u See the interesting computations of capital Investment in and pur
cl!ases by railways In Argentina, Brazil, and Chile in A. P. Winston, 
"Does Trade Follow the Dollar?" .d.merican Economic lh'VWw, Septem
ber, 1927. 

1a Bvllt~tiA th• In4ultri6Z. d Commt~rrantl, June, 1909. 
111 EcO'IWfllilt, February 15, 1908. 
20 See lecture of M. Guillain in Int6rltl ~conomiquel et Bapport1 

Intt~naatiofta- (Paris, 1915), p. 227~ 



Finance and Government in France 131 

The same desire which made the French Government en
deavor to secure orders from foreigners borrowing in 
France, prompted it to urge the banks and stock exchange 
to secure places for Frenchmen on the board of directors 
or in the management of borrowing enterprises. Critics of 
the banks made it a mark of shame that in so many parts 
of the world French capital played but a passive role, 
exerted no control over the direction of the businesses they 
financed, and did not advance French industry. These as
sertions, repeated often enough and vigorously enough, 
gradually shaped government policy. The achievement 
of the wish was not easy. Neither the head offices of the 
banks nor their foreign branches were particularly well 
organized to found enterprises, or control them; and it 
was difficult to secure place for Frenchmen in enterprises 
built by foreigners, even though they sought capital in 
Paris. Local sentiment in foreign lands opposed their in
troduction; and there were few Frenchmen of marked 
ability residing in foreign lands who might be placed on 
such boards. Nevertheless, many Frenchmen were intro
duced into the direction of enterprises in Russia, Spain, 
Turkey, the Balkans, and Latin-American states.21 

According to M. Pichon, Minister of Foreign Affairs, 
"We ask ordinarily that France be represented in the 
boards of directors that may be set up as a result of the 
operation, so that our commerce and industry are enabled 
to profit as much as possible from the use of the borrowed 
funds.m1 But the government found, as a matter of fact, 
that it often was not in a position to make this demand. It 
tended to pass on to the official stock exchange the duty 
of presenting it unless some political issue was at stake, 
as in the case of the Balkan and Bagdad railways. The 
official stock exchange, through its committee of admis-

11 Dllba.U Pa.rL Chambr1 d.1 D~puU1, January 18, 1911. La. RI'OtU 
BlfNII, July 28 and August 6, 1910, held a symposium on the subject 
Jn which various bank directors described their efforts to secure repre
~e~~tation. 

II D~ba.t1 Pa.rl. Chambr1 de D~p.Ut, January 11, 1912. 
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sions ( Chambre Syndicale), in the years before the war 
occasionally interposed itself for this purpose into loan 
negotiations. It had authority for such action in the 
government decrees of 1880 and 1890.23 Few specific rec
ords of such negotiations either by the Committee of Ad
missions or the government on this matter are available, 
even if they exist. In its report for 1909 the Budget 
Commission (Ministry of Foreign Affairs) noted that 
"Brazilian public works enterprises whose shares were 
given listing in the French market during the year, gave 
a formal undertaking that important place would be given 
to the French element on the Board of Directors. 'm In 
its report for 1910 the same body observed again, apropos 
of South American loap.s, "as regards the companies whose 
capital is partly French, the Department has exerted 
itself, and has to a certain extent succeeded, to procure a 
greater French representation on the boards of directors.'' 
The same report records specific success with the Brazil 
Railway Company, and various Mexican companies.25 

These instances show the direction of the policy, sustained 
as opportunity afforded. 

A frequent wish was expressed in Parliament and out
side that the practice of supervision of foreign borrowing 
should be extended to prevent the issue of dishonest or too 
hazardous foreign securities. But no Ministry would pos
sibly accept this responsibility; and as a matter of fact 
French political policy tended to encourage the extension 
of loans to countries of doubtful credit. Reliance had to be 
placed upon the judgment of individual investors arid the 
banks, the sense of responsibility of the stock exchange, 

2a But in passing upon listing applications for the loans of foreign 
govemments the Committee on Admissions reached its decision wholly 
on technical grounds. R. Riblere, De l'Admi81ion de la OottJ dam lei 
Bour661 Fraftfaillel IH1 Valeur. (Paris, 1913). 

u BapporC du Oommillioa du Budget, Affaire~ 1btrang~re1, Exerclce, 
1909. 

25/bid., Exercice, 1910. 
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and the protection afforded by the law.28 But these met 
the difficulties imperfectly. The banks were sometimes 
wrong or careless .. The financial press was unreliable and 
venal. Fraudulent securities could be sold though they 
were quoted on no Bourse. Thus, occasionally, the govern
ment seems to have stepped in to guard French savings 
against what was considered an obvious risk. Brazilian 
provincial loans were refused listing by the government 
because their credit was judged to be doubtful and there 
was no satisfactory recourse in case of default. The dis
tribution of a loan of Paraguay was stopped, because 
revolution broke out after the loan contract was signed 
and the loan was disavowed.27 In 1913, listing was refused 
to an issue of ten-year 6 per cent Treasury Bonds of the 
Huerta government in Mexico, since the leaders of the 
Carranza party notified the French Government that they 
would not recognize this debt. But only in special circum
stances of this kind did the Executive Government use its 
power to safeguard investors.28 

THE SEARCH FOR POLITICAL ADVANTAGE 

ABovE and beyond all other considerations which induced 
French official intervention with the movement of French 
capital abroad was the wish to make the investment serve 
the political purposes of the state. The reigning diplomacy 
of the day was the diplomacy of bargaining, and in that 
game, played with every resource of power and ingenuity, 

ae Rather elaborate safeguards were established by law, prescribing 
in detail the conditions to be met in the emission, exposition, and sale 
of securities. The laws were revised in 1907 and 1912--extending the 
requirements. 

IT D~bat1 Parl. Chambr• d6 D6puU1, December 28, 1911. But the 
Minister of Finance at the same time said that if official listing was 
not asked he could not prevent the sale of the loan unless evident fraud 
was shown. 

as Still in January, 1909, Calliaux, as Minister of Finance, declared 
that the government refuses listing "when it appears that French aaving 
may be hurt by this investment." Debat1 Pari. Chambn d6 De,.U•, 
January 2, 1909. 
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it was but natural that this precious ability to provide re
sources to needy governments should be fully appraised 
and used. Borrowing in Paris became as much the work 
of the foreign ministers as of the ministers of finance of 
those loan-seeking governments that crowded the official 
anterooms of the Quai D'Orsay. The saving French people 
gave this official intervention their approval. Financial 
nationalism corresponded to the state of mind of France. 

The wish to make French lending conform to and aid 
French political policy led to government intervention of 
three types. First, the government acted to prevent the 
arrangement or emission of loans to countries whose po
litical actions were deemed unfriendly, or whose political 
alliances and interests seemed to clash with those of 
France. Second, admission to official listing was made con
ditional upon pledges, assurances, or compensations of a 
political order. Third, the government used its connections 
with financial circles, its influence over public opinion and 
press to facilitate the borrowing of states with which it 
was allied, or to arrange the sale of loans in return for 
which political advantages had been secured. In some in
stances the government itself virtually arranged the bor
rowing, then selected some banking group to execute it; 
or, in the case of business which the banks were at the 
moment reluctant to undertake, it called together the bank 
executives and secured their cooperation on ground of na
tional welfare. 

From 1887 on, the prospective borrower at Paris had 
to satisfy the nervous judgment of two foreign offices, not 
one--the French and the Russian. Through the Financial 
Agent in Paris, through his friends in the French banks, 
and diplomatic agents in the world's capitals, all whispers 
of intended transactions reached the Russian Minister for 
Foreign Affairs as soon as they were uttered. Always alert, 
possessed of numerous political difficulties at almost all 
parts of its spreading frontiers, the Russian ally was no 
more backward in pressing its judgment of proposed loans 
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to other countries than in presenting its own needs. Con
sent to its wishes in this field was claimed as an essential 
part of the political alliance. French financial relations 
with China and Japan, with Persia and Turkey, with the 
Balkan states and the Central Empires often followed the 
lines set by Russian political purposes rather than any 
direct interest of the French people. Russia had favors to 
bestow upon banks and financial journals so that its de
sires might be the more easily recognized. The dangers of 
this policy did not pass entirely unobserved. 1\1. Bompard, 
Ambassador to Turkey, for example, whose negotiations 
with Turkey in 19U were being hindered by Russian 
exigencies, took the liberty of writing to his superior: 

May I add in passing that in my opinion the Russian Gov
ernment tends to abuse the power of the French market as 
an instrument of its own political ends; yesterday it was in 
China, today it is in Turkey; now I hear talk of Austria
Hungary. That course seems to me most dangerous . • • 
The power of opening or closing the French market to for
eign loans is certainly an important weapon for the French 
Government but it ought to be used to defend French inter
ests only, lest French financial independence be compro
mised.28 

But the Russian Government substantially had its way. 
The sentiments of regret and bitterness left by 1870, 

the antagonizing movement of political, military, and com
mercial affairs in the subsequent era, kept alive in the 
French mind a hostile regard for Germany. This recorded 
itself in French financial policy. Loans to the German 
Government or to German industries violated these senti
ments, and were felt even to smack somewhat of treason. 
Thus, outside of short-time transactions between the 
money markets, undertaken largely in the natural course 
of trade, Gennany was unable to borrow in France. To 

It Documen.t1 Diplomatiqve1 Fra~ail, 1871-1914, 3d ser., Vol. I, No. 
219. 
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the German Government and industry, restricted by the 
frequently strained credit situation within Germany, the 
power to borrow in the cheap Paris market would have 
been a valuable advantage. But responsive to the public 
judgment, the French Government stood ready to refuse 
official listing to any public issue. No French banking 
group was willing to risk the certain odium and refusal. 
At various times, in connection with discussions of Moroc
can and Turkish affairs, suggestions of a possible arrange
ment were put forward by the German Government, but 
were ignored .. 

Toward the other members of the Triple Alliance, 
Austria-Hungary and Italy, official policy was slower to 
shape itself, and more ·Variable. Until there came into the 
depths of judgment the almost settled conviction that the 
alliance would be drawn into war one day or another, 
Austria-Hungary was a favorite field of investment for 
the French. The French Government regarded this situa
tion benevolently. But, as public sentiment shifted, official 
policy shifted also, and pointed and defined the change. 
The French banks ceased their attempts to sell Austrian 
Government securities by public issues. The gU.ardianship 
of the government over the loan market was obviously 
asserted in the case of a Hungarian government loan that 
the French bankers proposed to issue in 1909. Official 
quotation was directly refused. When shortly afterward 
the French bankers distributed a bond issue of the City of 
Budapest, for which official listing was not sought, Rus
sian indignation found definite form. "Every loan granted 
to Austria-I!ungary or simply to Hungary would simi
larly weaken the position of Russia, and consequently of 
the Dual Alliance," the French Government was in
formed.30 During the strained years ahead to 1914 this 
view prevailed. The French Government detoured all fur
ther loan proposals from Austro-Hungarian sources, 

ao Livn N oir, I, 9(}.-93. .' 
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though the Dual Monarchy held out vague political 
promises. 

The treatment of Italian loans by the French Govern
ment ran through the opposite course. When Italy entered 
into the alliance of the Central Powers, the French grew 
fearful. Previously the French had invested freely in 
Italy. Now the drift of public feeling was reflected in of
ficial policy. In 1885 the Credit Mobilier was forced tore
tire from Italian railroad financing. When two years later 
the Triple Alliance was renewed and a tariff dispute aug
mented ill feeling, there spread throughout the French 
press and banking circles persistent criticism of the Italian 
financial situation (which was weak), and no less per
sistent suggestion that Italian securities be sold. Whether 
the French Government actually initiated the press cam
paign or not, official sympathy with it was not concealed. 
For a decade the estrangement lasted, and the Paris mar
ket was closed to Italian loans. Then gradually as 
animosity cooled, as Italian foreign policy displayed an in
dependent tendency and the chances of renewed friendship 
grew, the market was reopened. With the turn in the po
litical relations, the attitude of the French Government 
turned, too. 

Toward the financial plans of its neighbor, Belgium, the 
French Government usually showed a welcoming attitude. 
But reserve was maintained toward the financial solicita
tions of the Belgian sovereign in behalf of his ambitious 
plans in the Congo and China. The Congo Free State was 
permitted to borrow in Paris in 1886, for example, only 
after a territorial concession, and after France was 
granted a right of preemption over the territories of the 
former International Association in case of liquidation.81 

Not long thereafter the market was again closed to these 
securities. 

Toward the various Balkan states no fixed attitude pre
vailed. Each of their frequent appearances as borrowers 

• 1 Comte L. De Lichtervelde, Leopold II (Paris, 1927), pp. 225 tit ••q. 
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in Paris was preceded by negotiations with the French 
Foreign Office. In a single balance, through the years, that 
authority tried to weigh its desire for peace in the 
Balkans, its hope of making relations with the small Bal
kan states intimate and dependable, the need of respect
ing Russian policy in that area, and the fear of giving aid 
to some future ally of the Central Powers. 

Thus, for example, Bulgaria borrowed freely in France 
up to 1907. Thereafter the French Ministry and official 
policy wavered between doubt of Bulgarian intentions and 
fear lest Germany might acquire new advantages by 
granting loans to which the Paris market was closed. In 
1909 official listing was refused to a Bulgarian loan ar
ranged by the Credit Mobilier; in 1911 the refusal was 
repeated. For a short time during the following year Poin
care was prepared to relax his opposition, influenced by 
the adhesion of Bulgaria to a Balkan understanding of 
which Russia was the mentor. But a fresh access of mis
trust soon led to a reimposition of the ban, which was 
maintained throughout the Balkan wars in an endeavor 
to shorten the conflict. The last play of official judgment 
occurred in the months preceding the Great War. In dire 
necessity the pro-German cabinet which held office in Bul
garia showed willingness to grant the German banks 
pledges that appeared to assure German dominance in 
Bulgarian affairs. The Paris market could offer better 
financial terms; alternative pledges could be formulated. 
The French and Russian governments used all the arts 
of diplomacy to have the French offer accepted. All were 
of no avail; the contract with the German banks was 
signed. Similar interventions and byplays marked the 
borrowing of Roumania. 

As the Serbian policy adjusted itself to Russian policy, 
that country was permitted to borrow freely. Shortly after 
the termination of the second Balkan war, however, per
mission to borrow was hesitantly deferred, lest Serbian 
action lead to a renewal of conflict. But in October, 1913, 
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it was granted in response to the request of the Russian 
Government. At the time Russia and all of southeastern 
Europe was seeking to replenish in Paris public treasuries 
depleted by war or military preparations for further war. 
The French Government regulated the order of their bor
rowing. So that Serbia might avoid default, the Russian 
Government on this occasion gave up its own priority. N" 
less friendliness was shown to Greece by the French Gov
ernment. The enterprise of the French banks in Greek iP
dustrial and railroad development was encouraged as r.n 
offset to the German dynastic connection, and fresh cok 
cessions were obtained in return for admitting Greek gov 
ernment loans. 

As early as 1899, the French Government, moved by 
Russian aims, had kept strict watch over Turkish borrow
ing. Regarding the Bagdad railway project as a memu 
of German aggrandizement and as a menace to Rus,;ian 
position in Asia Minor, mistrusting the German offers of 
complete equality in ownership and management, in 1903 
it refused listing to the railroad bonds, which were pur~ 
chased by the French banks. lTntil about 1910, howevei, 
the French Government permitted the growth of TurkisL 
Government borrowing in Paris in return for the extensiw 
economic concessions upon which they were always condi 
tioned. In 1910 an attempt to exact conditions ir. re~ ur: 
for the right to borrow left 'fu··key to b1rn to Berlm 
From the Russian Government the suggestion came tha1 
before official permission was granted, agreements be ob 
tained which would limit the expansion of the Turkish 
military forces. This condition the French Government 
deemed it unwise to impose directly, but in the conditiom 
it did impose Turkey suspected the same motive and de
cided to borrow elsewhere. In London, too, it found that 
French and Russian influence prevailed. In Germany, 
from which the Young Turk Government had at first 
turned aside, the loan was finally issued. In 1913-14 the 
drama of negotiations was repeated; its details are relatefl 
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in another place. This time Turkey accepted the proposed 
conditions. Even then, Russia, with prescience, felt un
easy, and expressed fear lest this new financial .aid 
strengthen the Turkish Government in its dealings with 
Greece and itself. But the direct advantages obtained in 
return for the loan were too considerable to forego. To 
Russia's anxieties only a vague assurance was returned 
that the realization of the loan would be made dependent 
upon the pacific march of events. Early in 1914 the official 
permission was granted and the loan distributed. The en
suing months demonstrated that Turkish friendship was · 
not among the benefits obtained. 

If the French Government used its powers of guardian
ship over the loan mar~et to prevent, as habitually as the 
preceding illustrations indicate, the use of French savings 
for purposes inimicable to French political interests, it 
acted no less steadily to stimulate their use for purposes 
that served these interests. Often the government was to 
be found in the lead in the negotiation of foreign loans 
which it wished to see in the possession of Frenchmen. So 
it acted in the Bulgarian and Roumanian instances al
ready cited. Often it induced the banks to accept business 
of which they were in doubt, cooperated with them in the 
public sale of loans by creating a popular understanding 
that patriotism demanded their purchase. To bring the 
desired financial assistance to its Russian ally, the French 
Government exerted itself particularly. Each stage of 
Russian borrowing was arranged with the French Gov
ernment, as well as with the banks. Still, sometimes, the 
government stood in the way of Russia's full desires. In 
1900, for example, Caillaux refused to extend listing per
mission to outstanding internal Russian securities in as 
unguarded a fashion as was asked. In 1906-7 when 
Russian political policy was galling all liberal political 
groups, its borrowing was deferred owing to strong parlia
mentary opposition in France. The loans of 1913-14 were 
made conditional upon an increase in Russian military 
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strength and the construction of certain strategic rail
ways. But these were only temporary difficulties of adjust
ment between partners. For the most part it was accepted 
that the political alliance gave Russia free access to 
French savings. This was regarded on both sides as one 
of the important rights or privileges by which the alliance 
was maintained and supported in its aims. 

In China, where so often loans may be said to have borne 
a second set of coupons encashable by governments for 
political advantage if and when circumstances favored, the 
French Government, like the governments of the other 
lending states, habitually endeavored to secure business 
for the French banks. For example, it offered to guarantee 
a loan in France in return for special concessions in the 
three Chinese provinces adjoining Indo-China, and super
vision rights over Chinese customs-as a means of meeting 
Anglo-German competition. In the negotiations for the 
never-issued Currency Loan of 1911, and the Reorganiza
tion Loan of 1913, by way of further illustration, the 
French Government gave steady support to the Four 
Power Consortium which was formed, agreeing with its 
insistence that sufficient measure of control over the ex
penditure of the loan proceeds and the administration of 
the pledged revenues be assured. Not even the wish of 
the Russian GovernmeQt shook this support. But in re
sponse to this wish the French Government aided in get
ting place for Russia in the Consortium, and pledged 
itself to refuse official listing to any loans that were to be 
so employed as to weaken Russia's place in Chinese affairs. 

Another country in the realm of French political ambi
tion toward which the government exerted its powers to 
influence the movement of French capital, was 1\Iorocco. 
Here the government dictated the whole course of financial 
negotiation. The details of that course of policy, which led 
finally to the establishment of a French protectorate in 
Morocco, must be left for another place. From 190~ on 
the French Government encouraged the Sultan to pledge 
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his domains to the French banks, forced him to accept 
their terms, shut off other possible lenders, and added 
heavy indemnity claims of its own to the burdens which 
that irresponsible and corrupt sovereign accumulated. Fi
nancial matters were an important cause of that gradual 
disorganization which made it easier for France to assume 
control Here finance and government cooperated in a dis
guised but stubbornly held purpose in which the wish for 
profit a.nd national ambition joined. 

These instances of government initiative in loan trans
actions by no means exhaust the list. The result of ·them 
all was to create a mutual dependence between banks and 
governments which could not be limited to situations in 
which it arose. France accepted the situation a.s a means of 
carrying out its politieal objectives. 

FAVOR FOR THE COLONIES 

SoMEWHAT apart from the ordinary practice of govern
ment supervision of foreign lending and differently exer
cised, wa.s the official policy of facilitating the movement 
of French capital into French colonies. Moderation in 
colonial borrowing was assured by the financial laws of the 
Republic. Under laws passed in 1898 and 1911 all loans of 
colonial governments, after being authorized by the local 
authorities, had to be approved by a decree of the Conseil 
D'Etat. If the guaranty of the home government was 
asked, the proposal had to be submitted to the French 
Parliament for legislation. When the government guaran
tee wa.s accorded to any colonial loan, all subsequent loans 
of that colony required parliamentary authorization.83 

These regulations probably kept down the sum of colonial 
borrowing, but, on the other hand, they kept the public 
credit of the colonies very high. Besides, colonial borrowers 

. u For the record of this legislation, see any manual of French colonial 
legislation, e.g., A. Girault, Pri.ftcip•• IU Col~milatiott. '' dtJ Lfgula.tt.on. 
ColoAiGlll (Paris, 1928 ed.), Part 2, VoL I. 



Finance and Government in France 143 

were shown favor in the Paris market in two different 
ways. Many of their loans were purchased directly, with
out public issue, by the official institutions which held the 
small savings or pension funds of millions of people-the 
Caisse N ationale des Retraites pour la Vieillesse, and the 
Caisse des Depots et Consignations. The Credit Foncier, 
in a smaller measure, also took colonial loans in this way. 
Secondly, the French Government frequently gave its 
guarantee to colonial loans-as to the Tunisian loan of 
1884, the Madagascar conversion loan of 1897, the Indo
Chinese loan of 1896. By virtue of this official safeguard
ing and assistance, the French Colonial Governments were 
enabled to borrow very cheaply-usually at not more than 
4 per cent-and were always able to find lenders. Thus the 
French Government strove to make colonial development a 
preferential use of French savings. 

The system of parliamentary authorization was used to 
assure the expenditure of the loan funds within France. 
The Chamber of Deputies in granting authorization or
dinarily inserted in the law a provision to the effect that 
any materials for public works to be carried out with the 
loan funds, which were not found within the borrowing 
country, should be of French origin and be carried in 
French ships. 83 The preference was made more certain by 
the fact that after 1900 most of the railway building in 
the colonies was carried out by the colonial authorities. 
Virtually all the other public works and mining resources 
were reserved for French enterprise. Thereby a sentiment 
was created in favor of colonial loans. 

as For discussion of the use of provision, see A. Dardenne, LtJI Em
pn.ndl Pvbli.c1 (Paris, 1908}, and H. Paulin, L'Ovtillag• EcoROmiqUI der 
Colo'IMA!rt Franfailn (Paris, 1911}. Typical of these provisions is Article 
8 of the 1912 loan for French West Africa, "all materials used for the 
execution of the work, as well as the stationary material and rolling 
stock required to operate the projected railroads which is not found 
within the country, shall be of French origin and be transported on 
French ships." BvlltJtm cla CornU~ dll I' 4friq"" Fra~ail•, April, 1912, 
p. 146. 
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THE GOVERNMENT'S PART IN SECURING CONCESSIONS 

THE positive action of the French Government in turn
ing French savings to purposes agreeable to its judgment 
did not exhaust itself in the measures which have just been 
reviewed. Often the resources of its diplomacy were spent 
to secure for French capital and enterprise, profitable op
portunities of which other governments disposed-to pro
cure concessions. Sometimes economic considerations de
termined its action, sometimes political; sometimes they 
commingled. All the industrial countries of Europe were 
exerting themselves for the same objects. Their competi
tion extended over the six continents. But it took its most 
intensive form in those regions not yet brought under 
development, not yet commanding capital resources and 
industrial technique, nor having a capable, managing, 
stable government. 

In later chapters this intricate struggle for concessions 
is traced out. Here it is possible only to dwell briefly upon 
a few of its outstanding efforts of the French Government. 
During the whole course of disturbance and difficulty 
which finally brought Tunis and Morocco within the 
French Empire, every concession granted by their rulers 
was contended for with unrelaxed purpose. To secure the 
cession to French interests of right to build in these coun
tries roads, railroads, and port works, to exploit mineral 
deposits, and to found banks, the French representatives 
used all the arts of pleading. When proof of mutual bene
fit and other forms of inducement failed, and a rival gov
ernment secured rights that might be turned to political 
claims, financial pressure or forceful menaces were applied 
to prevent these regions from escaping French hegemony. 
By these means a monopoly of railroad and port construc
tion was obtained. In Tunis the competitive effort of Italy 
to procure entry for Italian enterprise was among the 
influences which brought the French Government to its 
decision to assume political control. In Morocco, it can be 
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said, concessions were regarded, as between France and 
Germany, as outright political instruments. For each step 
in its forward reach French capital depended upon its 
government's help. 

In the Balkans, Turkey, and the Far East, the govern
ment pushed forward in behalf of its financial enterprises 
with more caution, but no less vigor. }-.or railway and 
banking opportunities in the Balkan states intrusted to 
French capital, French diplomacy worked in a half dozen 
capitals-believing that financial enterprise might help 
to link these countries sympathetically to France, cause 
them to regard France as a rich and reliable friend. 
Toward opportunity in Turkey, French capital had early 
directed itself in large amounts. With the entry of or
ganized German finance, and the growth of German com
merce and political influence, a great tension entered into 
the negotiations for further concessions. The almost per
petual financial troubles of the government and its failing 
power, the detachment of its European territories, and 
the steadily grinding political antagonism midst which the 
country lived, presaged its dissolution. By bargaining, by 
working in collaboration with Russia, by providing loans 
to the needy Turkish Government, by the ready interest 
shown bv its banks in Turkish business, the French Gov
ernment~ gradually brought into French hands a huge sys
tem of concessions throughout the Turkish Empire, but 
more particularly in Anatolia and Syria. 

In China, that other great field of concession rivalry, 
French aims and claims were well sustained. By treaty, by 
persistent presentation of its demands, the French Gov
ernment caused to be set aside for }'rench finance the 
main railroad and mining opportunities in those prov
inces of China which bordered on its colony of Indo-China. 
In several important railroad ventures outside this region 
the French Government exerted itself to assure adequate 
consideration for French banking groups with which 
official relations were maintained. Besides, with the en-
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couragement of the government, French financial par
ticipation in the concessions obtained by the Russian Gov
ernment was arranged. The capacity of French savings 
and its responsiveness enabled France to acquire a posi
tion of parity with the other great powers in the settle
ment of Chinese affairs; these offset the greater naval and 
commercial strength of England and Germany, the geo
graphical propinquity of Japan and Russia. While this 
position was being obtained in China, a somewhat more 
exclusive one--in regard to railroad and port concessions 
-was, by treaties with Siam and Great Britain, secured 
in Siam, the other bo:rder state of Indo-China. 

These exertions of the government, here only sum
marily touched upon, drew together closely the govern
ment and the powerful financial groups. In the forces of 
interest and notions of glory which ruled the national 
state, they were united. 

GOVERNMENT PROTECTION OF FOREIGN INVESTMENT 

THE government would not, save in a few exceptional cir
cumstances, use its power of supervision over the capital 
market to safeguard the investors against unsound loans. 
But less reluctantly it stepped in to aid and protect them 
in the event of default by a foreign government, or action 
injurious to an established French financial interest 
abroad.u The course pursued in this matter varied in ac
cord with the ideas and tendency of the ministry in power 
at any particular time, and adapted itself to the strength, 
position in international affairs, state of civilization, and 
character of the action of the defaulting or offending gov
ernments. 85 

a~ An eft'ort was m4de at various times to get the French courts to 
provide recourse against foreign governments, but this they always re
fused to do. Imbert. op. cit. 

u For analysis of French policy in the earlier years, see H. Becker, 
Lt11 Emprv.nt1 d'Etat• EtrangtrB '" FraACt! (Paris, 1880). M. Lewan
dowski, Dt1 la Prottlcti.oft d111 Capita'UI: Emprv,nMs en Fran<'e (Paris, 
1896). For the later years there is an enormous literature on this 
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The French Government always insisted on retaining 
complete liberty of action as regards the aid it might ex
tend to its investors. The wide distribution of security 
ownership made it relatively easy to stimulate an agita
tion in favor of intervention in any particular case. Some
times the government remained entirely unmoved by the 
appeals of injured creditors, sometimes it resorted merely 
to a general declaration or use of good offices to satisfy a 
public wish, sometimes vigorous acts of pressure or inter
vention were undertaken, alone or collectively. The hu
miliation, odium, and expense that had been incurred in 
the disastrous attempt of the Emperor Louis Napoleon 
and Maximilian to collect debts in Mexico implanted fear 
of reckless adventures for a considerable period. The dec
ade of the seventies brought heavy losses to the investors 
in foreign securities. But from all but two of the defaults 
which occurred, the government stood aside except for the 
friendly exercise of its influence. Only in Egypt and 
Turkey was the situation followed up. On the occasion of 
Egyptian bankruptcy in 1875-76 the French Government 
used all its power to secure recompense for its bondholders, 
and ample representation in the international institutions 
of control which were created. The Credit Foncier, an of
ficial French institution, held 175 million francs of Egyp
tian securities, risked to maintain French influence in 
Egyptian affairs. Stubborn refusal to permit adequate 
debt reduction was among the causes that produced the 
rebellion which led to British assumption of power. Hav
ing refused to share in this final action, France thereafter 
stubbornly upheld every atom of the legal right of its 
investors-inspired not only by concern for their interest, 
but also by the hope that its embarrassment would cause 
Great Britain to bring its occupation to an end. Not till 
1904 was the quarrel settled. Toward Turkey its policy 

subject, largely repetitive. A. Wuarin, Eua' 1ur '161 Empru•tl d'£tat1 
(Paris, 1907). A. Guillaume, L'£pargns Fraru;alle 11t le• Valeur1 Mo
bilierll (Paris, 1907), are among the best. 
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ran on parallel lines. International control of revenues 
pledged to the bondholders was obtained and vigorously 
upheld by the French Government. 

In the later years of the nineteenth century and the 
early years of the twentieth, French official policy showed 
the same variation. Heavy losses were suffered by fresh 
suspension of payments of many Latin-American states, 
but the French Government resorted only to friendly 
mediation for the formulation of new agreements, or the 
arrangement of arbitration proceedings. When Great 
Britain, Germany, and Italy used force against Venezuela 
in 1902-3, the French Government stood passively by. It 
is possible, in fact, that the recoil of public opinion in 
Europe which followed this intervention, and the attitude 
displayed by the American people at the time restrained 
France fr~m resorting to forceful pressure at a later time 
when the provocation was greater. In 1907, Venezuela 
charging that the French Cable Company was aiding a 
revolution, and was not fulfilling its contract, closed up 
its offices. The French Minister was given his passports. 
The Paris market was closed to new Venezuela borrowing 
but no more vigorous action was taken. The quarrel was 
not settled till 1914. Only toward San Domingo was an 
outright show of force made to protect a French interest. 
There a French battleship was dispatched in 1892 to sup
port the French-owned national bank against the govern
ment; there, too, in 1903--4 a threat was extended that the 
customs would be taken over to assure the payment of 
French bondholders midst the existing confusion of con
tending foreign groups. 

The Portugal default of 1892 roused particular criti
cism in France because of the already substantial losses 
suffered by French investors in Portuguese securities, and 
the widely held opinion that the action was unnecessary, 
and unjust. A large party in the French Parliament 
pressed the executive to take firm action, and all the peace
ful resources of French diplomacy were exerted to secure 
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improved terms for the investors. The French Government 
sought, in the course of negotiations, to have the revenues 
pledged to the loans put under the supervision of the 
Tobacco Monopoly or the Royal Portuguese Railways, in 
both of which French influence was substantial. But not 
only the Portuguese, but the British and German govern
ments opposed any such arrangement. Greater success at
tended the exertions of the French Government in behalf 
of investors in the bonds of the Royal Portuguese Rail
ways, when they were unfairly treated in reorganization 
proceedings directed by the Portuguese Government; im
proved terms were secured. 88 Even while French diplomacy 
was occupied with these matters, it made overtures of fur
ther financial assistance to the Portuguese Government. 
The loans it proffered were to be guaranteed by a mort
gage on the revenues of certain colonies, which would have 
given France a part in settling the disposition of these 
colonies in the event that default or other circumstances 
led to their partition. In these attempts it was moved 
by a knowledge of the Anglo-German agreement dealing 
with these domains. 

Toward Spain, which Cuban and Philippine revolts and 
the war with the United States left in acute financial dis
tress, the French Government showed itself moderate, 
though alive to the large interests of its investors in 
Spanish bonds. When in 1899 the Spanish Government 
wished, by taxation, to reduce the interest on its external 
debt, an intimation was conveyed ~hat the French capital 
market would be closed to its appeals if it did so. But no 
serious official opposition was manifested when such taxa
tion was applied to the coupons of the mortgage bonds 
secured on the customs of the Philippines and Cuba, 
which indebtedness the Spanish Government had to assume 
when the American Government would not. Some years 
later, however, the official market was closed to Spanish 
securities because of the treatment accorded French in-

" Reporl of Covtteil of For.t.ga BOIIId.Aolr.Ur1, 1898 and 1894. 



150 Europe: The World's Banker: 1870-1911,. 

''estors in the South Spanish Railroad. Bond interest had 
.been suspended and was not resumed though, in the judg
ment of the French, the road was now able to meet the 
obligation, and was giving preferment to the Spanish 
bondholders. Since Spanish law prevented foreclosure by 
the French investors, and the Spanish Government alone 
had the power to remedy the wrong, the official ban was 
applied against its securities. 37 

In the negotiations which led to the establishment of 
some measure of creditor's control for Serbia in 1895, for 
Greece in 1898, and for Bulgaria in 190~, the weight of 
the government was thrown behind the bondholders' pro
posals. No actual defaults occurred in Serbia and Bul
garia; the supervisory, arrangements were introduced as 
conditions of the conversion loans that enabled the govern
ments to avoid default. The German banks took the initia
tive in pressing for the Serbian arrangement rather than 
the French. When in 1898 Greece emerged defeated from 
a war with Turkey, France followed the German lead in 
putting the pledged revenues under control. 

It was to coerce the governments of two Mohammedan 
states that the most outright gestures of force, in behalf 
of French investment abroad, were made. In both instances 
the French Government sought objects of a wider char
acter than the protection of the threatened investment. 
When in 1907 Moulay-Hafid overthrew his brother and 
became Sultan of Morocco, he had no funds to establish 
ord~r throughout the country, to meet the service of the 
Moroccan government loans sold in France, or to pay 
the costs of the French military expedition which were 
charged up to him. New borrowing was obviously neces
sary to avoid default. The French banks offered the re
quired loan on conditions which greatly strengthened their 
control of Moroccan finances. As the Sultan showed signs 

IT A. Leroy-Beaulieu, L'Jt~onomilttJ Fra~av, August 13, 1910, and 
Bt~porl A11ociatiota NatiotWJe cUI Porl11ur1 Fra.~ail M Valeur• Jttran.
g~rlll, 190S. p. 15. 
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of preferring default the French Government, with effect, 
definitely threatened the use of force. It not only sought 
the extension of French influence; it feared lest the con
tinued postponement of payments due to German interests 
might provoke German governmental action. 

Toward the Turkish Government in 1901 the threat of 
force passes into its actual display. The episode, commonly 
known as the Lorando-Tubini affair, had complicated an
tecedents. 38 Three claims were involved. In 1890 the 
Turkish Government gave a concession to a French com
pany (Societe des quais de Constantinople) for the con
struction and operation of the quays of Constantinople. 
After the first quay at Galata was built, opposition 
against the company appeared; the longshoremen felt the 
loss of work, local tugboatmen were angered by the com
pany tugs, the local merchants criticized the rates charged 
though the company had no monopoly. The Sultan re
fused to continue to carry out the terms of the concession, 
and hindered its operation. Then he offered to repurchase 
the concession on terms unacceptable to the company, 
which wanted an indemnity, and desired to retain the right 
to exploit the quays. The Turkish Government vacillated 
in its offers to the company and in its responses to the 
arguments of the French Government. The French Gov
ernment wished this particular concession to remain in 
French hands since the port of Haida-Pasha was being 
developed by German investors. 39 The matter was taken 
to invoh·e not only pecuniary interests, but to raise ques
tions "of a wholly different character, touching-the posi
tion of France on the Bosporus."40 The other claims were 
.A a purely pecuniary character; they concerned loans 

ss Docvme11t1 DiplomaHqtuJI, Tvrqu&e, 1900-1901; A. Moncharville, 
"Le Contlit Franco-Ture," Re'OUf G8Mralt1 du Droit Intema.tiotao.l 
Public, 1902. 

aD D&e Gro1u PolUik der Ev.ropiii.rchera KabMultte, Vol. XVII, Nos. 
5668, 5669. 

to Llocument1 Daplc•matiqu.i!l, Turqv.ic, 1900-1901, No. 4.. 
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made at 15 per cent interest to the Sultan by Levantine 
bankers of French citizenship, Lorando and 'l'ubini. 

Though the French Government in the past had often 
ignored such situations as these, in August, 1901, it broke 
off diplomatic relations with Turkey, recalled its am
bassador, and again demanded immediate satisfaction for 
the claims. Shortly thereafter a satisfactory repurchase 
agreement for the Constantinople docks was drawn up, 
and a settlement of the Tubini claims arranged. But the 
Lorando claim remained open. On October ~6, 1901, the 
French Government again reasserted its demands and 
now, as compensation for troubles and delays encountered, 
asked satisfaction of some political matters. The rights of 
French schools, hospitals, and missions were to be legally 
recognized and extended; the election by his church of 
1\Igr. Emanuel Thomas, a French protege, as Chaldean 
Patriarch, was to be sanctioned, and the investiture made. 
Four days later a naval division was dispatched to l\Iyti
lene to seize the customs. 1\I. Delcasse, Minister of Foreign 
Affairs, declared that "we wish to show that to the long 
and persistent denials of justice, to the systematic and 
repeated detractions of our rights and interests, France, . 
after exemplary patience, has something besides protests 
to put forward."n The day after the fleet arrived at 
Mytilene, the Sultan settled the Lorando claim and satis
fied the other French demands. 

French calculations in this episode plainly passed be
yond the simple intention of assuring just consideration 
for the three :French claims out of which it arose. The 
French Minister of Foreign Affairs declared to the Cham
ber of Deputies after the dispatch of the fleet 

that he looked with disfavor and apprehension at the disap
pearance of an enterprise bearing a French name . . . and 
that the government had felt that it was in the presence of a 

u D6bat1 Parl. Ckambr11 de Deputes, November 4, 1901. 
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system, a prejudice, and that other interests of a more gen
eral and elevated character, disputed today, denied tomor
row, violated day after tomo~row ... 42 

In other words a blow had been struck to leave an impres
sion along the African coast and throughout the Near 
East that France was determined to maintain its place and 
program, and powerful enough to do so. The Quays of 
Constantinople, the claims of Lorando and Tubini were 
but the "dossiers" on top of the pile. 

From among the other instances of later years where 
the French Government asserted itself to shield French 
interests abroad (they were not infrequent), special in
terest attaches to the measures taken in 191~ in behalf 
of claims against Cuba.43 These French claims arose out of 
the 1895 revolt against Spain, and the correspondence they 
had occasioned grew more faded as it grew more bulky. In 
1910 the French Ambassador, joined by the British, who 
had similar claims to press, served warning that the Paris 
market would be closed to Cuban security issues in the 
event of continued refusal. The Banque de L'Union Pari
sienne, which was negotiating a bond issue for the Credit 
Foncier Cubain, ended the discussions rather than face 
official opposition. On the board of the Credit Foncier 
Cubain, Frenchmen, Germans, and Cubans sat side by 
side. Not long after, the Banque Continentale of Paris, 
which was the subsidiary of a German bank, prepared to 
bring out the Credit Foncier issue, announcing that of
ficial listing would be sought. Rejection of this request 
was asked for in Parliament. The Minister of Foreign 
Affairs announced that it had already been rejected, ex
plaining, "When a request is addressed to the govern
ment, it is examined with an appreciation of the financial 
interest and French political interests .•. in all requests 

u Ibid. 
n For an account of this episode, see wid., February 3, 1912. 
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the French interest should take precedence over the fi
nancial interest ... "*4 

Though vaguely phrased, this statement indicates the 
consideration which, more than any other, shaped the 
policy of the French Government in the matter of extend
ing official protection to French investments abroad-as 
far as it was not shaped by the accident of personalities 
and special influence. Governmental intervention in behalf 
of private investors in a foreign land is a political action, 
which has political consequences. The French Cabinet was 
highly sensible to that fact in every instance; and to it 
other circumstances and conditions were made secondary 
in the long list of decisions which the government was com
pelled to make. Eager as it was to protect its investors, in
fluential as these investors were in official circles, it was 
in a measuring of political advantage or disadvantages 
that the government found its primary guide. 

THE ORGANIZATION OF THE INVESTORS 

THE French Government, so that it might keep itself clear 
of the necessity of intervention, "when foreign govern
ments are concerned, and such intervention would hinder 
its general policy," encouraged the effective organization 
of the investors.45 In 1898 M. Cochery, the Minister of 

44 Debats Parl. ChambrtJ de Deputes, February 8, 1912. Isvolsky wrote 
to his government apropos this statement: "That declaration of M. Poin
care differs sensibly from the point of view of Caillaux • . • who . . • 
as your Excellency knows, regarded analogous operations such as the 
Hungarian loan or the participation of France in the Chinese Quadruple 
Syn<!Icate above all from the point of view of the financial advantages 
obtained. The change in the attitude of the French Government should 
have a serious and favorable significance for our political interests." 
Livre N oir, I, 188, lsvolsky later modified his judgment of Caillaux 
somewhat, praising the interest and energy with which the Doumergue
Caillaux Cabinet in 1913-14 arranged for the program of Russian bor
rowing. Ibid., II, 222. 

4,5 See Lacombe, "De la Defense des Porteurs de Titres de Fonds 
d'~tat ~trangers," Congr611 Intemationale des Valeurs Mobili6res, Vol. 
II, fot' the origins of the organization. In 1918 its name was changed to 
L'Office Nationale des Valeurs Mobili~res, and its functions broadened 
somewhat. 
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Finance, charged the official stock exchange ( Chambre 
Syndicale des Agents de Change) with the duty of found:. 
ing an investors' association which could defend French 
financial interests abroad, achieve satisfactory settlement 
of their difficulties through their own strength and talent. 
The association then created (Association Nationale des 
Porteurs frant;ais de V aleurs :Etrangeres) sought a wide 
membership of individual and corporate investors. The 
personnel of its executive bodies and the commissions 
through which it negotiated were drawn largely from the 
circles of the stock exchange and from government of
ficials or former government officials of high ran,k. For 
aid the Association depended upon both the stock ex
change and the government. The stock exchange. con
tinued to be its largest financial supporter; it also coordi
nated its action with that of the Association by barring 
from trading the loans of foreign governments with which 
the Association was unable to reach agreement. The gov
ernment's assistance varied from instance to instance. The 
diplomatic officials and consuls abroad introduced its 
representatives, kept it informed, transmitted its com
plaints and often· fought its battles. 

The Association retained, at least nominally, independ
ence of action despite its relations with the public powers. 
The Director of the Association explained, "the Minister 
himself requires that it be so, as shown by his insistence 
that the President retain no connection with the Adminis
tration. But the Association receives most precious and 
exclusive support from the government."'8 Through its 
connections the Association was assured of attentive con
sideration of its need without any formal arrangements 
for the transmission of its wishes, or the reception of those 
of the government. A natural cooperation developed in 
which the government seemed usually most pleased when 
it had to take no share at all in the situations that oc
cupied the Association; that, after all, was the object of 

"<f.11octa.tiott. No.tiofltJle «U• Portevr• Ff'Gfl.{'a.U, 1899-1900, p. t. 
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founding it. No doubt the Association now and again 
adjusted its policies or demands to the advice of the ad
ministration, which it could hardly afford to embarrass. •.1 

Their organization enabled the bondholders to act effec
tively and decisively in defense of their interests. It enabled 
the government to free itself, when and as it wished, of an 
unpleasant task without exposing itself to the criticism of 
leaving an important national interest in neglect. Both the 
bondholders and the government found the arrangement 
satisfactory. 

SOME GENERAL OBSERVATIONS 

IT is difficult to recall, after surveying the relationship 
between finance and government in France, the ruling con
ception of the economic texts that investment and the busi
ness of buying and selling of securities are private activi
ties, decided by the taste and judgment of the savers and 
the banks, bringing profit and loss according to the wis
dom of private decision. In so many ways did the invest
ment of French capital abroad come within the field of 
governmental cognizance and regulation, so regularly 
were judgments and favors passed back and forth be
tween governments and banks! Another positive notion 
was added to that in the texts; though the action of each 
investor and bank remained a private financial operation, 
the action of them all over the passing years was a matter 
of national consequence and a natural field for government 
control. This notion was turned into policy, and the policy 
was~directed primarily by two sets of conditions and de
sires. French industry was lagging in its growth behind 
that of rival states; French foreign investment must serve 

n Though only one serious charge of the kind bas come to my atten
tion. The Caillaux government was accused of inducing the Association 
to accept against its judgment the terms oft'ered by the Spanish Govern
ment in 1900; in so acting the government was further accused of having 
come under the influence of the large Paris banks. G. Manchez, "La 
Rente E:x:terieure Espagnole et le Projet de Convenio," .R1ro11.e Politique 
et Pa.rlemll'lltaire, October, 1900. 
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to aid it. French political destiny was being worked out 
from day to day midst a world that included enemies, and 
regions that were potential prizes for stronger and more 
civilized powers; French foreign investment was one of 
the forces by which this destiny might be made safe, per
haps, a triumphant one. 

How fully the objects of this policy were realized, what 
gains and what disappointments it brought, it is the bur
den of the preceding survey and of later chapters to ex
pose. Here is place only for a few incidental observations. 
The course of French experience seems to indicate that 
international friendships resting upon financial connec
tions are fickle, and international gratitude for financial 
aid-in the form of loans-rare. Professions of friendship 
may abound when loans are sought; but may last no 
longer than the need which occasioned them. The loans 
are judged as private profit transactions. Borrowing gov
ernments are usually more conscious of the cost of the loan 
than of the benefit received. A refusal of a loan because 
of government intervention is remembered longer than the 
granting of two loans. The official benevolence shown to 
Russia undoubtedly strengthened the Russian alliance but 
strong common political objects bound the two govern
ments together. It successfully promoted French policy 
in Serbia and Japan. But where political currents were 
unfavorable, as with Turkey and Bulgaria, the connec
tions built through financial aid fell apart. 

Foreign borrowers, especially foreign governments, had 
not only to satisfy the bankers of the soundness of their 
credit and their plans; they had to satisfy the French 
Government, popular opinion and the press which led it, of 
their purposes. This necessity contributed to the formation 
of an unhealthy relationship between the governments, the 
banks, and press. When opposition was expected, all pos
sible channels of influence were used. The press was bribed 
--sometimes with the knowledge and advice of the French 
Ministers who also had to reckon with outside opinion; 
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the way was opened for blackmail by the press.•8 The bor
rowing governments did not even hesitate to appeal to 
personal advantage. Thus the Russian Foreign Office, 
when instructing its Ambassador at Paris to seek permis
sion for a contemplated loan suggested that it was advis
able ''to permit participation not only of a group of 
great banks headed by the Credit Lyonnais and the Ban
que de Paris, but also of a new group of second rate pro
vincial banks led by the influential Cochery. By satisfying 
him, we shall no doubt please the French Government and 
diminish opposition in the Parliament and press.mo With 
or without basis in truth, a large part of public opinion 
believed tliat their public officials were corrupted in this 
process of passing upon foreign loans-whether for per
sonal or party benefit. 60 

Between the banks and the government exceptional in
timacy with mutual temptations arose. Subject to official 
supervision in their foreign loan arrangements the banks 
were under the necessity of not giving offense, could not 
easily resist claims fox: special favor. For instance, they 

ts See the correspondence of A. Raffalovitch, financial agent of the 
Russian Government, published in L'HwmaniU, December, 1923-March, 
1924.. Raffalovitch mentions the Serbian, Argentine, and Brazilian gov
ernments as making payments to the press. J. Caillaux, Me1 Prisom 
(Paris, 1921), p. 186, in denying that he demanded a contribution to 
party funds in return for permission to list Turkish securities, asserts 
that the Turkish Government had spent three million francs for news
paper publicity with the knowledge of the Foreign Minister. Bribery of 
the press took many forms-money, options, decorations, jobs. The prac
tice was not limited to foreign governments; an official investigation 
revealed that the newspapers were paid seven million francs for as
sistance in issuing the Panama Canal Loan of 1888. R. Poincare, Au 
Serui.ce de la France (Paris, 1926), III, 97, states that Russia made 
large payments to the French press in 1904.-6 with the cabinet's 
knowledge; the Italian and Austrian governments did the same. In this 
chapter he asserts that lsvolsky falsely gave the St. Petersburg Govern
ment to understand that he, Poincare, as President of the Republic, 
urged that the Russian Government bribe the press, so that funds would 
be supplied. 

ts Livre Now, II, 455. 
so E.g., G. :Manchez, BocUtes de Depdt, Banque~ d' Atfaires (Paris, 

1918), pp. 97-98. 
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were expected to reserve place upon their directorates for 
discharged ambassadors and retired officers of the 1\Iinis
try of Finance.51 Such places were prizes dangled before 
officials provided the banks found their services valuable. 
While on the other hand, the government, in its efforts to 
influence French investment for political ends, had to rely 
steadily upon the banks. Even though it be assumed that 
both groups were governed by most rigorous standards of 
honesty and public welfare, doubts must remain as to the 
wisdom of creating so close an association between any 
single set of private interests and the state. For France, it 
cannot be said to have promoted faith in the government. 

61 Poincare, op. cit., I, 268, made reservations for Philip Crozier, 
Ambassador to Vienna, and for George Louis, Ambassador to St. Peters
burg. E. Judet, George LouiB (Paris, 192/.i), p. 24.8. The Banque de 
L'Indo-Chine, in particular, was expected to make place for such of
ficials and some were always on its board of directors. 



CHAPTER VI 

FINANCE AND GOVERNMENT IN GERMANY 

THE GROWTH OF A DOCTRINE 

THERE never was in Germany a large amount of 
easily spared capital. Thus there always existed in 
industrial and official circles, not far out of sight, 

an anxiety lest too open a reception to foreign loans might 
make difficult the satisfaction of their own wants. German 
industry, while seeking and planning foreign expansion, 
was not, therefore, entirely unsympathetic to some meas
ure of guardianship of the loan market; it was not willing 
to trust solely to the. movement of relative interest rates, 
to the long-time results of foreign investment. In addition, 
two strong bodies of opinion within the country were an
tipathetic to the movement of capital abroad-the agri
culturists and the Socialists. By the agriculturists such 
investment was deemed a cause of higher interest rates for 
agricultural credit; besides, they feared lest the growth of 
German financial and industrial• interests abroad would 
cause the agricultural interests to be sacrificed in tariff 
bargaining. By the Socialists it was regarded as bring
ing oppression of weaker races in its train and as certain 
to involve the country in international conflict. These 
influences combined to foster the notion that foreign in
vestment should be submitted to regulation, to create a 
current of feeling that its total amount should be kept 
do\vn. Intermittently this demand attained articulate and 
forceful expression. The banks and public powers were not 
altogether heedless of it. · 

From the time of Bismarck's passing--even in the last 
years of his chancellorship-it is true that German in
dustry and the German Government worked might and 
main to develop their foreign influence, to expand foreign 
sales, to build up foreign banking connections, to win place 
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for German capital and enterprise, to acquire spheres of 
influence and colonies. It was recognized that the invest
ment of capital abroad was essential to all these ends. Thus 
the dominant mood and calculation of the government, the 
big banks, and the powerful German industries, were to 
look with favor and hope upon that investment-though, 
as has been indicated, not entirely with ease of mind.1 Out 
of the conflict of influences and computations there grew,· 
especially after the turn of the century, an attitude of 
"management," of "amanagement" such as a housewife 
practices with not too great a weekly budget. The at
titude of management fitted in naturally with various 
strains in German foreign policy, with the mixed note of 
striving ambition and harassment which marked that 
policy, the psychological compulsion to go forward, the 
sense that the only way forward lay in combat with un
friendly nations possessed of earlier advantages. In the 
grip of these feelings, the government tended increasingly 
to look for evident return, in the way of economic ad
vantage or political favor, from its foreign investment. 

In this matter of foreign investment there is a great gap 
between conceptions which may be formulated as guides 
and the actual events. Investors, no matter how patriotic, 
have judgments and tastes of their own; banks, no matter 
how desirous of serving the nation, have obligations, in-

1 The different attitudes were well summarized by Herr Mueller, 
Director of the Dresdner Bank. "The participation of the German Bank
ing community in foreign government and municipal loans is often 
regarded in circles not connected with business as undesirable and some
times dangerous to the public welfare. Even German Ministers of Fi
nance have been inclined to view the questions from this standpoint. The 
Imperial Chancellor and the Minister of Foreign Affairs have always 
held a different opinion and have recognized that it is imperatively 
necessary for the international position of Germany, for German export 
trade and consequently for the development of the German Merchant 
Marine Navy, to compete with England and France in lending money 
to foreign and transatlantic countries." Mircellaneou Arli.cler ot& Ger
man Banking (National Monetary Commission, Washington, 1910), p. 
152. 



162 Europe: The World,s Banker: 1870-1914 

terests, connections which they steadily preserve. Thus 
only from the actual events can the actual course of policy 
be discerned. But out of the controversies within Germany 
before the war, there did arise a substantial measure of 
agreement upon a conception of policy. This the govern
ment and predominant opinion tended to accept as a 
theoretical basis for action. In a book which had great 
influence, the elements of the conception were given pre
cise formulation. 2 

1. The issue of foreign securities in the domestic market, 
like the establishment of branches of domestic enterprises 
and participations abroad, is permissible only after the do
mestic demand for capital has been fully satisfied, since the 
first duty of the banks is to use the available funds of the 
nation for increasing the national productive and purchasing 
power and for strengthening the home market. 

2. International commercial dealings as well as interna
tional flotations ought to be but the means for attaining 
national ends and must be placed in the service of national 
labor. 

3. Even when the two foregoing conditions have been ful-
1illed the greatest care will have to be used in selecting the 
securities to be floated. 

These general propositions are vague. They were ex
tremely difficult to translate amidst the circumstances of 
the particular cases which always present the question of 
"more or less." They may set out objects for government 
intervention which are more likely to be achieved by the 
unhindered operation of private judgment. Yet in sub
stance they represented the general attitude which tended 
to prevail in Germany before the war and the general ob
jects which the government tried by its supervision to 
achieve~ 

2 J. Riesser, The German Great Bankl and Theilt Concentration, p. 
384. 
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MEANS AND METHODS 

FoR the advancement of these purposes the government 
trusted to a large degree to the instinct of the private in
vestor and the judgment and initiative of the Great 
Banks. It did not wish to introduce itself formallv and 
regularly into the affairs of the money market or ~f the 
banks. All suggestions for the establishment of a regime 
under which the opinion of the government was to be for
mally asked before each emission were regarded with dis
favor. The undesirability of having responsibility imputed 
to it for judgment of loan issues and the risk of giving 
offense to other governments were recognized. But oc
casionally, to check some loan, the formal exercise of legal 
power was used. For under the laws of the empire, the 
government was able to exercise legal control over loan 
operations through several official institutions.3 

Indirectly the admission of securities to listing and 
trading on the German Stock Exchange could be influ
enced under the arrangements established by the Stock 
Exchange Act of 1896. • Regulation of admissions was 
inaugurated in the eighties, provoked by the heavy losses 
of investors. Renewed defaults of foreign governments and 
strong opposition to the large amount of current foreign 
investment were among the causes which led to the holding 
of a stock exchange inquiry in 189~ from which issued 
the regulating act of 1896. This act and subsequent 
amending acts created boards of admission on the German 
stock exchanges upon which interests not professionally 
engaged in the security business were given substantial 
representation.' It was hoped to safeguard the agricul-

a A detailed study of the legal basis of control bas been made by 
W. H. Laves, German GO'OIImmefl.tal lnftueftee Of!. Foreigfl. lfi.'Oeltmllfltl, 
1871-1914 (Thesis, University of Chicago, 1927); I have drawn upon it 
for this chapter. 

• W. Lexis, "The New German Exchange Act," Ecofi.Omic Journal, 
September, 1897, 

• The provision as revised by the 1908 Law and the Berlin Stock 
Exchange ordinance, Art. 24r, reads "at least half not active in stock 
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tural and industrial interests of the country against the 
possibility that the banks, with their great powers of 
security distribution, might err, or sacrifice internal de
velopment for easy profit. The act defined the procedure 
and conditions of admission to be observed by the boards 
of admission. For the Berlin Exchange these conditions 
were also regulated by a law passed by the Prussian 
Bundesrat. Despite their composition, these boards of ad
mission interfered but little on their own initiative with 
the course of security issue in Germany except on tech
nical grounds, or to improve prospectuses, or to prevent 
evident error or fraud.6 Such seems to have been the fact 
though a wide field of discretion was opened by the law 
in authorizing the boards to exclude securities which en
danger "a public interest" ("ein erhebliches allgemeines 
Interesse"). In the interpretation of this provision, how
ever, the boards dared not venture far outside of the 
grounds of technical correctness. Since most objects of 
national policy were matters of public debate, of party 
or sectional difference, they could hardly attempt to shape 
them by their decisions. Still these boards were agencies 
through which the views of the business community and 
government might be conveyed to the banks with a certain 
measure of authority. Objections to foreign loans, in gen-

exchange business." In 1913 out of a board of 28 members and 8 alter
nates, 20 were active or retired bankers, 7 industrial representatives, 8 
representatives of produce exchanges and metal markets. 

e For analysis and record of their activity, see P. J acohs, Die Zulas
l'lling vott JV11rtpapierett Bum Bor1enhandel (Berlin, 1914), and H. 
Zichert, Dill Kapitalsanlage in Ausliindischen lVertpapieren (Berlin, 
1911). Jacobs cites various refusals on special grounds, e.g., of the 
Luxembourg Union Bank because of its corporate form, of the Deutsche 
Erdol Gesellschaft in 1912 because of the possible interference with the 
plans for a German government monopoly and deleterious effect of such 
a monopoly upon the shares (all this under par. 3, sec. 86-the "public 
interest" clause), also instances in which further information or im
proved prospectus was required, e.g., a Turkish Loan of 1905, a Canadian 
Pacific bond issue of 1913. As early as 1896 the Committee at Berlin 
refused admission to a Mexican loan because the kgality of the pledges 
assigned was considered doubtful. Zichert asserts, however, that the 
Boards of Admission were dominated by the banks. 
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eral or particular, could be and were brought forward for 
discussion; and to some extent the banks were guided 
thereby.' 

The various state governments within whose territories 
the several stock exchanges were could intervene in the 
decisions of these boards of admission. To each was ap
pointed a state Commissar whose duty it was to see that 
the laws regulating the exchange were observed. Of these 
appointments the most significant was that of the Com
missar of the Berlin Stock Exchange which was made by 
the Prussian Minister President who was at the same time 
Chancellor of the Empire. Here was a direct line for the 
exercise of the will of the Imperial Government. But the 
Commissars, including the one at Berlin, in general played 
a passive role. Their powers were poorly defined and the 
government showed little disposition to extend them by a 
broad interpretation of the legal provision regarding the 
public interest. 8 The known instances of intervention by 
the government through this channel are few; but the 
government steadily upheld the right to use it. Thus, for 
example (February ~0, 1913), the Prussian Minister of 
Commerce declared before the Prussian Landtag, apropos 
of the barring of the bonds of the Chicago, Milwaukee 
& St. Paul Railway from the Berlin Exchange, "My 
right to interfere at the place of admission has never been 
denied in the Prussian Legislature . . . and objection 
has not been raised to the right of the state to determine 
whether a general public interest has been endangered." 
To make it more effective, the law of 1896 provided that 
when a security had been refused admission by one stock 
exchange in Germany, no other exchange could admit it 
unless the reasons for exclusion were of a local character. 
This created a unity of control within the power of the 

'Testimony of Dr. Paul Wachler, Gsrmata Batak ltaquiry of 1908 
(!ll'ational Monetary Commission, Washington, 1910), pp. 665-668. 

a Testimony of Count Von Kanitz, ibid., pp. 580-581, and B. Demburg, 
Kapital vrad Staat1avf1icltt (Berlin, 1911). 
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Imperial Government when it chose to exert it. But the 
government emphasized how sparingly this power had 
been and must be used. 

Through its powers of dictation over the Reichsbank, 
the government possessed another formal means of in
fluencing the course of German investment. The directing 
board of the Reichsbank was made up of the Chancellor 
and four other members, one of whom was appointed by 
the Emperor, and the other three by the Bundesrat. The 
Reichsbank's right to regulate rediscount rates enabled it 
to influence capital movements, to regulate them in the 
interest of the German money market. But this was a 
delicate instrument which might react upon business; 
moreover, in its effects, no discrimination could be made 
between foreign loans· that were favored and those that 
were not. Of greater use for the purpose was the de
pendence of the large banks upon the aid of the central 
bank, which fact assured effectiveness for its suggestions. 
Moreover, the Reichsbank, as a source of credit for these 
banks, could make its own rules on collateral security. Its 
acceptance or rejection of the securities of a foreign coun
try as collateral was certain to affect their place in the 
German market; banks would not long hold securities de
clared ineligible. These combinations of powers sufficed 
to prevent the introduction of securities into Germany 
against an evident official opinion.9 But the government 
was reluctant to use them and give offense thereby. 

It was by private, direct, unofficial but steady com
munication with the directing heads of the important 
banks that the Kaiser and the Foreign Office assured them
selves of the adjustment of capital movements to their 
judgments and policies. Such communication permitted 
secrecy, flexibility of judgment, and formulation of terms 
of common advantage. Before the great industrial de-

s Testimony of Herr Roland-Lucke, formerly Director of the Deutsche 
Bank, in German Bank Inquiry of 1908, op. cit., pp. 85()..851; Zichert, 
op. cit. 
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velopment of Germany, before the birth of the ambition 
to become a world empire, there was little social inter
course, little coordination of activity between financial and 
official circles, though the Emperor and the Chancellor 
might have entertained a personal intimacy with a 
Bleichroder or a Rothschild. But with the drawing to
gether within the same circles of ambition of the mon
archy, the naval and military advocates, and the com
mercial and financial interests, both business and social 
communications became common and accepted, with the 
Kaiser in the center of the circle. The leading figures in 
the Deutsche Bank, the Diskonto-Gesellschaft and in 
Bleichroder (Berlin connection of the Rothschilds) were 
most frequently found within it. All of the successors of 
Bismarck were convinced that their place as a world power 
depended upon the expansion of German enterprise and 
capital abroad. Kaiser Wilhelm II watched carefully every 
move in that process of expansion and labored for it; the 
reins were in his hands.10 The banks often drew back from 
the impetuosity of official purposes and strove to moderate 
the frictions which they generated. 

It became customary on the part of the banks to con
sult the Foreign Office in regard to foreign loans to which 
a political interest might attach, or to which serious ob
jection might be entertained, though no formal require-

to See the life of Georg Voa Btemt!M (Berlin, 1923), by K. Heltl'ericb 
for a picture of this activity. Other examples are given in B. Hulder
man, Albert Ballia (Oldenburg, 1922); Ballin relates that when he was 
negotiating with the Morgan group in 1902 in regard to the formation 
of the International Mercantile Marine and community of interest plan, 
the Kaiser followed every step of the negotiations and caused the ar
rangements to be modified; so, too, when Ballin set oft' to create a 
Japanese-German Bank, he was called to Kiel to confer with the Kaiser 
and Chancellor on the subject. 

The relationships between the Foreign Office and Bleichroder are 
recorded In considerable detail in the book and papers of Paul R Von 
Schwabach, of which an account is given in Europailch1 Gt!Bproch•, 
June, 1929. Often Schwabacb was intrusted with errands intended to 
further intemational understanding. His communications with the Roths
child& show a steady concem for peace. 
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ment of the kind was ever made by the government.11 As 
the interests of the banks increased in regions where their 
safety was largely dependent upon their government, as 
prospects of future opportunities became plainer, they 
took pains to make their actions fit and respond to official 
indications. Sometimes these indications came directly, 
sometimes they were conveyed deviously through the ad
mission committee of the Berlin Stock Exchange, the 
Reichsbank, or the semiofficial press. 

It was upon these quiet, informal procedures that the 
German Government relied to turn the process of foreign 
investment to what it conceived to be the greatest national 
advantage and to regulate its movement. A director of 
the Krupp's bore witness to the effectiveness of these 
means. "I believe," he iold the German Bank Inquiry of 
1908, ''that the existing state of things suffices to enable 
the government to hold up undesirable loans or prevent 
their being placed at an inopportune moment.'m The 
close connection between the banks and industries gave 
sufficient assurance that the banks would work directly 
for German industry. The representation of the Great 
Banks on the boards of directors of the main industrial 
companies of Germany, their continuing investment in the 
securities of these companies and general financial inter
dependence was a guarantee that the banks would exert 
themselves to secure favor for German industry according 
to their judgment of the possible. This was one of the most 
urgent of official desires. For in Germany, as in France, 
only wavering credence was given to the theory that even 
in the absence of special provisions or arrangements, for
eign lending must benefit foreign commerce; and besides, 

11 This was brought out clearly in the German Bank Inquiry of 1908, 
and has been affirmed and illustrated by wany German authors. For good 
eumples, see H. Dove, "Der Einftuss der Boersengesetzlichen Vorscbrif
ten," Btmk-.4rchi!o, April, 1911, p. 223; M. Brabdt, "Die Einfilhrung 
Auslii.ndischer Anleihen," Baak-.4,.chiv, April, 1911, p. 221. 

12 o-a Btmk Iaquiry of 1908-1909 (National Monetary Commis
sion, Washington, 1910), I, 4.2o-421. 
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German opinion was always concerned with the balance of 
trade, lest gold be lost and credit be restricted. 

·Another reason why formal regulation was dispensed 
with lay in the fact that the other important aims of the 
government could be attained only by informal, personal 
action. For they required a positive response. The govern
ment, despite its recognition of the many demands for 
available German capital often sought to induce the banks 
and investors to finance projects deemed essential to the 
advancement of imperial aims, to sway judgment and 
action in favor of lands where a prospect of increased Ger
man trade and power was seen. The German Government 
found tasks for German capital to perform; that was the 
most important way in which it influenced the course of 
German investment. 

THE ACTUAL EXERCISE OF GOVERNMENT INFLUENCE 

THERE was in Germany, it has already been observed, an 
undercurrent of protest against the movement abroad of 
capital in what was considered too great volume. This rose 
from popular and party sentiment, not from the directing 
center of government. As a manifestation of a popular 
feeling of some strength, it bore down upon the banks and 
government. It is impossible to measure to what extent 
it may have been reckoned with, acted upon, by those who 
directed official policy, to know to what extent the general 
movement of capital may have been constrained by official 
influence in deference to that sentiment. All that is certain 
is that there was present in the minds of the banks, the 
Reichsbank, the government, the necessity of "managing" 
the employment of German capital, so that it might per
form its most urgent tasks. Often-both the current com
ment on the matter and the testimony of the banks in
dicate--this created a general constraint, a caution, in 
the flotation of foreign loans. Such constraint was to some 
extent the reason, it is likely, for the small volume of for
eign lending in the years 1905-9 and 1911-14. But it was 
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certainly not as strong an influence as the basic condition 
of the capital market. 

From time to time the government gave direct or in
direct indication that the time was not favorable to foreign 
loans. Thus the Minister of the Interior, Delbriick, avowed 
before the Reichstag (February II, 1911) a policy of 
maintaining such a proportion between domestic and for
eign securities as would maintain the price of government 
securities. When, to use his words, "the cup is too full," 
the government would intervene, as it did to prevent the 
listing of American railway bonds in 1911. So too, in 
1918-14, the government conveyed through its semi
official press the opinion that foreign loans which were not 
especially advantageous for economic and political reasons 
should be restricted to the utmost. The German Govern
ment itself was then under the necessity of borrowing 
heavily.13 The discount rate had risen to almost 6 per cent, 
the rate for short-time advances on securities to almost 7 
per cent. Both German industry and the German Govern
ment believed that they could ill afford any foreign drafts 
upon the savings of the country. Thus the Prussian Minis
ter of Commerce intervened to bar from the Berlin ex
change a bond issue of the M-exican Government and 
short-time notes of the Mexican National Railways. In 
addition to the fact that the Imperial Government was 
about to issue a loan, the Minister was moved in this action 
by his judgment that the Huerta Administration, un
recognized by the United States, offered a dangerous risk. 

But even while it was attempting to control the volume 
of foreign investment, the government realized that it 
could only hope for partial success. It recognized that the 
economic forces, the private calculations, which deter
mined whether capital should stay at home or move abroad, 

u For an account of this exercise of official inftuence, see A. LaDs
burgh, "Die Staat und Ausliindsleihen,,. Die Bank, July, 1913; S. Schil
der, Dill .tltuwiirtign Kapital1anlag6 vor v.nd nach dem Weltkreig 
(Berlin, 1918), pp. 28 et "1· 
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had a will of their own. The business of loan issue was a 
delicate one, not to be interrupted at will. Or, as the head 
of a large private bank explained to the members of the 
Bank Inquiry of 1908: 

Desirable as it is to choose the moment wisely, still we are 
not always in a position to seek such financial operations 
according to our pleasure. If, for example, a country has 
for ten years made no loans, and if at a certain time it has 
need of money, then it is not at all likely that we could say, 
"Would it not be better if you were to wait a year?" By such 
conduct as this we should often wantonly and foolishly lose 
valuable connections.14 

And lastlJ, the government itself was usually divided in 
its wishes. Even when it might have appeared desirable to 
restrict foreign lending in order to ease the domestic 
capital situation, various phases of its program of eco
nomic and political expansion required foreign lending. 
Herr Dernburg, ex-Minister of Colonies, in criticizing 
the restraint upon foreign investment imposed in 1911, 
asked how these cross-purposes were to be reconciled. 

What is to become of the negotiations of the great Chinese 
Hu-Kwang loan, carried on for several years, which German 
diplomacy advocates so eagerly? ... What will happen also 
to the Santa-Catherina and Manchurian loans, which the 
Foreign Office supports? On the one side we have the Min
ister of Foreign Affairs urging forward, on the other side 
the Minister of Commerce putting on the brakes.15 

The chief reasons for government intervention to check 
specific proposed loans, or the loans of a specific country, 
were political. These interventions concerned the borrow
ings of Serbia, Russia, and Bulgaria. Twice, in 1893 and 

H Herr Fischel of Mendelssohn & Co., Germo:A Bo.11k Iraqui.ry of 1908-
1909, 1, 479-480. 

u Dernburg, op. cit., p. 22. This short volume is the most eifective 
argument against the exercise of government control written in Germany 
before the war. 
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1906, Serbian borrowing in Germany seems to have been 
arranged with the banks, but not carried through. The 
circumstances which led to the withdrawal of the banks in 
these instances remain somewhat obscure. But contem
porary observers attributed the action to the decision of 
the government. In the 1906 episode, the distribution of 
armament orders, which the French banks and government 
were also demanding as a condition of a loan, was at the 
center of the controversy. 

Toward Russia the action taken was dramatic and re
peated. German capital had contributed largely to the 
needs of the Russian Government and to the construction 
of Russian railways in the seventies and early eighties. But 
during 1886-87 the state of feeling between the two coun
tries greatly changed. 'Fear and antagonism succeeded 
friendliness. Bismarck ordered the Reichsbank to refuse to 
accept Russian bonds as collateral security; sympathy, if 
not stimulant, was extended to a press campaign directed 
against Russian securities. They were sold outside of 
Germany. The decree was kept in effect until1894. There
after, until 1906, Russia was intermittently permitted to 
borrow in Berlin. In 1906 the German Government again 
caused the banks to renounce Russian government loans. 
The force of Russian diplomacy had been turned against 
Germany in the preceding years. No further Russian gov
ernment borrowing occurred in Berlin. But the market 
was left open to Russian industrial securities; for the 
entry of German private enterprise into Russia was 
deemed an economic gain. 

When Bulgaria in 1909 met refusal in Paris, it turned 
to Vienna and Berlin. The German Government blocked 
the listing of the loan on the Berlin and Hamburg ex
changes. By 1911 a satisfactory commercial treaty was 
signed. Then the Hamburg Exchange was open to the 
loan. Two years later, when France and Russia were ex
tending loan offers to the Bulgarian monarch on condition 
that the pro-German Ministry should be turned out of 
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power, when the German banks were asking loan security 
that was unpopular among the peasants, the German 
Government urged its banks to grant the required loan 
and exerted itself to have the requirements of the German 
banks modified, so that the French-Russian offers might 
be refused. 

These actions are simply understood in the light of the 
continental political situation. The refusal of listing by 
the Prussian Government to the bonds of the Chicago, 
Milwaukee & St. Paul Railway in 1911 was of a more un
usual nature. Its explanation still lies in a field of con
jecture composed of the dozen possible reasons. The 
condition of the German capital market was the chief ex
planation offered. The demands on the capital market 
were numerous at the time; the government borrowing 
plans had been deferred. But there were special influences 
and interests which caused the government action to be 
taken just then, and against the American bond issue 
rather than the other foreign issues which were admitted 
during the same year. The issue was unpopular in indus
trial circles as possibly aiding American industry; agri
cultural opposition to foreign lending was vocal and ac
tive; the occasion was a good one to make a gesture 
pleasing to these circles of opinion. Besides the German 
Government and the American had been exchanging forth
right notes concerning the German Potash Law of 1910, 
which was judged by the United States to affect adversely 
contracts previously made by Americans with independent 
German producers. The high American tariff was creating 
antipathy.16 The closing of the Berlin Exchange might 
have been caused by the antagonism that was roused, 
might have been intended as a notice to the American Gov
ernment that German financial aid would be unavailable 
till the spirit of concession was shown. Certainly the debate 
occasioned by the action took on a distinctly anti-Ameri
can character in the speeches of the Conservative, Clerical, 

te Foreign Relatioftl of thtJ United Statu, 1911. 
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and anti-Semite factions. But this explanation is only con
jecture, though a likely one. 

Only in these few instances, as far as is known, did the 
government intervene formally to check the loan arrange
ments of the banks. For the rest it trusted their judgment 
and their ability to understand veiled suggestions. The 
investments made in banks and industries in Russia, 
France, Great Britain, and Serbia-four potentially 
hostile countries-were not opposed. They were accepted 
as remaining under German control and strengthening 
German industry and commerce. Economic influences were 
permitted to prevail, to form their own connections. 

The government, as has been already emphasized, ad
dressed the banks not so much to restrain them as to in
duce them to accept hew responsibilities, to undertake 
loans and enterprises deemed of service to the German 
state and German economy. The range of its activity was 
indicated by the Director of the Dresdner Bank. 

The Foreign Office has frequently stimulated the German 
banks to enter into competition for Italian, Austro-Hun
garian, Turkish, Roumanian, Serbian, Chinese, Japanese, 
and South American loans. Even when the banks are ap
proached from other quarters, the first move made is to ask 
the consent of the Foreign Office for carrying on the ne
gotiations. If the consent is given, then ministers, ambassa
dors, and consuls frequently support the representatives of 
the German banks by word and deed.17 

On three striking occasions, to illustrate the course of 
activity, the government stepped forward to induce the 

17 W. Mueller, MiflcellaMou.r .A.f'ticle.r ma Gt~rmafl> Baraki.ng (National 
Monetary Commission, Washington, 1910), pp. 152-153. Herr Schinkel, 
partner a.nd director of the Diskonto-Gesellschaft, presented the matter 
to the German Bank Inquiry this way: "Often it is our own govern
ment that imposes the duty upon us under all circumstances to cultivate 
good relations with Brazil, East Asia, Chile, or Argentina, inasmuch as 
these countries still constitute a neutral ground which, unless we look 
out, will be wrested from us without ceremony by the English and 
Americans." Gff"mafl> Bank lfl>([llif'y of1908--1909, II, 24.9. 
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banks to extend financial aid to friendly powers, after they 
had encountered refusals in Paris. Italy, which had hith
erto borrowed chiefly in France, in 188~, formed alliance 
with the Central Powers. Within the next five years, the 
German banks, under instruction of their government, un
dertook the task (and opportunity) of financing the 
Italian state and railways. In 1887 the French Govern
ment closed the Paris market, and instigated the resale of 
Italian securities held by its citizens. Bismarck and the 
Italian Prime Minister brought the German banks to
gether in a syndicate to support the Italian Government 
through the succeeding years, when the fear of bank
ruptcy was acute. The cooperation was carried into the 
field of private banking and industry. Germany thought 
to cement to itself a valuable ally, and while the Italian 
need was great, it did. But with the gradual cooling of 
Italian relations with the Central Powers, and the re
admission of Italian securities to the more capacious 
French market, the financial connection dwindled. 

In 1910 the German Government in similar fashion 
pressed the banks to undertake financial operations for 
Turkey and Hungary. The banks feared that the Turkish 
credit was not good enough to enable them to sell a large 
Turkish loan in a strained market-a loan which the 
French and British governments had kept off their mar
kets. Only the earnest insistence of the Kaiser and Chan
cellor prevailed upon them to accept the risk. The Kaiser 
seized the opportunity of putting Germany in favor by 
helping where others refused. Shortly before, Hungary, 
too, had come to Berlin after meeting the veto of the 
French Government, and found through official interven
tion the loan it sought. Under no less dramatic conditions 
the German hanks were led forward in loan negotiations 
with Roumania in 1913 and with Bulgaria in 1914. 

Outside of the continent, and especially in China and 
South America, the banks were urged forward by sym
pathetic cooperation and support rather than by direct 
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suggestion and request, though such were made from time 
to time. In China, the government showed itself, as did the 
other Great Powers, eager for full German participation 
in Chinese government and railway finance and exerted 
itself that its banks might possess a leading share. 

GOVERNMENT AID IN SECURING CONCESSIONS 

DuRING the last quarter of the nineteenth century the 
world of purposes and fantasies within which German 

· popular sentiment, German industrial and financial in
terests moved, underwent a transformation. A mystic sense 
of great destiny-such as possesses all nations from time 
to time--of larger goal, began to shape national feeling 
and national ideals.· Such vague movements of national 
consciousness usually seek expression in very ordinary and 
concrete efforts and aims. These were supplied in Germany 
by the commercial, industrial, and financial groups which 
were attaining strength and by the ambitions of the rulers. 
German commerce had acquired system and foresight; 
German industry had shown a capacity to apply technical 
discovery and to organize its operations in large and ef
fective units; German finance was attaining concentrated. 
control over growing capital sums, and was ready for ad
venture. All felt that their future growth depended upon 
the acquisition, under their direction and influence, of 
markets, of raw material supplies, of lucrative opportuni
ties, in foreign regions. With this sense of need and ambi
tian, the Kaiser and most of those who surrounded him 
sympathized. In thought and plan these desires for 
commercial and financial expansion became fused with 
dreams of an extension of German political dominion. The 
talent and power of Germany proven on battlefields and 
now in the workshops, the judgment took firm hold, gave 
it the right to share more fully in settling the political 
fate of the world, in exercising political dominion over 
primitive regions or countries submerged by the advance 
of European civilization. Germany, thus moved and thus 
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led, entered the competition with Great Britain and 
France for foreign commerce, concessions, financial ad
vantages, colonies, control. 

Circumstances combined with the seriousness of mind 
and purpose, which is part of the German character, to 
impart to the German effort tense and unsparing quality. 
For already other countries, and especially Great Britain, 
possessed vast colonial areas, had established claims and 
privileges through precedent and treaty, built up world
wide banking systems, come into the ownership of so much 
of the best opportunity, were already engaged in the ex
ploitation of most of the favored regions. A consciousness 
of handicap carne to characterize the German effort. Of 
the limited chances which remained, none must be over
looked, all must be pursued. 

The manner and extent of the government exertions in 
behalf of concession opportunity differed, as did those of 
the British and French governments, according to the 
character and strength of the government and people 
within whose domain the concession was sought. On the 
continent of Europe, diplomacy was restricted to the cul
tivation of friendship, to friendly pleadings or interposi
tion, to the suggestion of compensating advantages; 
though in the small Balkan states it took occasionally a 
sharper turn. Along such amiable though serious lines 
the negotiations undertaken with Latin-American states 
also ran. It was in the Near East, in China, Morocco, and 
Africa that the German Government assumed an active, 
leading role. 

German enterprise and capital investment in Turkey 
centered in the Anatolian and Bagdad railways. The con
cession for the Anatolian railway was obtained by an in
ternational syndicate in which the German interest domi
nated. Bismarck viewed the plans of the syndicate with 
misgiving, foreseeing the international hostility that 
would arise. But once the decision of the group was made, 
he pushed its claims against foreign opposition. There-
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after, through years of careful planning and diplomatic 
support and arrangement, the German Government la
bored to bring the German railway projects to completion. 
An impoverished, decaying, confused Turkish Govern
ment had to be kept together and supported in crises; the 
confidence of a suspicious Sultan had to be retained. Then 
later the trust of a rebellious Young Turk Ministry had 
to be won. The effective powers of opposition of Russia, 
Great Britain, and France . had to be overcome by bar
gaining and arrangement. Not least important, the Ger
man banks had to be induced to engage more and more of 
their resources in a venture of great and uncertain cost, 
and hardly more certain return. In 1914 the final achieve
ment of all this seemed assured. 

It was with the Bagdad railway in mind, not because 
of any interest in the possibilities of Persia, that the 
German Government negotiated for concessions in Persia. 
Thus always, these efforts and the movements of Ger
man enterprise were guarded and constrained lest Rus
sia and Great Britain be provoked to make a direct 
issue of them. They were renounced in that zone of influ
ence which Russia claimed, when Russia in return con
sented to ease the way of the Bagdad railway. In another 
far-distant country, a similar renunciation was made, for 
the benefit of German policy elsewhere. German capital 
had assisted in financing the construction of railways in 
the Boer Republics of South Africa and was seeking other 
opportunity in these lands .. In a succession of official dec
larations and gestures, of which the Kaiser's telegram to 
President Kruger upon the repulse of the Jameson Raid 
was the most spectacular, the German Government was 
creating an impression of friendship and support. But its 
real plans and aims were elsewhere, in the hopes of a divi
sion of the Portuguese colonies. When once they were met, 
as far as they could be under the circumstances, by an 
agreement with Great Britain, no further effort was made 
to gain concessions in the Boer Republics. Rather, German 
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capital was encouraged to seck opportunities in those por
tions of the Portuguese colonies assigned to German con
trol in the event of the bankruptcy of Portugal. 

In China the German Government secured exclusive 
opportunity for German capital in the province of Shan
tung, bestowing the mining and railway rights upon com
panies created under imperial control and subject to 
imperial direction. That German capital might share more 
effectively in Chinese government loans and be brought 
more readily to finance such concessions as these, all the 
powerful German banks had, at the suggestion of the 
government, grouped together to establish the Deutsche 
Asiatische Bank. In the ownership of this institution the 
Seehandlung, State Bank of Prussia, joined with the pri
vate banks. Behind the Deutsche Asiatische Bank, both in 
its individual efforts and as a member of the International 
Consortium, the German Government stood, coming to the 
fore when needed, and encouraging its determined and 
successful efforts to share substantially in all Chinese fi
nancing. Prestige, commercial and financial benefit, the 
right to share in the settlement of Far Eastern affairs
these were the aims of policy as far as they had shaped 
themselves. 

These, too, inspired the stubborn striving of the Ger
man Government to make place for German capital and 
enterprise in Morocco. The course of German action, with 
all its variations and complexities, cannot be interpreted 
with certainty despite the immense amount of information 
that has come from official archives. In that range of argu
ment by which the German Government explained and 
defended its actions, a dozen conceptions and states of feel
ing appear-injured political pride, fear that Morocco 
would be closed by France to German commerce and enter
prise (a fear accentuated by the fact that so much of 
Africa was already in French or British hands and com
pounded with envy), a belief that as England and Spain 
had been compensated for withdrawing from Morocco, 
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Germany, too, deserved compensation-these do not ex
haust the list. For over ten dramatic years, while disorder 
grew and disaster became imminent, the German Govern
ment encouraged the entry of German financial enterpri~c 
and exerted the full strength of its diplomacy to gain a 
share in the development of .Morocco, second to that of no 
other country. Twice the determination was shown to re
sort to armed force rather than consent to the establish
ment of French control. Of all the strivings of the German 
Government to secure opportunity for German capital, 
this was the most resolute and most reckless. In the second 
Moroccan crisis the battle-lines of the coming World War 
were drawn. 

At the end of a quarter century of effort German en
terprise held place in most of the contested areas of the 
world. Through the concentration of banking forces and 
the zeal of the government enough capital for the purpose 
had been found. To make these foreign enterprises more 
independent, to build up German commerce, to satisfy 
national pride, a self-sufficient merchant marine, a group 
of German banks in foreign countries, and a German
owned cable system, were found necessary. In all these 
fields British private enterprises had gained predominance 
by slow acquisition and growth throughout the century. 
For a similar slow growth neither German commerce nor 
the German Government could wait with patient trust. A 
special effort was exacted of that close combination of fi
nancial forces of which the Great Banks were the head. u 

18 Of the banks Riesser, op. cit., p. 529, wrote that the Great Banks 
"also cooperated with the government policies regarding the colonies, 
navigation, canals, the navy, and cable connections, all of which bore the 
closest relations to the above business policies." In all regions, how
ever, it was difficult (not only for Germany, but for France and Eng
land as well) to make banks located abroad serve political purposes. 
For, in order to support themselves, they had to fit into the local 
situation and seek an international clientele. When the wish of the Gov
ernment did not serve their private interest, they were loath to risk their 
money. For example, the Deutsche..Orient bank refused to go ahead with 
the concession obtained for it in Persia, despite the urgency of the For
eign Office. 
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For the cable companies which were formed the govern
ment gave subventions and the support of government 
departments. Its skill and power were exercised to secure 
the required consent and cooperation of other govern
ments. For the establishment of banks abroad the way of 
the Great Banks was eased by diplomatic intercession; ·and 
at times it was the government which asked that their 
creation be undertaken and that the necessary capital be 
found. By similar initiative, by an unflagging display of 
interest and of favor, by stimulating banking support, the 
merchant marine was built. The German people and their 
government were trying to overcome the tardiness of their 
attainment of great national strength by systematic, 
united use of it. In this unity of interest all foreign enter
prise took on a faint official tinge. The rest of the world 
recognized the fact, exaggerated it, and though striving 
for the same purposes, resented it. 

GERMAN CAPITAL AND THE COLONIES 

THE historians of the German colonies have tended to dis
tinguish three different, successive, positions taken by the 
German Government toward those activities of private 
enterprise which contributed to the acquisition of German 
colonies. In the first, taken by Bismarck up to 1880-84, 
the government gave protection to the rights of private 
ventures when the necessity was clear, while avoiding the 
assumption of any political responsibility and any con
flict of claims with foreign powers. In the second, the gov
ernment forsook its Kontinental Politik, began to extend 
protection and aid against the rivals to German enterprise 
in areas that might be turned into colonies, and accepted 
responsibility for the government of areas brought under 
German control. In the third, the acquisition of colonies 
became an active aspiration and the government engaged 
all its diplomatic skill and power to secure for its subjects 
concession opportunities, which might lead to the exten
sion of German political dominion. In all stages the capital 
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for pioneering in colonial areas and for the development 
of acquired colonies was furnished primarily through the 
agency of the Great Banks and a few private banks which 
formed subsidiary companies to operate there.19 On the 
one hand these banks were usually ready to respond to 
official suggestion and undertake initiative when asked as 
a patriotic duty. 20 On the other hand the government usu
ally conveyed to these banks the privileges and opportuni
ties available in the acquired colonies. Government stimu
lation of colonial ventures and investments did not grow 
less necessary as the colonial domains expanded, because 
of the unsatisfactory financial returns of many of the ven
tures. In the nineties, for example, despite the appeal of 
the Chancellor and the colonial societies, sufficient capital 
could not be found to finance the development of German 
Southwest Africa and the government was forced to con
sent to the admission of English capital to a large share 
of the undertaking. That the field was not left to a still 
greater extent to the British enterprise was due to the 
pressure of the Chancellor. In German East Africa, both 
the Seehandlung and the Kaiser himself gave financial 
aid to the chartered company which was created. Over 
most of the larger concessionary companies and the colo
nial banks and chartered companies which were estab
lished, the Imperial Government maintained a guiding 
control. The imperial guarantee was given for a substan
tial part of the borrowing undertaken for the construction 
of railways; the colonial banks which were created were 
kept under the direct supervision of the Imperial Chan
cellor.21 

19 J. Scharlacb, "Unsere Banken und die Kolonien," Bank .A.rchiv, 
June, 1906. The argument for investment in the colonies was well pre
sented by Dernburg, ZeilpunktB des Deutachen Kolonialwesens (Berlin, 
1907). 

20 Especially Herr Hanseman of the Diskonto-Gesellschaft in the first 
ventures. 

21 P. Schutte, Die J!rage einer Regelung der W ertpapier Einfuhr 
(Iserlohn, 19141). 
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The close association between government and financial 
enterprise in colonial expansion and development is not to 
be explained so much by the preference of the govern
ment or the form of the banking system as by what may 
be called (accepting the doctrine of colonial expansion for 
purposes of explanation) the conditions and necessities 
of the case. None of the German colonial empire was espe
cially suitable for white settlement, nor possessed re
sponsible government, nor, taken as a whole, richly en
dowed with easily developed resources. German capital, for 
example, was drawn far more quickly to the gold fields of 
South Africa than to the mines of German Southwest 
Africa. There did not exist in Germany as in Great 
Britain half a thousand groups whose experience and fi
nancial venturesomeness no strangeness or difficulty could 
appall, who knew how to work mines at any height or 
climate, and hew plantations out of jungles, who for a 
century had been opening up hidden resources of distant 
interiors. Upon the government fell the burden, since 
colonies were desired, of counterbalancing these deficien
cies by will and organization. Despite their exercise, the 
amount of capital that went to the colonies was small. 

THE PROTECTION OF THE FOREIGN INVESTMENT 

IN the decades of the seventies and eighties the German 
owners of foreign securities suffered many invasions of 
their rights and heavy losses. Financial circles were 
shocked, irritated, and depressed. The government was 
led to a more serious consideration of the demands for the 
use of its influence and retaliatory powers than before. Its 
policy and action, like those of Great Britain and France, 
were guided by judgment of how national interest was in 
each instance best served rather than by any outright 
acceptance of a duty toward the bondholders or any ab
stract law or right. The measures taken were, except 
toward Egypt and Turkey, limited to friendly and mod
erate diplomatic intercession. The investors' organizations 
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and the stock exchange were left to guide the settlements. 
Bismarck shared the widespread feeling that the previous 
investment had been excessive, and a lack of enthusiasm in 
encouraging it in the future by saving the bondholders 
from their misfortunes. Again, in most of the defaults the 
German financial interest was smaller than that of the 
French and English; the bondholders and the government 
were compelled by this circumstance to conform their ac
tion to that taken by the greater interest. In the Turkish 
and Egyptian defaults, Germany followed along the 
French and British course, accepting a secondary place . 

. The defaults of the nineties have already been re
counted. The misfor.tunes encountered in the Latin
American countries the government left to the banks to 
master, with its friendly aid. Toward Portugal more vig
orous action would have been taken, there is no doubt, if 
it had not been for the opposition which would have come 
from Great Britain and France. For the German bond
holders had suffered from previous Portuguese actions, 
and Portuguese securities had been admitted again to 
quotation only in 1886. The remonstrances of the Ger
man Government were sufficiently strong to cause Portu
gal to revive the Junta de Credito Publico and intrust 
to it revenues assigned as securities for the foreign loans. 
In the succeeding years of reproachful negotiations be
tween the bondholders and the Portuguese Government 
for~ a new settlement, the efforts of the German Govern
ment were bent first toward the establishment of interna
tional financial control, later toward agreement with Great 
Britain concerning future Portuguese loans, to be secured 
on the revenues of the Portuguese colonies. 

To the appeals of the holders of Greek bonds, when 
default first occurred in 1893, Chancellor Caprivi merely 
responded with the advice that they should concert them
selves with the British bondholders and arrange the matter 
with the Greek Government. But in the following year the 
suggestion that joint intervention be undertaken was con-
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veyed to the French and British governments. By 1898 
when Greece issued defeated from war with Turkev, whose 
favor Germany was then seeking, official deter~ination 
was crystallized. The German representative at the con
ference which settled the terms of peace took the initiative 
in bringing sufficient Greek revenues under international 
control to assure the service of the foreign debt. Here 
probably a political aim was being served as well as a pri
vate financial interest. To establish a plan for bondholders 
supervision in Serbia in 1895 proved an easier task. It 
was achieved by those German and French banking insti
tutions which undertook the required conversion loan with
out the open display of the government's will. The un
fortunate holders of American railway bonds were left to 
get what they could out of the American railway reor
ganizations in which they were represented by their banks. 

Before the later defaults of the Latin-American coun
tries the government remained vexed but passive--with 
one striking exception. True, in 1901 Germany joined in 
a protest to Honduras threatening the use of force if 
American claims were settled and German claims were 
neglected; but that was a minor incident. The use of 
armed force against Venezuela stirred world-wide feeling. 
German injuries, like the British, were of a varied char
acter. The bond issue sold in Germany to build a railroad 
was in default; German citizens had been unpaid for con
struction work done for the government, and had suffered 
losses through war damages, forced loans, and requisitions. 
By the violence of the action undertaken, Latin-American 
feeling was aroused, and an undercurrent of hostility made 
itself felt in the United States, though nowhere was any 
approval of the attitude of the Venezuelan Government 
to be found. In the published official documents there ap
pear, to account for the vigor of German action, a sense 
of baffled justice, of fear that if one of the Latin-American 
countries were permitted to mistreat European enterprise 
with impunity, all of it would be liable to similar treat-
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ment, perhaps a hope of special privilege to be obtained. 
The German action was never repeated; it may have been 
regretted. 

All these exertions of the German Government were con
cerned with losses suffered by investors in foreign govern
ment bonds. '\Vhen once German enterprise was settled in 
a foreign land, the German Government tended to stand 
aside and leave it to manage its relations with the foreign 
government and people except in such regions as Morocco, 
Africa, and China. But now and again the government 
took formal action, often enough to give a sense of guardi
anship. The English Government was urged in a series 
of serious diplomatic .conversations, in some of which the 
Kaiser took the lead, to compensate the German investors 
in the Netherlands-South African Railway (in the Trans
vaal), taken over by the British Government after the 
Boer War. The Balkan states were called upon to respect 
the private ownership of the properties of the Oriental 
Railway Company within the territories acquired from 
Turkey. In 1908, for example, Germany refused to recog
nize the independence of Bulgaria until it agreed to in
demnify the company for losses incurred through the 
Bulgarian seizure of part of the line; and later Germany 
opposed the inclusion of those parts of the line which re
mained in Turkish territory in a scheme for internation
alization under study by France, Austria, and the Balkan 
states. Here again a desire to manifest friendship for 
TurKey made up part of the play. German concessions in 
Madeira were in 1905 defended with a determination not 
untouched by thoughts of possible future territorial acqui
sition. Most stubbornly of all were the rights and claims of 
German concessions in Morocco defended and pressed 
against the bankrupt Sultan and the opposed French. In 
China and Africa, German policy followed the same line 
of purposeful determination as was pursued by the other 
powers, perhaps more clumsily than France, more ag
gressively than England. 
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CONCLUDING OBSERVATIONS 

To a student of German economic and financial affairs be
fore the war, the nature and distribution of German for
eiO'n investment must have seemed satisfactory. With 
capital hardly more than sufficient to finance the advance 
of domestic enterprise, without many long-standing fi
nancial relationships with foreign countries, the German 
foreign investment seemed well placed where it could give 
most support to German economic life and policy. Of the 
foreign government bonds possessed, the largest part were 
bonds of the countries with which Germany wished to 
maintain close and friendly political relations and with 
which German commerce and industrial connections were · 
growing stronger. The investment in industrial enter
prises abroad, "undertaking capital" as it was called in 
Germany, had gone mainly where it seemed likely to estab
lish the leadership of German commerce and industry
in Central and Eastern Europe, North and South 
America. The German Government had, in general, per
mitted trade connections, natural diversity of resources 
and abilities, geographical propinquity, to have their ef
fect. When this fact and the comparative absence of any 
formal government control of that investment are con
sidered, some perplexing questions present themselves. 
'Vby did this investment create so much uneasy criticism 
and distrust in other countries? Why in the final outcome 
did the private German investor lose almost all his hold
ings? Part of the answer to the first question is to be found 
merely in the fact that this investment represented a vig
orous and effective new current of financial and com
mercial competition. Other countries, especially Great 
Britain and France, feared and fought displacement. 
Further, despite the absence of formal supervision, the 
close partnership of effort between the government and 
the banks was discerned; the government was felt to be 
the driving power in much of German foreign investment. 
Hence the idea grew that this investment was not merely 
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a private venture but part of an official scheme, aiming at 
commercial, perhaps political, hegemony. As such, even 
countries largely dependent upon German finance, like 
Turkey and Roumania, from time to time, showed fear of 
that dependence. To the fears thus engendered, the steady 
rise of German strength, particularly of military strength, 
and the blunt assertion of that strength, gave added force. 
Since directly or indirectly it served German policy, Ger
man foreign enterprise was inevitably disliked by the 
members of the Triple Entente. 

The German investors found themselves in possession of 
a comparatively small amount of securities which remained 
safe during the war. This has been adduced as proof that 
German financial and industrial circles did not desire war. 
It can be accepted as such though it could hardly have 
been foreseen that war would draw into the circle of ene
mies such distant regions as China, the United States, and 
part of South America. VVhat it reveals is a certain blind
ness as to the amount of antagonism roused by that co
ordinated nationality-conscious, vigorous attempt to gain 
for German commerce, industry, and state, a large share 
of power and advantage in regions where national ambi
tions clashed. German foreign investment, so integral a 
part of the German outward thrust, was lost with the fail
ure of that thrust. 



PART III 

STUDIES IN LENDING AND 
BORRO,VING 



CHAPTER VII 

INTRODUCTION 

By the fact that the people of some countries of 
Western Europe accumulated more capital than 
they chose to employ at home, or could employ to 

their greatest advantage, by the fact that the people and 
governments of other regions offered return for the use 
of that capital, a creditor-debtor world came into exist
ence. In this sphere of experience there was no end of 
variety. At some times and places it was a friendly and 
satisfied world in which lenders sought only fair terms, 
proceeds were fruitfully employed and debtors met their 
obligations fully; mutual respect between debtor and 
creditor and common gain prevailed. At other times and 
places it was a world of suspicion, duplicity, and disap
pointment, in which creditors sought to take advantage of 
need or weakness, in which lending took a sinister turn, 
and borrowers misused the intrusted resources, or de
faulted in their obligations; then the rancor, the scheming 
propensities, the ill-will of mankind were aroused. The 
contrast, the variety, were most natural. For in this world 
of borrowing and lending the participants were of very 
different condition, power, and ability to conduct them
selves well under the exigencies of modern industry and 
finance. The most debauched and lavish Oriental monarch 
might come into the loan market on the same day as the 
most serious, disciplined and trained American railway 
executive; behind one might stand nobody but a handful 
of court officials eager to get their hands in his pockets, 
behind the other, the whole force of an organized nation. 

To understand behavior in this lending and borrowing 
world, and to reveal what a wise nation should cultivate or 
avoid, it is necessary to follow the dealings between a great 
number of separate borrowing countries or regions and 
those which made loans or investments to them-in short, 



192 Europe: The World,s Banker: 1870-1911,. 

to_ make a series of studies in borrowing and lending. But 
in this matter, as in others, the annals of the happy are 
brief. The dealings are suitably confined to the quiet 
process of investment, effort, and payment. The results 
lay in the sphere _of economic and commercial develop
ment where they have been already marked. The record of 
foreign investment in the United States, Canada, Switzer
land, Denmark, during the half-century before the war, 
is, for example, quickly written and the consequences are 
easily understood. It has been when the process of borrow
ing and lending was affected by political influences, when 
it has created situations which led to political action, or 
been used to create such situations, that the record has 
grown long and involved. It has been when i:r_:regular and 
troublesome events have followed the act of borrowing, 
and the destiny of peoples was brought into the question, 
that the record presents difficulties to the judgment. 

So the studies in lending and borrowing which follow, 
are mainly studies in difficulty and conflict. But here again 
it must be remembered that difficulty and conflict are the 
inevitable accompaniments of change. Capital, allied with 
modern technology, is a fm;ce which compels change. And 
then, too, political relations were undergoing rapid trans
formation in the period under review. The struggle for 
power among the nations left no economic action free. 
Some of the good results of these changes will far outlive 
the difficulties and conflicts which fill the studies. Human 
weakness, abuse, and oppression appear in plenty in the 
record, but they should be held in the perspective of the 
great transformation to which they were often but inci
dent, but which they, indeed, tended to deteriorate and 
warp.1 

1 The reader may miss from among the following series, studies of for
eign investment in the Central American and South American countries, 
in which regions about one-sixth of the total European foreign invest
ment was made. But the task was beyond this opportunity. It would 
have required a volume in itself to present in detail the course of re
lationship between European capital and the score of independent Latin-
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American governments south of the Rio Grande, another volume to 
trace the investment and its outcome in the territories forming these 
national states. That study of enormous scope and detail could not be 
fitted into the outlines of this work. Various other considerations make 
the omission natural as well as necessary. In the other regions which 
are studied the period 187o-1914o formed a fairly definite epoch, with a 
clear and dramatic close; the events related were part of the scheme of 
things which brought the period to its end. But in Latin-America the 
course of activity of outside capital was only interrupted and deflected 
by the war. A whole new map has not been drawn, political and social 
systems have not been revolutionized. The forces at work remain essen
tially the same. In one respect, it is true, the outside conditions under 
which the Latin-American states draw their capital for their develop
ment have changed-the United States has gained so greatly in political 
power, and its capital has moved with overwhelming energy into the 
Latin-American lands. But that fact, in itself, is stimulating the studies 
which must be omitted here; an important literature dealing with 
American financial expansion is being born, to which the reader may 
turn. The following paragraphs are but a few general observations of
fered as a footnote to that literature. 

European capital and enterprise, above all British capital, entered 
with hope and vigor all the republics of Central and South America. 
It supported land and exploration companies, railroads, ports, municipal 
public utilities and construction enterprises, operated mines and indus
tries, exploited timber and pasture lands-and financed governments in 
their political aims and economic undertakings. With the help of this 
capital the peoples of these republics were able to become important 
suppliers of foodstuffs and raw materials needed by the older industrial 
countries, and purchasers of large amounts of manufactured goods. 
Despite the heavy losses and difficulties suffered from time to time, espe
cially in the eighties and nineties, by the foreign investors in these lands, 
the volume of investment expanded from decade to decade. Precise 
measurement of the total European investment in Latin-American coun
tries appears to be unachievable. From the estimations made in the 
creditor countries, as of 1914, a total of something over 6 billion dollars 
appears, of which about 4o billions were British and something over 600 
millions German. The estimates of French investment are most uncer
tain of all; a billion is perhaps not too far from the actual mark. Of 
the 6 billion dollars, over a third (almost entirely British) was in the 
Argentine Republic, about a sixth in Brazil, not far short of that in 
Mexico. More than half of the total was probably devoted to railway 
construction, either directly by foreign companies or through the foreign 
borrowing of the governments. 

In the earlier period of borrowing lenders and borrowers often dealt 
with each other irresponsibly and dishonestly. The terms of lending were 
really terms of gambling; and the acquisition of concessions was often 
marked by corruption, double dealing, and political manipulation on the 
rart of either of the negotiators, or both. The weaker, less responsible 
1rovernments tended to develop a rather definite technique for cheating 
their creditors-honest and dishonest alike. Loans were contracted bear-
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ing high interest and commission charges; irresponsible governm('nt ad
ministration or political upheaval led to default and ne!fled of creditors' 
claims; when the government felt itself in need again, or some hun !fry 
government official wanted to line his purse, the outstanding debt was 
converted into one of smaller principal or lower interest-the debt 
having changed owners in the meantime at a depreciated price; new 
loans were then issued in amounts greater than required to dischar!fe 
the former debt in order that a floating debt might be paid off or public 
works undertaken; thus the way was paved for a repetition of the same 
cycle of events. That this process could continue without leading to the 
extension of control on the part of the governments of the European 
lending countries was due partly to the fact that these countries wen· 
outside the main arena of European rivalries, partly to the hostility that 
would have stirred throughout Latin-America by such a move, and above 
all by the prot~ction afforded by the Monroe Doctrine. It was the exist
ence of this doctrine and the assurance that the United States would 
support it, which prevented intervention on more than one occasion, and 
ended it on several; whic~ on the other hand sometimes gave the gov
ernment of the borrowing state an illusion of safety that fostered ir
responsibility as regards just claims of lenders or investors. 

After 1900 the larger and more firmly established states, Brazil, 
Argentina, Chile, and Peru gained steadily in stability, economic ef
fectiveness, and their standing in the world's money markets. Through 
all internal and financial difficulties, the economic developm('nt of these 
countries, and of the other Latin-American states, moved on. Their 
public credit distinctly improved in comparison with that of most states 
on the European continent. How the market value of their bonds rose 
in London is illustrated by the following table, which covers a period 
of rising interest rates. 

1898 1909 1908 
Htgh Low High Low High Low 

Argentine loan, 1886-87 94. 84. 102 97 105 100 
Brazil loan, 1883 63 « 85 79 92 83 
Chile loan, 1885 84 63 87 80 97 84 
Uruguay 3% per cent loan, 1891 46 46 63 54. 73 66 

Jiecuriti.ea of countries 'With weak credit, bearing redluced interest 
Colombia external, 1896 19 16 32 16 46 42 
Nicaragua railways 53 40 65 59 66 58 
Paraguay, 1886 loan 17 l4o 33 28 52 45 
Venezuela, 1896 loan 89 30 88 26 49 43 

At the beginning of 1914o Mexico and Honduras were the only two Latin
American states on the Council of Foreign Bondholders' lists of de
faulters; and Mexico's default had come after thirty years of exemplary 
financial behavior, and thl" moderate and useful application of foreign 
resources. The gradud strengthening of the credit of the Latin-American 
states was due in Sl•bstantial measure to the economic development 
which took place undt • the leadership of foreign-owned and managed 
corporations. The excellent financial record of most Latin-American 
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governments during the strain of the war, their sincere effort to meet 
their obligations were a striking indication of the increasing financial and 
political stability they bad attained. 

The French and German governments from time to time exercised 
control over banking negotiations with the Latin-American states. They 
asked in return for loans that the proceeds be spent in purchases from 
their industries, or that their citizens be given place in the management 
of some enterprise. But in general they, as well as the British Govem
m«"nt, favored the course of investment in Latin-America as a means 
of planting their enterprise in these countries and of assuring markets 
for their industries. They besides were rather eager to enable their 
banks to share more largely in the profits of Latin-American finance, 
which bad been dominated by British institutions. After 1900 the 
German and .French competition for government issues and for con
cessions became much more effectively active--especially in Argentina, 
Brazil, and Mexico. European investment in Latin-American countries 
was being augmented as rapidly as that in any part of the outside 
world-perhaps excepting Canada and Australia. 

The future growth of American activity was already clearly fore-
, shadowed. In many of the railroad enterprises. early and late, American 
adventurers, reputable and disreputable, had drawn the first plans and 
gathered together the necessary resources. In the mining and petroleum 
industries substantial investment was being made by well-established 
American groups, who possessed the resources to expand abroad as 
rapidly as they bad at home. Tbe Spanish-American War bad left us 
with Caribbean possessions; the completion of the Panama Canal bad 
signified the broadening of our circuit of commercial influence; we had 
Intervened to take charge of the financial affairs of several small Carib
bean states. Even in 1914. the record of foreign financial activity in 
Latin·America could not be written solely as a chapter of the outward 
spread of European savings. 



CHAPTER VIII 

NONINTERCOURSE BETWEEN FRANCE 

AND THE CENTRAL POWERS 

THE BAN AGAINST GERMAN SECURITIES 

EVEN between rival and inimical powers capital 
seeks to move, to pass frontiers ringed with bayo
nets, responding to some clearly perceived banking 

opportunity, some personal tie, or some need of home in
dustry. But such movements are hesitant, and at the mercy 
of criticism. A few bankers and statesmen may believe that 
financial cooperation will create the means of compromis
ing clashing interests and initiate political understanding. 
But if the antagonism and mutual fear be strong this is 
dismissed by others as a self-interested delusion. Thus 
when at the bottom of men's hearts and minds rests a sense 
that differences between their nation and another nation 
cannot be healed, financial cooperation loses force. It is 
restrained by governments which, expecting war, fear that 
their enemy will be strengthened; the restraint in itself 
becomes a source of antagonism as well as a standing no
tice of it. Such was the situation between France and the 
Central Powers. 

French and German banking syndicates participated 
jointly in many loans that were issued in both markets, 
but this is merely a fugitive and not binding form of 
cooperation. There were a few personal and financial con
nections between the investment banks of the two coun
tries. The German banks had participated in a few Paris 
houses. The National Bank fiir Deutschland was a share
holder in the Credit Mobilier, the Deutsche Bank in Alfred 
Gans and Company, the Dresdner Bank controlled the 
Banque Allard. On the directorates of the largest French 
institutions were men of Austrian and German origin, who 
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had retained banking connections with their former coun
tries. French and German banks participated in the owner
ship of institutions in Holland and Belgium. Now and 
again, when the banks of both countries were drawn into 
the same situation they ventured upon a joint undertak
ing. The Deutsche Bank and the Banque Imperiale Otto
mane shared the launching of the Bagdad railway; Ger
man and French banks worked together in the Banca 
Commerciale Italiana, in a Consortium for Enterprises in 
Constantinople, and in the State Bank of Morocco. 
Besides, they participated jointly (along, often, with 
Belgian, Austrian, and English capital) in public utility 
enterprises and concessionary companies in Spain, Russia, 
South America, and Africa. But these were private par
ticipations by the investment banks which often did not 
appear in their balance sheets. No attempt was made to 
secure official listing for the securities of these enterprises; 
ordinarily, in fact, they were held closely by the banks and 
not offered for public sale. Even so, this cooperation was 
under criticism in France by a large section of opinion
and in the years directly before 1914 appears to have 
come to a standstill. The leaning toward cooperation grew 
weaker within the banking organizations themselves.1 

The most important financial dealings between the two 
countries were through the free short-time loan market. The 
course of trade and the difference of interest rates between 
the two centers induced the French banks to make short
time loans to the German bankers secured on collateral or 
commercial paper, and to discount bills of exchange due 
in Germany. This was an aid to the commerce of both 
countries and continued despite a certain amount of popu
lar dissatisfaction in France. After the Algeciras scare 
which occasioned a withdrawt~.l of French funds, the 
amount of such short-time lending was reduced. 

1 For a detaUed but somewhat unbalanced review of such Franco
German connections and cooperation by critics of them, see J. E. Pavre, 
Le Capital Fra~aA, au Bercice iU L'i!tranger (Paris, 191'1), and Lysis, 
Lu C11pitalute• Franrail eontre Ia Frane• (Paris, 1909). 
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The course of industrial development in the two coun
tries, especially the poverty of France in coal, and of 
Germany in iron ore, led to a certain amount of direct 
investm~nt by the industrialists of each within the terri
tories of the other. The French iron industry acquired 
ownership of coal properties and some factories in Ger
many. French commerce established branch offices. French
men retained much property in Alsace-Lorraine. 2 

The German dye, chemical, and electrical industries set 
up branch factories or distributing plants in France. The 
German metallurgists and colliery owners acquired ore 
properties in the Meurthe and Moselle Basin, and in Nor
mandy. Germany furnished half of the coke used by blast 
furnaces of Longwy-Briey and Nancy in France, while 
France shipped iron ore to the Westphalian iron and steel 
plants.• Therefore, an entente was arranged between 
French and German steel plants by which the French took 
financial participation in the German enterprise {Roech
ling) and obtained representation in the management. In 
return the German plants were given a share in French 
iron properties (the Acieries de Longwy, at Valleroy) and 
financial participation in the company exploiting them. 
Thyssen owned two unexploited fields in the same basin 
and small properties elsewhere. But when he sought to 
extend this ownership in Normandy, to build a coking 
plant and foundry and run a railroad between mine and 
plaQt, opposition within France compelled him to accept 
a minority position in the venture; in return he was 
granted an option upon 40 per cent of the mineral prod
uct. All this German investment was, in the jingo press, 
denounced as a destructive and spy organization. It was 
attacked with excitement in every crisis in French-German 
relations. 

2 F. Eccard, Bi.eu tJt Int6r~t1 Ji'ranrail en A.llemagne (Paris, 1917), 
aM. Vigne, "Le Bassin de Briey," Revue d'£c01&0mi6 Politique, 

January-February, 1913; "Les Participations Fran~ais dans les Mines 
en Allemagne," IJlnformatW., January 8, 1918. 



France and the Central Powers 199 

In Algeria and Morocco, too, the German steel industry 
sought ore supplies by capital investment. The course of 
events in Morocco is related elsewhere. In Algeria the ore 
sought was located in the interior at L'Ouenza. Its utiliza
tion required the construction of a railroad of ~40 kilo
meters to the port of Bone. The Algerian administration 
entered into agreements for the construction of this road 
with the International Consortium (French, German, and 
English) which had a concession for mining the ore, the 
Societe des Mines de L'Ouenza. In this consortium the 
armament makers of all three countries were combined. 
The project was defeated, April, 1910, in the Chamber of 
Deputies, in a debate in which the German participation 
in the consortium was much emphasized. The Socialist 
party, disliking the combination of armament interests, 
also shared in the vote against the project. Out of the 
eighteen directors of the road, eleven were to have been 
French, as well as all the higher personnel. • 

There can be little doubt that French public invest
ment in German securities would have grown if they had 
been admitted to trading on the Paris Bourse. But the 
official though tacit ban applied after 1870 was never 
lifted. During that period when the Fashoda incident 
brought France near to Germany, a few German indus
trial securities were admitted to the Bourse, as, for ex
ample, the shares of the Goerz Company; but that period 
was brief. 

Several times this official ban was brought into question 
when plans of French-German financial cooperation were 
considered as a way of easing political differences between 
the two countries. But these plans faded out and the ban 
remained. Certain French statesmen, notably Rouvier, up 
to September, 1905, and later Caillaux, favored such co
operation in the hope of bringing about a French-German 

•Lfl Ma.rclr.l Fiaan.ciclr, 1009-10, p. 851; P. Albin, Lfl Covp D'Aga.di.r 
(Paris, 1912), pp. 129 fit tflq.; Rfi'PIUJ Poltttqvfl ee ParJ.rra~Jt~otairt, Sep
tember, 1908, p. 624.. 
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rapprochement, but this "financial pacifism," as it was 
called, was blocked by contrary opinion and events. The 
idea of collaboration between the financial enterprise of 
the two countries was put forward most seriously in the 
course of controversy over Morocco, and was arranged for 
in the accord of 1909. The German Government was ready 
to believe that this accord would broaden in significance 
and prepare the way for the introduction of German se
curities on the Paris Exchange. A few French banking 
houses were ready to give their friendly support, espe
cially the Banque Imperiale Ottomane and the Banque 
de Paris et Pays Bas, which wished to share in the German 
development in Turkey. But the main industrial and com
mercial groups fought the notion of collaboration and the 
admission of German securities with all their influence.6 

The accord collapsed, leaving only hard feeling behind it, 
and with it collapsed the possibility that German securities 
would be admitted to the Paris Bourse. When in 1911 the 
head of the Deutsche Bank, Von Gwinner, and the German 
Secretary of Foreign Affairs, proposed to the French 
Government that the privilege of official listing be granted 
in return for a free hand in Morocco, the proposal was not 
even discussed.• The lines of opposition were drawn too 
fast to hope for any useful consequence. In the state of 
feeling that existed financial intercourse, like all other 
intercourse between the two countries, would have ended 
only in resentment. The French policy must be regarded 
as merely one phase of the armed truce that prevailed. The 

6 Bulllltm diJ lG Fildlratiml. ae1 Irwltutriel& et Commu(lant• Fran(lait!, 
June, 1909, and October, 1911. 

e J. Caillaux, A.gadir (Paris, 1919}; ibid., Me11 Prilons (Paris, 1921), 
p. 12. The author declares that the Dresdner Bank bought an interest in 
the Figaro, which urged editorially (September, 1911) that German 
securities be admitted to the Bourse. An indication of how complete the 
French tried to make the embargo is given by the fact that during 1913, 
when the Sextuple Group loan to China was being negotiated, France 
opposed the issue of bonds that could be sold freely on all markets lest 
Germany sell its portion in Paris later. FortJi!Jf' .Relations of thtJ Umt•d 
Btatlll, 1913, pp. 149-150. 
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ban itself emphasized the existing antagonism and made 
it more evident; but France chose not to risk having the 
force of loaned capital turned upon herself. 

AUSTRIA-HUNGARY: THE ENDING OF A FINANCIAL 
FRIENDSHIP 

FINANCIAL relations between France and Austria-Hun
gary changed significantly as Europe formed into two 
antagonistic groups. French capital, before and after 
1870, financed the construction of two of the most im
portant railroads in the Dual Monarchy, the Southern 
Railroad (Lombard), and the State Railroad. The securi
ties of these roads were listed on the Paris Bourse. A 
Council of Administration representing the French in
terest met in Paris, and French investment therein re
mained substantial despite unsatisfactory treatment by 
the Austro-Hungarian Government. It was chiefly in the 
Dual Monarchy that the ill-fated Banque de Lyon et 
Loire and L'Union Generale carried out their work of 
phenomenal expansion, financing governments, banks, 
railways, port construction, till they failed in 1882. Up 
to 1890 Paris was a large purchaser of Austrian govern
ment securities, and the largest purchaser of Hungarian 
government securities. George Raphael Levy estimated 
that in the nineties the French investment stood at two 
billion francs.7 That the gradual intensification of antipa
thy did not lead Frenchmen to dispose entirely of their 
holdings was shown in the post-war discussions of Austrian 
and Hungarian debt. Of the securities admitted under the 
Innsbruck Convention (Austrian and Hungarian govern
ment bonds and those of the State Railway Company), 
French investors were found to possess 35 millions of 
pounds sterling, German 27.6 millions of pounds, and 

'G. R. Levy, "Les Capitaux Fran~ais II. L'.ttranger," .RB'11V41 tUI D11u 
Mora&•, March 15, 1891. 



202 Europe: The World,s Banker: 1870-1914 

British 6.8 millions of pounds.8 French-Austrian banking 
connections remained friendly. The Rothschild house in 
Paris worked intimately with the Austrian Rothschild. 
The French retained an interest in the important Austrian 
Liinderbank, and with it and through its subsidiaries 
cooperated in the financing of Balkan governments and 
railways. They retained an interest in the Austrian and 
Hungarian Mortgage Banks. The Societe Generale et 
Comptoir N ationale D'Escompte drew some of their 
higher officials from Austrian banking circles. 9 

But as continental alliances became fixed and French 
opinions came to regard Austrian policy as subordinated 
to German, as the tension between Austria and Russia 
grew acute, this financial cooperation fell under suspicion 
in France. Austrian securities were tacitly refused admis
sion to the Paris Bourse. The ban was applied with a few 
exceptions to both industrial and government securities 
despite the pressure of interested banks.10 At various times 
the government of the Dual Monarchy, like the German 
Government, sought to regain access. The matter was 
broached in connection with many of the diplomatic situa
tions in which the interests of the two countries touched. 
As early as 1905-6 a disposition was indicated to make 
concessions for the privilege of borrowing in France. 
During the Moroccan crisis of that period, Von Aehren
thal, the Austro-Hungarian Foreign Minister, for this 
reason, shifted back and forth endeavoring to convince 
France of the Austro-Hungarian independence of Ger
many, and yet keep Germany reassured of his support. 

s Report of OouACil of Forllign Bondhollhra, 1925, p. 80. The total 
French investment in Austria-Hungary was greatly in excess of this. 
One estimate of the Association N ationale des Porteurs Fran~:ais puts 
it as high as 6./.i billion francs. 

e For a detailed account of French-Austrian financial connections, see 
the "Memoire" by N. L. RaJfalovitch, the secret agent of the Russian Fi
nance Ministry at Paris, Li:vrtl N oir, II, 262 et 1eq. 

10 In 1912 Poincar6, having refused listing to Hungarian government 
bonds, gave his sanction to small issues of the Credit Foncier Autri
chien. 
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The French market was held open to Hungarian securi
ties after it had been closed to Austrian issues. French 
opinion was traditionally favorable to Magyar aims. For 
a long period it appears to have thought possible a dis
solution of the Dual Monarchy. But after the Bosnian 
crisis of 1908-9, Hungarian government securities came 
under the ban. Even toward industrial and public utility 
securities it tended to apply. Russian opposition to their 
admission became firm and permanent. The French posi
tion became clear when Hungary, negotiating through 
Rothschilds, tried to use its former privilege of borrowing 
in Paris, in 1909, not long after the annexation of Bosnia 
and Herzegovina. Though Hungary asserted that the loan 
was to be used for other purposes, French and Russian 
opinion held that it would serve to pay off treasury bonds 
to defray expenses in the newly annexed provinces, and to 
strengthen military forces and fortifications. The opinion 
was correct.11 Russia and the smaller Slav states immedi
ately manifested opposition. Furthermore, French fi
nancial circles were incensed at the treatment received and 
losses sustained by the French bondholders of the South 
Austrian Railway.12 The French Government appears to 
have asked as a condition of listing various minor economic 
concessions and guarantees that the loan funds would be 
used only for pacific purposes.18 Intrigue, the ways of 
which have not been too clearly revealed, attended the dis
cussions. According to M. Crozier, then French Ambas-

n The 1910 budget contained items of 339 thousand pounds for ex
penditures in the provinces, and 13.5 million pounds for army expendi
ture--an increase of 875 thousand pounds as compared with the 
preceding year, also 2.6 million pounds for naval expenditure. See 
analysis, "The Finances of Austria-Hungary," Great Britain. Daplo
matie mtd Couular Report No. 41167 (Cd. 4Mo6-191, 1908-9). 

11 P. Leroy-Beaulieu, £coaomilt11 Frata{'ail1, August 13, 1910, pp. 
234.-235; L1 March~ Fiftanci8r, 1909-10, p. 83. French capital had par
ticipated largely in the financing of these railways by bond purchases. 
The French bondholders attributed their difficulties to the establishment 
of a competing line by the Austrian Government. 

u Leroy-Beaulieu, wid., and France, CommiuW. dv Budget, .J.f!a.iru 
£trartg~r,, Exercice, 1910, pp. lJS-.3.1.. 
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sador to Vienna, the consent of the French Government 
was at one moment obtained; but in the final outcome the 
conditions proposed by the French Government were re
fused. 14 Terms, albeit poorer in their financial aspects than 
those obtainable in France, were arranged with a German 
and Austrian syndicate. The incident emphasized the an
tagonism between the continental alliances. Herr Kinder
len-Waechter, German Secretary of State for Foreign 
Affairs, publicly declared at the time: "The lesson shall 
not be lost. The conclusion of the loan will strengthen 
further the bonds which unite Germany and Austria
Hungary and mark the success of the countries that the 
French financial market wished to injure."u 

In 1911 the French bankers headed by the Credit Lyon
nais distributed in Paris a bond issue of the City of Buda
pest, asking no official listing. The Russian Government 
was roused, though admitting that its French ally had no 
legal power to prevent the transaction. The Russian Min
ister at Paris, Isvolsky, stated fully the views of his gov
ernment. 

I have had recently to call the attention of the French 
Government repeatedly to the serious injury that certain 
financial enterprises undertaken by the French banks might 
cause to the essential Russian interest. Because of its enor
mous extension and its geographic peculiarities Russia is 
vulnerable on all parts of its periphery and cannot be equally 
strol!g on all fronts. . . . 

The Ambassador continued: 

It seems to me that the question of loans and of financial 
undertakings is precisely one wherein the unity of the major 
political interest of Russia and France should show itself 
most clearly. We must follow with an extremely vigilant eye 
French financial projects, and when these menace our in-

uP. Crozier, ''L'Autriche et L'Avant-Guerre," .R6VU6 d11 FraMe, 
June 1, 1921, p. 607. 

15 R. Recouly, .Revue Poli.tiqu11 et Parlementaire, October, 1910. 
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terest, exercise strong enough pressure on the French Gov
ernment to check them.16 

Despite all official assurance Russia remained anxious, 
fearful of the influence of financial circles upon the deci
sions of the French Government. But French official 
opinion was in accord with that of M. Isvolsky as shown 
in episodes arising thereafter. So were industrial circles 
with the possible exception of a few large groups having 
international connections.17 

In November 1911, Count Von Aehrenthal, Foreign 
Secretary for Austria-Hungary, while discussing the 
question of adhesion to the Franco-German accord re
garding Morocco, stated that this friendly action, taken 
without material compensation, ought to be reciprocated.18 

Shortly thereafter he made it clear that the form of 
reciprocation most desired was permission to borrow in 
Paris. The political relations between the two countries 
being excellent, he argued, economic cooperation should 
be encouraged also. He mentioned Morocco and the Orient 
as fields in which Austro-Hungarian political assistance 
might be extended. A vista of even further concession was 
vaguely painted. "We expect," the imperial official wrote, 
"to ask for the good-will of the French Government in the 
interest of Austrian and Hungarian finances. We shall 
choose for this demand a moment when the international 
political situation is favorable to transactions of the 
kind. me Von Aehrenthal consulted with the Hungarian 
Minister of Finance as to the form and substance of the 
favor to be asked. It was decided that the French Govern
ment be asked merely for a secret declaration that if the 
Imperial Government should seek to borrow in Paris dur-

1• Livre Noir, I, 90-98. 
11 See, e.g., article in the Btdletm tl11 ltldultriell ee Commer9'1Jttt1, 

June, 1909, for the point of view of industrial circles. 
18 Crmier, op. cit., p. 616; Documl'ntl DiplomatiqtuJI Fra~ail, 1871-

1914, 8d ser., Vol. I, No. 10. 
1t Docvmttstl Diplomati.qtuJI FraAI}ail, 1871-1914, Bd ser., Vol. I, Nos. 

152, 168. 
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ing the next three years up to a billion crowns-half for 
Austria and half for Hungary-that the French Govern
ment would place no obstacle in the way of the transac
tion.20 

M. Crozier, French Ambassador in Vienna, urged that 
the occasion be seized to weaken the Austro-Hungarian 
Alliance with Germany. In the sketch of his hopes, Aus
tria-Hungary was to give a promise that she would not 
support Germany in aggressive war, and France was to 
act to bring Austria-Hungary and Russia closer together. 
At the time it was widely believed that Caillaux was sym
pathetic to the arrangement for admitting Austrian loans 
with some such general purpose. 21 But the official docu
ments indicate the cohtrarv; Caillaux rebuffed the ad
vance.22 Fires of criticism h;d previously been lit in press 
and Parliament by the flying sparks of rumor. 23 'Vhen 
Poincare succeeded Caillaux into power, he repeated the 
refusal and gave the Russian Government assurance that 
it would be maintained. 24 Upon Crozier's interest, upon 
his expression of hope of a reconciliation between Austria
Hungary and the l<~rench-Russian allies, Poincare casts a 
peculiar light. "The exceptional interest that our Ambas
sador showed in the financial relations of France and the 
Monarchy decided the government to replace him by a 
less fantastic diplomat and to ask M. Klotz to have a di
rector's post reserved for him in a bank.m5 

20 osterreich-Ungarn~ .dwsB11politik, Vol. III, Nos. 2877, 2885, 2902, 
2937;2942. 

n Crozier, op. cU., p. 616; R. Poincare, .du Service de la France, I, 
2M. 

22 The Foreign Minister, De Selves, seems to have managed to give 
the impression to the Austro-Hungarian Government that he personally 
was favorable to the plan, while indicating to the Serbian Government 
that he opposed it. Compare osterreich-Ungarn~ .dwsenpolitik, Vol. III, 
Nos. 8050, 3080, and M. Boghitschevitsch, Di6 .dwwartige Politik 
8erbi6ns, 190/J-1914, No. 1621. 

zs Debats Parl. Chambre de Deputes, December 19, 1911. 
u Documents Diplomatique• Fra~ail, 1871-191,4, 3d ser., Vol. I, Nos. 

829, 371, 882, 425. 
25 Poincar6, op. cU., p. 268. Crozier became a director of the Societe 

Gen6rale and of the Austrian Agrarian Bank. 
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The French refusal caused embarrassment in Vienna. 
Austria-Hungary was forced to issue treasury bonds for 
military expenses and resort even to the costly New York 
market to dispose of some.26 Though the Imperial Gov
ernment resented the refusal, the stimulus of further need 
made steadily more acute by the growth of military ex
penditure, led it again to risk refusal in 1913-14.27 The 
outlay for military preparation had increased over 40 per 
cent in five years. A favorable opportunity seemed to pre
sent itself in connection with a plan of internationalizing 
the Balkan railways as a means of ending the strife of 
which they were the subject. The Dual Monarchy showed 
itself willing to admit French capital to almost controlling 
ownership in the international system which was to com
prehend lines in Serbia, Greece, and those of the Oriental 
railways, the shares of which were then in the hands of 
the Austrian banks. It accepted the idea that the presi
dent of the managing company should be French. M. Pi
chon, the Secretary of Foreign Affairs, appears to have 
been well disposed to the plan of internationalization, to 
have at least lent ear to the arguments of the French fi
nanciers that the arrangement should be a prelude to a 
detente in the Balkans.28 The financial groups in charge 
of the negotiations were led by Count Vitali and Herr 
Sieghart, Governor-General of the Austrian Boden
Kreditanstalt, in which the Banque de Paris et Pays Bas 
had an interest; included in it also were 1\I. Doumer, for
mer French Minister of Finance. Through these the Aus
tro-Hungarian Government hoped to regain access to the 
Paris market.29 

toLe Marchi Financier, 1912-13, pp. 604.-605; 01terreich-Ungarm 
At.t~~enpolitik, Vol. V, No. 4763. 

21 The army estimates had by 1913 mounted to 18.9 million pounds, 
the naval estimates to 5.9 million pounds. ''The Finances of Austria
Hungary, 1913," Great Britain. Diplomatic and Con11tda.r Report No. 
5311 (Cd. 7048-47, 1913). 

u Die Gro1111 Poli.tik, Vol. XXXVII, No. 15126, footnote 15130, foot
note 15131. 

zeJbid., No. 1514o0. It tried to connect the discussions at one point 
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So strong was the wish to obtain its aim that the Aus· 
tro-Hungarian Government made concessions that would 
have weakened its former Balkan policy. So strong it was 
that the government withstood, throughout a tense argu
ment, the demand of the German Government that Ger
man interests in the Turkish railways be safeguarded by 
excluding from the scheme the eastern lines of the Oriental 
railways-those connecting with the Anatolian railway 
and remaining in Turkish territory.80 The German banks, 
supported by their government, wished to repurchase the 
shares that would give control of these lines; or, failing 
that, they asked that the lines be kept in Austro-Hun
garian ownership and. that they be given representation on 
the directing board. From the shifting arguments put 
forward by the Austro-Hungarian Foreign Office, it does 
not appear clearly whether the French group and gov
ernment had been promised a share in the eastern lines. 
The Austro-Hungarian Government denied it in Feb
ruary, 1914, yet showed itself resistant to German 
requests, and fearful of losing French favor. A compro
mise was being arranged when the general plan of inter
nationalization began to sag toward failure. 

As related elsewhere, the causes of the failure were 
complex and numerous. It remains doubtful whether the 
French Government would have reversed its policy toward 
Austrian and Hungarian loans, even though the plan had 
been matured. On that point the whole affair was probably 
little more than a trial of wits, in which Austria-Hungary 
tried to find a way out of its controversy with Serbia and 
to borrow in France without any basic shift in policy. The 
French and Russian Government demands, in the last in
stance, would probably have cut deeper into the Austro-

with the question of admission to listing of the bonds of the Metropoli
tan Street Railway of Vienna, but the French Government ignored the 
approach. Lfore N oir, II, 215. 

ao Die 01'0116 Politik, Vol XXXVII, Nos. 15132, 15133, 15135, 15137, 
15UO contain the gist of the discussions. 
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Hungarian position than these preliminary negotiations 
reveal. The French market remained closed, a standing 
mark of the opposition soon to be stirred to war. Austro
Hungarian financial necessities remained embarrassing. 



CHAPTER IX 

THE FINANCING OF IMPERIAL RUSSIA 

THE LARGEST BORROWER IN EUROPE 

RUSSIA was the largest borrowing country of 
pre-war Europe, and the greatest undeveloped re
gion. Its own people, gifted in so many directions, 

showed only small capacity for modern industrial activity, 
and the energies of its absolute government were all too 
much absorbed in court intrigue and military ambition. 
'fhe system of taxation was ineffective. The available 
domestic capital was insufficient for the introduction of 
modern industry, for public works, or for the needs of a 
government budget that bore the cost of large military 
forces and a program of railroad construction over im
mense areas. Russia turned to foreign capital. 

The investment of foreign capital in Russia rose 
steadily from 1870 to 1914. From 1893 to 191~, taking 
the ordinary and extraordinary budgets together, the 
Russian Treasury had an almost uninterrupted deficit. 
The directly incurred debt of the Russian Government 
mounted as follows :1 

Year 
1895 
1899 
1904 
1909 
1914 

Amoont 
( millio118 of rubles) 

5,775 
6,122 
6,681 
8,850 
8,811 

Per cent 
held by foreigner• 

30 
87 
46 
46 
48 

In 1914, in addition, foreign investors held 870 millions 
of rubles of other securities bearing the government guar
anty, 4~~ millions of rubles of Russian municipal loans. 

1 L. Pasvolsky and H. G. Moulton, RuBiian Debt• and Recomtruction 
(New York, 1924), pp. 17-21. This is somewhat lower than most esti
mates-compare L. Martin, Re'O'IUJ Politiqtte et Parlementaire, February, 
1921. 
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Still it is to be observed that between 1909 and 1914 Rus
sian public credit improved along with Russian production 
and trade. The direct government obligations were selling 
in 1914 to yield little in excess of that of German gov
ernment securities. The service of these direct obligations 
in 1913-14 made up about 13.7 per cent of the ordinary 
public expenditure; the total government debt, foreign 
and domestic, required about lH per cent. 2 But these fig
ures minimize the burden. For the revenue-collecting 
power of the government remained small and handicapped. 
Direct taxes yielded little. More than half the total reve
nue was derived from the sale of alcohol and the revenues 
of the railways (which, however, required a larger current 
expenditure than the revenues they brought). From the 
other economic activities of the country, not much was 
secured for the government purse. Of the total govern
ment borrowing more than a third was incurred for rail
road construction. But according to Count Witte, about 
37 per cent of the railways constructed had been built 
primarily for political and military reasons, not econooiic. 
Of the direct government debt owned abroad in 1914, 80 
per cent was held in France, 14 per cent in Great Britain. 

The sum of foreign capital invested in private enter
prise exceeded two billions of rubles-par value. The 
French were the largest investors in private enterprise, as 
well as the freest lenders to the government. They owned 
about one-third of the investment, the British slightly less 
than one-quarter, the Germans about one-fifth.8 Such were 
the sums of foreign capital which came to finance the Rus
sian Government and to build Russian industry. This 

t See P. N. Apostol's study entitled "Credit Operations" in volume 
entitled .Rwttaft. PvbliD Fi'IWlnce During the War (New Haven, 1928). 

• L. J. Lewery, ForeigR Capital Iwceltmm.t• ira .Rw1iaa Ifldwtrie1 
attd CommfrCII (United States Bureau of Foreign and Domestic Com
merce, Miscellaneous Series, No. 124., Washington, 1928), p. 6. These 
figures are only rough approximations because of the complex difficul
ties of evaluation. They are derived from original data collected by the 
Russian Commissariat of Finance, Institute of Economic Research. The 
totals given do not include investment in railways. 



212 Europe: The World• a Banker: 1870-1914 

movement of capital was influenced and guided not only 
by pecuniary calculation, by economic plans, but by the 
stir of political arrangements. No capital movement was 
more important in shaping the destinies of the continent. 

FRENCH CAPITAL SERVES THE ALLIANCE 

NEIGHBORING Germany up to 1886-87 was a large sub
scriber to Russian loans. German eapital had been drawn 
into Russia by the friendliness of the monarchs, and the 
attraction to German technical and financial competence 
of Russia's resources and markets. Its free movement was 
interrupted by an action of Chancellor Bismarck in 1887. 
Up to almost the ye9;r it was taken, the Chancellor had 
regarded wi~ satisfaction the Russian drafts upon Ger
many's increasing capital strength. In 1884 he even per
mitted the Seehandlung, the Prussian state bank, to re
ceive subscriptions for a large Russian loan, so that its 
success might be assured by this sign of official favor. 

Shortly after, however, Germany began to draw back 
from further commitments. Within German financial 
circles doubts were entertained as to Russia's solvencv. 
Early in 1886 Russia's negotiations with the Diskont~
Gesellschaft, Rothschild, and other German bankers for 
the conversion of large amounts of government and rail
way debt failed. The failure was repeated later in the 
year when a new loan was sought. In January, 1887, 
Chancellor Bismarck emphasized the fact that Germany 
haa already absorbed 1,!00 million rubles of Russian 
securities while British investors were selling them. The 
manner of statement was taken to be a warning against 
further German investment. Various economic and po
litical matters at issue between the two countries created 
an atmosphere of nervous sharpness and suspicion. Rus
sia had passed a decree prohibiting alien ownership of 
landed property near its western frontier, and the employ
ment of aliens as estate managers in these regions; this 
affected German interests adversely. The two governments 
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were in dispute over tariff matters. Discussions regarding 
the renewal of the Dreikaiserbund did not progress and 
the renewal of the Triple Alliance made Russia suspi
cious.' The Russian press was showing hostility to Austria 
and Bulgaria. Out of this swirl of ill-feeling a press cam
paign arose in Germany urging the sale of Russian se
curities. If Bismarck did nothing to stimulate this cam
paign, which is doubtful, he certainly did nothing to check 
it.5 The campaign took effect and Russian securities fell 
seriously in value, but Russia did not yield to the pressure. 

In November, 1887, Bismarck made the final irritated 
moYe, and instructed the Reichsbank to refuse to accept 
Russian bonds as collateral security for loans, and to in
form its customers that Russian credit was not sound.0 

Simultaneousiy, the press campaign increased its in
tensity. \Vhcther mistrust, wrath, or overconfidence, or 
all three, dictated this oYert action, it is impossible to be 
sure.' '!'hat Bismarck did not want to alienate Russia per
manently is shown by the pains he had taken during the 
year to satisfy Russian complaints against Austria, and 
the concessions he made in the drafting of the Reinsurance 
Treaty signed with Russia in June, 1887. Probably the 
action would never have been taken if Bismarck had not 
mistakenly believed that Russia's financial dependence on 
Germany would cause her to show herself more compliant 

• Among the incidents contributing to the suspicion was the publica
tion of a forged letter of Bismarck promising support against Russia 
to Ferdinand if he accepted the throne of Bulgaria. 

• Ge1chicht• ikf' Frankfurtef' Zei.tung (Frankfurt, 1911), pp. 584. et 
•~q. 

• Die Gf'OIItl Politik, Vol. V, No. 114.2. As J. Viner, "International 
Finance and Balance of Power Diplomacy, 1890-1914o," Sovthwntt"" 
PolUical and Social 8cisnct1 Quaf'tef'ly, March, 19'29, p. 3, points out, the 
direct financial effects of this action were small. The importance was 
in the emphatic indication of BD official veto on Russian loans. It was 
accompanied by decisions of the German courts declaring Russian se
curities ineligible for trust funds in Germany; EcOAomut, Julyl6, 1887, 
p. 911. 

t Die Gro11t1 Politik, Vol. V, No. 1140. None of the published docu
ments furnish an adequate account of Bismarck's reasoning. 



214 Europe: The World"s Banker: 1870-1914 

to German wishes. It was a maneuver intended to weaken 
Russian credit, to remind her of German strength. That 
it should have been used by a diplomat of Bismarck's 
astuteness remains a puzzling matter despite the opening 
of the archives. For it failed completely of effect, and the 
danger of which Bismarck was acutely aware--that Rus
sia transfer its allegiance to France--soon became reality. 
Russia found the means of meeting its emergency needs 
in France. During 1888 Bismarck struck out at Russia 
and began to talk of the necessity of defense on two sides. 8 

Bismarck's emphatic gesture became a milestone for great 
events. In 1893 the German Ambassador at St. Petersburg 
reported that De Giers, the Russian Foreign Minister, 
said to him : "Bismarck drove us into the arms of France, 
especially through his financial measures. How was it pos
sible to exclude Russian securities from the Reichsbank 
just a few days before the arrival of the Czar?"9 Though 
this statement may be regarded as deliberate overem
phasis, it is undoubtedly true that the shift of Russian 
financial connections became a vital element in the making 
of new alliances that was to follow. A page had been flung 
back in mistrust or anger. Bismarck and his successors 
could never again find the same place in the story. 

In France, Russian borrowing found scope and en
couragement. Discussions about new loans alternated with, 
became an essential part of, discussions regarding political 
alliance. It was no easy task for these two countries to 
tina and define a jointly acceptable basis for alliance; in 
particular it was no easy task to overcome the Czar's dis
like for the democratic, anticlerical French state, and 
his discomfort over separation from the imperial dynasties 
of Germany and Austria. But stage by stage Russian 
policy was influenced in that direction. Probably among 
the attractions offered to the Czar by this new policy was 
the opportunity to complete the Trans-Siberian Railway, 

s P. Albin, La Paizl .Armell (Paris, 1913), pp. 255 et seq. 
9 DitJ Gro11t1 Politik, Vol. VII, No. 1655. 
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and the satisfaction of showing Russia to be capable of 
standing up to Germany. 

It is clear that negotiations for borrowing in France 
were already under way before Bismarck':s declaration. 
The financial agent of the Russian Government in Paris 
at the time, De Cyon, relates that even prior to it he was 
cultivating connections and formulating plans to make 
Paris the main market for Russian securities, and that 
French banks, including Rothschild, had indicated their 
willingness to cooperate.10 A minor conversion loan had 
been carried through successfully and official listing had 
been granted to the Russian loans of 1867 and 1869. After 
Bismarck's declaration a syndicate was organized in Paris 
to support Russian securities and to undertake the flota
tion of Russian loans. It had the favoring support of the 
French Government. Speedily thereafter Russian borrow
ing assumed large dimensions. Within ten years the 
French came to possess Russian government and indus
trial securities in excess of three billions of rubles. 

These were the years in which the Alliance was elabo
rated. As early as 1887 the French Government had be
gun to indicate its desire for an alliance and to make clear 
that assurance of continued political friendship was desir
able if Russia was to benefit greatly from French financial 
aid.11 The idea of an alliance received clear utterance in 
August, 1890, in which year Germany had refused to re
new its "re-insurance" treaty with Russia, since it did not 
wish to support Russian aims in the Near East, andre
garded the treaty as incompatible with its obligations to 
its other allies. In August, 1891, a general and rather 

to E. De Cyon, Butoir1 diJ l'Ent11At1 Pranco-Bw11 (Sd ed., Paris, 
1895), p. 237. This narrative account by the Russian agent contains 
many details that cannot be corroborated. It is disorderly, packed by 
hatreds, and makes inordinate claims for the author. De Cyon, p. 238, 
claims to have been the moving spirit in these arrangements. Other au
thors ascribe the initiative to the banking fi.rm of Hoskier, e.g., G. 
Michon, L'4llianc• Pranco-Bvue (Paris, 1927), p. 3. But this De Cyon, 
with deprecatory comments, denies. 

n Michon, loc. cit. 
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vague understanding was negotiated between the two gov
ernments. But earlier in that year, while the Czar was 
still holding back his final approval of this step, Russian 
plans for borrowing in Paris were badly upset. 

A large Russian loan had been arranged with a syn
dicate headed by the Rothschilds, who had handled much 
of the previous borrowing. This firm, on short notice, 
withdrew from the arrangements, explaining its action by 
the persecution of the Jews within Russia. The loan could 
not be carried ·through. By various authorities this action 
has been construed to be an "ill-concealed" pretext to 
force the Russian Government to sign the desired under
standing.12 So it was cc;mstrued at the time by the Russian 
and German governments.18 Certainly, too, the Russian 
Treasury was seriously embarrassed and made excited 
efforts to meet their needs by other arrangements. But 
there is no evidence to prove that the Rothschilds acted on 
the instructions of the French Government, rather than on 
their own initiative; the evidence tends to run the other 
way.H 

The Credit Lyonnais, with the consent of the French 
Government, undertook the loan later in the year. There
after that establishment became the chief financial coun
selor and distributing agent of Russian loans in France.15 

Unsure of the success of this new syndicate, the Russian 
Government asked the French Minister to permit the 
Credit Foncier, an institution under official direction, to 
participate. With reluctance the necessary authority was 
granted.18 The loan was issued in October, 1891. The Ger
man Government had discouraged German participation. 
Despite an initial oversubscription, its value began to de-

tll E.g., W. L. Langer, "The Franco-Russian Alliance," Slavonic RtJ-
~. III, 566-070. 

ta Ibid., IV, 86. u Viner, op. cit., p. 6. 
15 Michon, op. cit., p. 25. 
u E. Daudet, Hvtoire Diplomatiqw de l'AlliaRCII FraRCo-RwBII, 1873-

1893 (Sd ed., Paris, 1894), pp. 262 11t tteq. 
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cline. The Russian Treasury had to organize a syndicate 
to support it by repurchase of the undigested supply.11 

A keen awareness of financial need and financial de
pendence, strikingly displayed in this episode, must have 
been among the influences which led the Czar to accept the 
understanding in August, 1891.18 But strong circum
stances of a political nature were also drawing the two 
countries together. They had reason to suppose that Great 
Britain had joined the Triple Alliance and that Germany 
had become a party to British arrangements for main
taining the status quo throughout the Mediterranean 
area.19 France and Russia both felt isolated by these ar
rangements, and each entertained wishes to disturb the 
distribution of power along the Mediterranean. This first 
vague Franco-Russian understanding was given precision 
by the signature of a military convention in 1892 which 
was finally ratified by Russia in 1893. French skill in al
laying the mistrust of the Czar and manipulation of the 
inducements proved effective. 

Throughout the period of the alliance the sale of Rus
sian securities was aided by government favor which found 
a response in the concerted and widespread efforts of the 
banks. At the outbreak of the war, French investors held 
between eleven and twelve billion francs of Russian securi
ties of which over nine billion were direct .or indirect 
obligations of the Russian Government; 52 loans of this 
character were admitted to official quotation. No securities, 

11 Die Gro111 Politik, Vol. VII, No. 1516; Report of M. Margaine, 
Rapport tur le Li'C!re Jaune Relatif a l'..4Uiance Franco-Ru81e (Chambre 
de D~putes, Document No. 6036, 1919), p. 17. 

u Langer, op. cit., p. 170, states that the French Government "had 
made it obvious that a loan could only be had in return for an alliance." 
After the signature of the military convention in 1893 the German Am
bassador in Paris expressed the judgment that financial reasons were 
a factor of some importance in Russian action but not the leading one. 
Die Gro11t1 Politik, Vol. VII, No. 1533. 

lf Langer, op. cit., p. 169, and his later, more complete study, Tht1 
Frattco-Rul6tan ..4lliance, 1890-1894 (Cambridge, 1929); See also Docu
mntl DiplomGtiqulll. L'..41ltanctl FraMo-Ruu (1918), p. " and the 
report of Margaine, op. cit. 
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except the French rentes, were more widely owned by 
people of small savings-clerks, shopkeepers, industrial 
workers, peasants. The Property Office (L'Office des biens 
et interets prives) established by the French Government 
after the war received 1,600,000 individual declarations 
from owners of Russian securities. The forces of patriotic 
feeling, of government persuasion, and of banking effort, 
did their work thoroughly. Step by step the French Gov
ernment was led by the turns and developments of its 
political situation and of the alliance. The banks, called 
in repeatedly to aid, undertook the assignment not unwill
ingly. Many of these Russian loans brought unusually 
large commissions, and the placement was easy and soon 
accomplished. Besides, they and their clients gradually 
acquired ownership of 'Russian resources and enterprises 
which needed government orders to prosper. Toward the 
end the large volume of Russian securities already pos
sessed by their depositors would have compelled them to 
support Russian credit, even though they might have 
wished to curtail new loans. The Russian Government 
fought doubts and criticism by argument, by publicity, by 
decorations, and by bribery of virtually all the Paris 
press. 20 In over a hundred banks, the Russian Government 
and its Imperial Bank kept large sums on deposit (over 
700 million rubles, June 11, 1913), whenever its resources 
permitted-sums which drew but 2 to 3 per cent interest; 
more than half of these were left in the French banks. 

The loans of the early period were issued at an average 
effective interest rate of little over 4 per cent; for the 
loans of the later years, especially after 1904, the effective 
interest well exceeded 5 per cent but in the interval the 
yield of most bonds underwent a corresponding change. 

Each Russian entry into the Paris market was preceded 
by discussions between the two governments which touched 
upon the uses of their funds and many aspects of their 

10 See documents published in L'Hv.mGmte, December, 1928-March, 
1924. 
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joint policy. 21 The Russian Government maintained in 
Paris a representative to guard and manage its credit 
there, negotiate with government officials, bankers, and 
journalists. But important loan transactions were handled 
directly by the Ministers of Finance and Foreign Affairs 
(or even the Czar occasionally). The French Cabinet, 
through agents in Russia, kept vigilantly informed of the 
state of Russian finances and expressed their anxieties in 
interministerial notes. For the course of borrowing did 
not always run smoothly. Deferring to the popular op
position which manifested itself from time to time, or wor
ried over some phase of Russian policy, the French Gov
ernment often evaded, postponed or made conditional the 
financial requests of the Russian Government, and tried 
to turn them to political or economic advantage. In the 
earlier years the chief grounds for objection were finan
cial, in the later years, political. In 1897, the French 
Ministry of Finance voiced protest against the introduc
tion of various issues of Russian securities into France 
by the Credit Lyonnais, which disposed of them by pri
vate sale and did not ask official listing. In 1899 other 
protests were made against the introduction of a Russian 
internalloan.22 In 1900, Caillaux, holding the portfolio of 
finance for the time being refused official listing to all new 
Russian borrowing.23 The opposition was overcome in 1901 
when Russia promised to devote the proceeds of the bor
rowing primarily to strategic railways agreed upon by the 
French and Russian General staffs.~• 

During the war with Japan, Russia relied mainly on 
the French market for war loans, and the French Gov
ernment and banks exerted themselves in Russia's behalf. 

21 See report of Margaine, op. clt. 
22 Michon, op. cU., pp. 128 et teq. 
2a Ibid., p. 227. 
2• Doromfnfll Diploffllltiqvel Frant;au ( 11'71-1914 ), 2d ser., Nos. 159, 

239, 251, 263, 3:?9. On the one end the Emperor overruled Witte, on the 
other Delcasse con,•inced Caillaux. The line~ were to hasten Russian 
concentration at the Prussian front ' days. 
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But by the end of 1905 Russian credit even in France was 
exhausted. Count Witte proceeded to the peace negotia
tions at Portsmouth, knowing that he could borrow no 
more till peace was 1!-rranged. 25 After the conclusion of 
peace new difficulties presented themselves. The continuous 
financial aid of a tyrannous government was subjected to 
bitter criticism by the French radical and socialist groups. 
They resisted the issue of new loans which would enable 
the Russian Government to cement its absolutism, and sup
press by violence the constitutional movement.26 Count 
'Vitte had opened loan negotiations in Paris almost im
mediately after the peace treaty was signed. He made 
knbwn how imperative it was that the loan be procured 
before the Duma met in the following May for that body 
would ask that the ministers be responsible to it. Some 
doubt existed as to the legality under the new constitution 
of a loan issued without the approval of the Duma.27 

Rothschild refused to participate, and the other banks 
held back in the face of the criticism.28 But the banks 
yielded to the appeal of the Premier, who had probably 
secured in return a promise of support in the conference 
at Algeciras. 29 The issue of the loan was deferred while 
that conference dragged on, but finally in April, 1906, it 
was sold. This was the loan which was characterized as 
"the loan that saved Russia" by enabling it to suppress 
revolution and to maintain the gold standard. Of it, Gorki 
remarked, "Every French citizen who buys the loan is an 
accomplice in the organized murder of a people." While 
Ciemenceau wrote in the Aurore, "After having furnished 
the Czar with the financial resources which were destined 
to lead to his defeat abroad, it now remains for us to sup-

:zs T. Dennet, Rooaevelt and the Ru81o-JapaMB6 War (New York, 
1925), p. 310. See also M. A. DeW. Howe, G. VoA LengerktJ MeytJr 
(New York, 1920), pp. 202, 281. 

:ze DJbat1 Pari. Chambre de Dep11>t6a, February 8, 1907. 
21 Viner, op. cit., p. 10. 
28L'EuropJeA, January 20, 1906. 
2a Ibid., and Michon, op. cit., p. 183. 
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ply him with the financial resources destined to assure his 
victory over his own subjects.mo The loan was to have 
been issued in New York, Berlin, and London, as well as 
Paris. But the American bankers retired, and the German 
bankers were instructed by their government to do like
wise. The British participation prepared the way for the 
Russo-British understanding. Renewed criticism greeted 
the issue of the loan. l\1. Pichon promised the Chamber 
of Deputies, early in 1907, that there would be no further 
immediate Russian borrowing. 81 But M. lsvolsky rushed 
to Paris to meet the crisis by securing credit in the form 
of orders executed in France and payable in the future. 
Thus the promise was evaded. Ministerial declarations ran 
one way, action the other way.32 Strengthened by the funds 
it now possessed the Imperial Government soon dissolved 
the Duma. That body, meeting after dissolution, resolved 
that they would not recognize the loan of 1906. 

Because of the undercurrent of hostility kept alive in 
radical circles, the Russian Government followed the rise 
and fall of French cabinets with intense care, working out 
fresh plans and combinations of influences to assure its 
position in the capital market under quickly changing 
ministries. In 1912 the Russian l\Iinister in Paris informed 
his Foreign Office: 

I've just received a visit from M. Poincare, the new Prime 
Minister and Minister of Foreign Affairs .•. I did not dis
simulate that in certain questions, for example, in the affair 
of the Quadruple Syndicate, his predecessor, M. Caillaux, 
had not considered our interests sufficiently, and I expressed 
the hope that under him, these matters would take a more 
favorable turn.18 

so Quoted in B. Russell, Tu Policy of tlur ERtett.tl, 1909-1914, pp. 
43-4,.&. 

11 Debatt Part Ch.ambr. dl Dtipvte•, February 8, 1907; Britillr. Doev
m"w.t'• IV, 274.. 

u R. Millet, R"'*" Politiq"' 1t Parl"mlntair,, March, 1907. 
&3 Lit;" lf oi.r, I, 180. 
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In 1913 when avid borrowers, especially the Balkan states, 
were waiting their tum to approach the French investors, 
and the French Government itself contemplated a loan, the 
Russian Government sought permission to arrange for the 
flotation of railway securities at the rate of a half billion 
francs annually for a number of years. The French Gov
ernment gave its assent only after it secured a promise 
that the effective military strength of the Russian army 
should be increased, and that Russia would commence im
mediately the construction of designated strategic railroad 
lines, agreed upon in advance with the French General 
Staff, a condition for which a more elastic formula was 
substituted in later negotiations. 84 One of the appreciated 
advantages to Russia of this agreement was that for a 
period of years it safeguarded the Russian Treasury 
against changes of ministry in France and the advent into 
power of leaders not as friendly as Poincare. 86 In such 
arrangements as these the two governments adjusted their 
interests and purposes. 

Besides the direct obligations of the Imperial Govern
ment, and the railway and bank securities to which it gave 
its guarantee, numerous loan issues of Russian cities found 
a market in France. In large volume, too, French capital 
undertook the development of industrial enterprises in 
Russia, . investing over a billion and a half francs. This 
went partly into banks, insurance companies, public utili
ties, naval constructions, but above all into mines, textile 
and metallurgical works. The metallurgical works were 
dependent upon the Russian Government for armament 
and railroad equipment orders, and were in intimate rela
tions with both governments.88 The L'Union Parisienne, 
the Paris bank which took the lead in financing this indus
trial development, had close connection with Schneider & 
Company (French armament interests) and with them 
"began in 191! to work out a general plan to participate 

u Li~WI Noil, II, 489 1t 1eq. as Ibid., p. 409. 
ae E. Baldy, r.,, Baaqtu~l de1 A.flai~e• (Paris, 1922), p. 162. 
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in the munitions and materials orders for the Russian army 
and navy.m7 The French Government encouraged this 
process of investment and occasionally took measures to 
advance it. 88 

The heavy accumulated investment of the French in 
Russian securities (they formed ~5 per cent of all French 
foreign investments) was a direct consequence of the al
liance. The continued dependence of Russia upon French 
finance enabled the French Government to exercise a 
measure of control or influence over Russian policy-to 
restrain its actions in the Near East and sustain its op
position to Germany. On the other hand; once the sums 
loaned had grown great they strengthened the necessity 
of making French foreign policy conform to Russian 
aims, a further cause of unwillingness to risk the rupture 
of the alliance. Debtor and creditor were firmly bound to 
each other, but debtor, in this case, was the more exigent 
and the more aggressive in political plans. A succinct 
judgment of Mr. Hawtrey upon some results of the rela
tionship deserves quotation. 

For a class of people whose motive was to lay by for the 
future, the lending of money to a reactionary and corrupt 
autocracy whose history was visibly written in terms of war 

n Report of the L'Union Parisienne, 1913. 
as Rapport du Commi11\on du Budget, A.flawel ~tratngeret, Exercice, 

1914. For example, in March, 1914, the Russian metallurgical factories, 
Poutiloff, wanted to increase their capital, and gave an option to a Rus
sian private bank, in which Krupp possessed an interest. The French 
Government caused this arrangement to be set aside and induced Creusot 
to enter negotiations to supply the capital. See Li'Of"e Noi.r, II, 254.-2156. 
For another interpretation of the incident, which it is difficult to check 
up, see F. Delaisi, La Pai:IJ par le Droit, February and May, 1914. Ac
cording to this author this plant made artillery of both French and 
German models and employed French and German personnel and was 
controlled by French armament firms. A rival French-English group, 
formed by Vickers, Maxim, and la Societe Homecourt, supported by 
the Societe Generale, entered the field and stirred up the first group 
v.·hich was having difficulty in securing further financial aid in France. 
The outcry against the growth of German influence was, according to 
Delaisi, cover for an attempt to force the French banks to furnish more 
capital. 
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and revolution seems to be a curious choice. But if we regard 
mercantilism, like diplomacy, as virtual war, the system 
grows more intelligible. Instead of leaving the investor to 
choose sound international securities, which could be real
ized in time of war, he was induced to hand over his money 
directly to pay for the construction of railways and muni
tions for an allied country by way of preparation. The in
vestor lost his money, because when the war came, the ally 
could not stand the strain. The strategic railways were not 
finished, the munitions were inadequate, the government was 
inefficient and corrupt. Still the investment was not wholly 
fruitless. Russia, at any rate, kept seventy divisions occupied 
for three years. And the investor might have chosen appar
ently much sounder inyestments • • • with no better pecu
niary result.39 

THE GERMAN GOVERNMENT INTERVENES 

THE decree issued by Bismarck in 1887 remained in force 
until 1894. It was repealed in that year after the two 
countries had negotiated a new commerciar treaty which 
settled tariff matters between them for a few years. While 
the decree was in force no new Russian public borrowing 
took place in Berlin, though some conversions, especially 
of railroad securities, occurred, and the German banks 
and investors may have bought Russian short-time treas
ury bonds. Bismarck had been willing to modify its force 
in the summer of 1889 when Russia sought admission to 
listing on the Berlin Stock Exchange of railway bonds 
issued as part of its conversion plans. But the Kaiser and 
his advisers opposed the request, arguing that German 
capital must not be used to strengthen Russia and criticiz
ing Bismarck for his conciliatory inclinations. 40 The re-

ae R. G. Hawtrey, Ths EcoflOmic Problem (London, 1925), p. 282. 
~ W. L Langer, The Franco-Rturiotll .<flliance, 189(}--1891,, pp. SH5. 

The Berlin market took a small share of the Russian 4 per cent Con
version Loan in December, 1888, but the Reichsbank raised its rate at 
the time of the issue. Economist, December 15, 1888. See also W. H. C. 
Laves, GtWmaln. GO'OtU''ItmBJI.tal In.fluiJBCtJ on. Foreigtt In:o#Jatment1, 1871-
1914-



The Financing of Imperial Russia 225 

fusal further strengthened the suspicions of the Czar. The 
difference of opinion between Bismarck and the Kaiser 
forecast the more violent differences on the same subject 
which ended in the dismissal of Bismarck, and the refusal 
to renew the treaty with Russia. 

In 1891, Russia, pushing forward with railroad con
struction and eager to improve its military equipment, 
contemplated a large program of borrowing. There was 
doubt whether the Paris market could meet the need, even 
with the assistance of Amsterdam and Brussels, because 
of contemporaneous financial troubles and resentment by 
Jewish bankers of the persecutions of the Jews in Russia. 
As already related, borrowing arrangements made in 
Paris were disrupted by the withdrawal of the Rothschild 
firm. When a new syndicate was formed, German par
ticipation was invited by De Giers, the Russian Foreign 
1\linister. Two important German banks were prepared 
to share in the issue. The German Government, when con
sulted, gave a noncommittal reply. But it indicated 
through a semiofficial organ that the Lombard Verbot 
still stood. The banks withdrew. Though the German Gov
ernment assured the Russian that it had maintained a 
passive attitude and that the bankers had been driven by 
public opinion, it is probable that definite instructions to 
abstain were conveyed to the bankers!1 Chancellor Caprivi 
was probably fearful lest he further aggravate ill-feeling 
in Russia, but doubtful as to the wisdom of permitting this 
loan which would be used to strengthen Russia's railways. 
Too, much of German opinion was hostile. Commercial 
relations were still strained; Jewish banking circles were 
antagonistic; agricultural interests were opposed to for-

- eign lending in general; current losses in foreign invest
ment were great. The Kaiser appears to have held to the 
belief that a Franco-Russian alliance was out of the ques
tion." Throughout 189~ the Gennan market continued 

n Dt. Grou~ Politilc, Vol. VII, No. 1515; Langer, Sla'DOfMe B...,.,.,, 
IV, 86. 

n Dil Grout Politilc, Vol. Vli, No. 1522. 
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to turn aside Russian advances, and the German Govern
ment continued to assert that it was neutral in the matter. 
However, by the end of that year it had awakened to the 
probability of a Russian-French alliance, and was con
struing the renewed French financial assistance as a sign 
of agreement. •s After the repeal of the Lombard V erbot in 
1894, German banks participated in a large Russian con
version loan. They had in the main resented the enforced 
sacrifice and loss of business. 

Shortly after the beginning of the new century the 
Russian Government was again admitted to the official 
German market. The German bankers were apparently 
approached in 1900. The German representative in Lon
don relates that in June, 1900, he was recalled to Berlin 
for a conference in the Foreign Office convoked to consider 
whether Russian loans should be permitted. 44 Shortly 
thereafter, under instruction from the Foreign Office and 
with the aid of the London house of Rothschild, this 
diplomat organized a campaign against Russian finance 
in the English press, employing false telegrams. 45 But a 
Russian loan was announced while the German Emperor 
was entertaining the Czar, and issued in 190!'l. Both Chan
cellor Von Biilow and the Kaiser would have liked tore
strain the lending banks, unless Russia gave pledges in 
regard to future tariff policy, but acted cautiously lest 
they again embitter the situation.46 A refusal would have 
emphasized too strongly, it was judged, France's value 
as an ally.47 After the loan was made it was revealed that 
Witte had resorted to the German market in order to 
prove to the French Government that other resources were 

4SDie Gro1116 Politik, Vol. VII, No. 1522. 
" Von Eckardstein, op. cit., II, 182. 
•s Ibid., pp. 240 et seq. 
"Die Gro11e Politik, Vol. XVIII, Nos. 5404., 5405, 5407. The Chan

cellor expressed the opinion that Mendelssohn must not put his interest 
above state interest, and that "His Majesty is ready to use moral and 
other pressure on Mendelssohn to attain the desired end, and he will 
not be trifled with." No. 5405. 

•r Ibid., Nos. 5406, 5407, 
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available.u The German financial press at the time ex
pressed the opinion that most of the loan was resold in 
France. Immediately after, the German market was shut 
again. In March, 1903, the Kaiser made clear that no 
Russian loans would be admitted.'9 On May 13,1903, the 
Chancellor Von Bulow wrote to his Ambassador at Paris: 

As is known to your excellency the Imperial Government 
exercises upon the money market a certain influence to as
sure the maintenance of reserve toward Russian demands 
until the commercial treaty matters are settled. Thus, quite 
recently the ·Prussian Secretary of Commerce has indicated 
his intention of preventing the 72 million rubles issue of the 
Reich-Adels-Agrar Bank from being placed wholly or partly 
in Germany. 5° 
But the Chancellor was also aware that Russia, aided by 
the French financiers, was negotiating in London, and 
added, "But if a Russian-British agreement is imminent, 
we must consider whether it is advisable to stretch the 
string so taut, as to whether conciliation may not be the 
wiser policy.m1 The negotiations in London failed, how
ever, and the German Government did not modify its 
policy until the next year. 

During the next three years Russia borrowed much in 
Germany. A satisfactory commercial treaty was nego
tiated in 1904. Count Witte secured access to the German 
market as part of the negotiations.'2 During 1904-5, 
years of war with Japan, the Germans bought large 
amounts of short-time Russian treasury bonds, and sub
scribed to long-time loans. Some previous loans, thereto
fore not listed in Germany, were admitted to official quo-

u Ibid.., No. 5408. 
ta Dt. Gro.,e Politik, Vol. XVIII, No. 6909. 
10 Ibid.., Vol. XVII, No. 11870. 
11 Ibid., Nos. 11870, 6872. German anxiety lest Russia aueeeed In bor

rowing In London before the commercial treaty negotiations with Rns
aia were satisfactorily settled, was evident. Ibid., Nos. 11369-6876. 

Ill M11moir1 of Co-At WUte (New York, 1921), p. 292. 
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tation. But by the end of 1905 German sympathy 
declined. In the Russian Government's plans for borrow
ing before the Duma met, Berlin was included. But gov
ernment intervention kept the German market closed. 
Chancellor Von BUlow explained his action by the financial 
stringency in Germany.53 But the published correspond
ence and attendant circumstance supply adequate grounds 
for believing that the reason was political. Count Witte 
in :February, 1906, apparently tried to persuade the Ger
man Government to consent to Russian borrowing by 
arguing that if Russia had to depend on France, the gov
ernment of that country would insist on receiving Russian 
support at the Algeciras Conference, and he pleaded with 
Germany to show generosity in the negotiations.54 The 
German Chancellor replied that if Russia needed money 
very badly and if she could not obtain it before the Con
ference was over, she should bring pressure on France.55 

Witte might have wished to pursue this course; he pro
fessed to be recommending conciliation to the French.66 

But Russian support was in the upshot extended to 
France, possibly as a condition of borrowing. 57 This action 
was harshly resented in Germany, along with the failure 
of the Russian Government to ratify the agreement made 
between the Kaiser and the Czar at Bjoerkoe. Again the 
German Government was probably aware of the ap
proaches which Count Witte was making at the same time 
to the British Government. The actual state of German 
official feeling is indicated by a marginal note of the 

os Die Grosae PoliUk, Vol. XXI, Nos. '7153, '7154.. 
lH Ibid., No. 702'7. The Kaiser, a month previously, when informed 

that the French Government had told the Russian Government that no 
borrowing would be possible until the Moroccan trouble was settled, 
defended himself to the Czar by arguing that this was merely a pretext. 
Ibid., No. 6969. Sir Edward Grey's slant on the situation was different. 
He wrote on January 15, 1906, that "Russia demanded a loan on im
proper terms as the price of her support." Briti8h Docwmentll, III, 178. 

as Die Gro11e Politik, Vol. XXI, No. 7028. 
II& Ibid., No. '7029. 
11 Ibid., Nos. 7052, 7068. 
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Kaiser's written on a report sent March 31, 1906, by the 
Ambassador to London, setting forth the opposition Rus
sian borrowing was encountering there. "I'm very glad 
to hear it," ran the note, "not a penny will they get from 
us."68 This was the loan so bitterly criticized by liberal 
groups in France and England as enabling the Czar to 
cement his absolutism. By the monarch of Germany it was 
rejected. A major policy must have been at stake. The 
German bankers, it may be added as parenthesis, sub
scribed for part of the loan through purchases abroad.69 

In the subsequent years no new Russian government 
loans were issued in Germany, though no open expression 
of opposition came from the government. Some conver
sions occurred. The small portion of Russian government 
debt held in Germany in 1914 implies that the sales ex
ceeded the new purchases. But Russian industrial, petro
leum, bank, and railroad securities were admitted to quo
tation on the Berlin Exchange. These presumably found 
justification in the orders and opportunities which they 
brought to German industry. As late as June, 1914, ad
mission was granted to the securities of the Azow-Don 
Commerz Bank and the Russian Bank for Foreign Trade 
of St. Petersburg. As a neighbor of Russia, as a nation 
of great industrial enterprise, it was natural that Ger
many should finance Russian economic development. Only 
the doubtfulness of Russian credit, the fact that so much 
of this development was government-controlled, and the 
undercurrent of political suspicion and antagonism be
tween the two countries prevented the German investment 
from growing much greater than its actual amount. 

UPON ACCORD, BRITISH INVEST?tiENT FOLLOWS 

THE British share in financing the Russian Government 
was also comparatively small though that government be
gan to borrow in London as early as 1822. But during the 

Ulbid., Yol. XXY, No. 8508. 
n Witte, op. cit., p. 306. 
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eighties and nineties when Russia was making new loans 
for railroad and governmental purposes, the British in· 
vestors took virtually no share of them. Whether this pro· 
longed financial alienation rested solely on the inclination 
of the British bankers and investing public, or whether 
the British Government used its influence to sustain it, 
is uncertain. 60 Industrial and railroad securities were 
bought but not in great volume; some conversions took 
place. British and Russian relations retained the note of 
antagonism that had expressed itself in the Crimean War. 
Over Turkey, Persia, Thibet, and Afghanistan, and in 
the Far East the two countries met in dispute and rivalry. 

The Russian approach to British investors took a con· 
sequential turn during the first half of 1908. Count 
'Vitte's demands in Paris were causing anxiety to the 
French investors and Foreign Office.61 The French banks, 
seeking a partner in their heavy undertakings, apparently 
acted as mediators with the British banks. The German 
Foreign Office, worried lest Russia secure a loan in Lon· 
don before commercial treaty matters were satisfactorily 
settled, was of the opinion that the French Government 
was trying to smooth Russia's way on Downing and Lorn· 
bard Streets.62 Rumors to the effect that a loan agreement 
had been reached and that Rothschild had ceased to be 
unfriendly to Russian loans were sufficient to make the 
German Government believe that a rapprochement had 
been reached.63 But the London market finally refused to 

eo fhave found no convincing evidence of government action. Viner, 
op. cit., p. 2, cites 0. Becker, DM FranW8illch-RtUsisclu! Biinama (Ber
lin, 1925), p. 288, to the etfect that Prince William of Prussia, later 
Kaiser Wilhelm II, in a letter to the Crtar alleged that the Prince of 
Wales, later King Edward VII, had asked Bleichroder to aid British 
bankers to lower Russian funds. The amounts of Russian bonds assessed 
for income tax (this is not a comprehensive :figure) were £2,860,872 in 
1877, £941,623 in 1881, £744,057 in 1884. They had mainly been sold on 
the German market. 

et Dill Gro886 Politik, Vol. XVIII, No. 5909. 
62/bid., Vol. XVII, Nos. 5869, 5871, 5372, 5875. 
63/bid., No. 5874. 
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go forward with the loan plans; new persecution of the 
Jews rearoused Rothschild hostility. The required funds 
were secured in France, and in 1904 the German market 
was opened again. During the Russo-Japanese War, Rus
sia found the capacious and reasonable London market 
available only to its enemy. 

That war reduced Russia's capacity for aggression in 
China. and Persia., and increased its financial dependence. 
The revolutionary agitation forced the Czar to grant a. 
constitution, to permit the establishment of a. legislative 
body, the Duma, which was certain, it was thought, to curb 
the will and policies of the Czar and cabinet. To secure 
the means of avoiding financial chaos and of dominating 
the Duma, the Russian Government eagerly sought new 
political connections which could furnish financial means. 
Great Britain had the means. By moderate sacrifices a 
crippled Russia could secure access to them. There is little 
doubt that Russia's financial needs impelled her to take 
the initiative which brought forth the Anglo-Russian 
Treaty of 1907 and enabled her to borrow in London. In 
January, 1906, Count Witte in expounding his purposes 
to a well-known British journalist declared: "that Ger
many could give a finger's length of help and England an 
arm's length. France was so deeply implicated in Russia's 
financial situation that her opinion was discounted.m' 

The Russian Government was negotiating with British 
bankers in October, 1905, shortly after the text of the 
Anglo-Japanese Treaty was made public.85 The British 
Ambassador at St. Petersburg, into whose circle of dis
cussion the proposal of an Anglo-Russian understanding 
had entered often in recent months, feared that Russian 
resentment might induce her to turn to Germany. He sug
gested to Lord Lansdowne, Secretary of Foreign Affairs, 
that His Majesty's government make some friendly ad
vance to Russia, combining such action with the financial 

"Britul Doewttu"'"'• IV, 219. IIIJbld., P· 210. 
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negotiations then going on in London. 66 Lord Lansdowne 
advised that the financial negotiations be allowed to take 
their course independently of negotiations having refer
ence to political affairs.67 Still within the same month, the 
British Ambassador was impressing the Czar with the fact 
that Lord Revelstoke (of Baring Brothers) was in St. 
Petersburg with the countenance of His Majesty's gov
ernment, endeavoring to negotiate a loan.68 Suggestions 
for an understanding were circulated freely through the 
embassies, but they and the conclusion of financial ar
rangements lagged until Sir Edward Grey came into of
fice in December, 1905. 

By January, 1906, Russian financial anxieties deep
ened. Criticism of all loans to Russia became more vocal 
and determined in French and English liberal circles. 
Witte's fears lest he should have to submit his financial 
plans to the Duma grew intense; it was plain that in the 
Duma these plans would meet bitter and talented opposi
tion. A loan contract with Lord Revelstoke and an inter
national banking syndicate had already been signed, but 
the bankers still hesitated awaiting an opportune time. 
The French Government still wavered. Witte made no 
secret of his wish for an agreement with Great Britain.69 

The British Government was probably of the opinion held 
by Spring-Rice, Councilor of the Embassy at St. 
Petersburg, that Russia was not yet prepared to make 
permanent or serious concessions. By April, 1906, how
ever, this same informant was saying that perhaps some 
concessions would be given in return for a loan. That 
month the loan was issued in London. That the British 
bankers had assured themselves of British official consent 
is virtually certain; that the British Government actually 

ee British Documents, IV, 210. 
n Ibid. es Ibid., p. 215. 
e9Ibid., pp. 221, 280. He wished to persuade King Edward to come 

to Russia and negotiate personally with the Czar. On the strength of 
the news be believed a loan could be arranged. The Letters and Friend
ships of Sir Cecil Spring-Rie• (New York, 1929), II, 25. 
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urged the bankers to go forward with the loan has been 
asserted. 70 How far the discussion concerned with an un
derstanding between the two governments had advanced 
at the time the loan was issued, it is difficult to ascertain. 
The interruptions of the later negotiations indicate that 
they had gone but little beyond an expression of inten
tion.11 However, the German Government took the emis
sion of the loan to be an almost conclusive sign that an 
agreement was in the making.72 The judgment was cor
rect. What part the British bankers may have played in 
leading the two countries together, how far Russia was 
swayed by financial argument toward compromising her 
aims-these subtle matters no intimate witness has yet 
revealed in detail. 

Thus the Russian government loan of 1906 was issued, 
in part, in London, the first large new direct Russian 
government loan in that market in three decades. It 
marked the encouraging advancement of a project of un
derstanding which was embodied in the Anglo-Russian 
Agreement of 1907. It signified the evolution into intimacy 
of the Triple Entente. In 1909 another Russian govern
ment loan was issued in London. Earlier government is
sues were admitted to the stock exchange price list. British 
promoters and capitalists took a new interest in Russian 
private enterprise, and put their capital in banks, indus
tries, oil fields, and mines. The oil enterprises in which 
British capital had a share controlled three-fourths of the 
Russian oil trade and half the total Russian production. 

ro In the report of the Ambassador of Beljrium in London, B. H. 
Schwertfeger, Zur Europaillch$" Politik, 1897-1914 (Berlin, 1919), II, 
112. 

n It is possible tha.t Sir Edward Grey was of the opinion that the 
degree of a(lreement reached wa.s ·grea.ter tha.n it actually wa.s. When 
pressed by the Persian Minister in London, March 6, 1906, he replied 
no more conclusively than to state tha.t "we had not got any definite 
a(lf~ment with Russia about details, a.s we h&d with France.'' Britirla 
Doc .. mtntl, IV, 31'0. 

n Dw Grou• Politik, Vol. XXV, No. 8505; Britirla Documefttl, IV, 
230. 
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For that part of the Baku petroleum industry in which 
it had little direct ownership, British-Dutch enterprise 
marketed the product. "The entire Baku petroleum indus
try was concentrated, through the cementing medium of 
British capital, in the hands of two cardinal groups 
• • • ma In the copper, gold, and lead mines British in
vestment was also large and growing. With their country's 
policy, the ventures of British savers changed. While there 
is no evidence to show that the British Government inter
vened in the process officially its favor was, however, as
sured." The adjustment of political relationships per
mitted economic incentives to operate. 

n Lewery, op. cit., p. 17. 
''An Interesting episode. In eonnection with Russian finaneing that 

would seem to indicate King Edward's familiarity with the situation 
occurred in 1907. Sir Ernest Cassel, private financial adviser to the 
King, asked him to Intercede with the Czar in regard to a proposed 
loan Cassel was trying to negotiate. The King eonsented to ask the 
Czar to reeeive the finaneier. Sir S. Lee, King Ed'WO.rd VII (New York, 
1927), II, 119/S. See, in eonneetion with Cassel's negotiations, J. H. Schiff, 
IAf• liM Lt1ttw1 (New York, 1928), II, 14.1. 



CHAPTER X 

THE FINANCING OF ITALY BY 

RIVAL ALLIANCES 

T
HE course of investment in Italian securities, and 
the response of the continental money markets to 
the needs of the Italian Government were deflected 

several times by the state of the continental alliances. 
From the birth of the Italian kingdom to the formation of 
the Triple Alliance, French investors furnished the chief 
external financial support. Of the consolidated debt held 
abroad in 1884 the French owned over 80 per cent, the 
English almost all the rest, the Gennans little more than 
3 per cent. Total French investment in Italian government 
securities was estimated to be in the neighborhood of two 
billion francs. The Paris house of Rothschild held estab
lished place as government banker to the Italian Govern
menV The occupation of Tunis by France after an acute 
contest over economic concessions, roused the latent ri
valry and ill-feeling between the two countries. In May, 
188~, the Treaty of Triple Alliance was signed between 
Germany, Austria, and Italy. In the following month Von 
Siemens of the Deutsche Bank first entered into financial 
relations with the Italian Ministry of Finance; a govern
ment loan was arranged "to be kept secret so that hostile 
French bankers should not create obstacles to that opera
tion.m In the following year the Deutsche Bank undertook 
a large bond issue for the City of Rome despite unfavor
able conditions in all the money markets. The loan gave 
assurance to Italy that it would not suffer as a result of 
its allegiance to the Central Powers.' In 1\Iay, 1884, the 
Reichsbank Committee resolved to include the Italian 

1 I. Sachs, l/lta.l.i.t~-~11 Fma.c11 •t 1oa DhJ•lopprm.•.C .tcoaomiqu 
(London, 1885), p. 487. 

a G. Giolitti, Memoir1 of My Lif• (London, 1928), p. 63. 
• K. HeUferich, Georg Voa Billm~A~, II, 207-211. 
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rente in the list of securities acceptable as collateral. Not 
long thereafter the German banks agreed upon a plan to 
finance the reorganization and improvement of the Italian 
railroads, and in 1885 a syndicate led by the Diskonto
Gesellschaft took over the first of the contemplated rail
road loans. These plans were extended in 1887. It was ex
pected that the Credit Mobilier would participate in this 
railroad financing. But the French Government intervened 
to force it to abstain. Word spread of an official ban upon 
all new issues of Italian securities. 

This French action had been brewing for five years, as 
a potion brews; for Italian resentment of the French vic
tory of Tunis remained vigorously alive and created recip
rocal resentment. The :french Government had continued 
to permit French capital to share in the financing of Italy 
probably hoping that the Triple Alliance agreement, the 
first term of which expired in 1887, would not be renewed. 
But in March Italy decided to renew its membership de
spite German refusal to accede fully to its wishes, and 
signed a secret treaty with Germany which provided, 
among other measures, for the cooperation of the two 
countries in resistance to further French expansion in 
North Africa. Tariff negotia.tions between France and 
Italy ended in a. rupture of trade relations; each began 
to block the other's commerce by high and combative rates 
of duty. • The two countries were also at odds over naviga
tion matters, the old treaty of 186~ having expired, and 
the cl!aft of a new one having been rejected by the French 
Chamber of Deputies. 

Italy suffered throughout 1887-88 from agricultural, 
commercial, and financial depression, caused in part by the 
tariff war. The foreign exchanges were unfavorable. Much 
having been spent in public improvements, the budget was 
in deficit. This public expenditure had stimulated a real 
estate and building boom which was verging on collapse.' 

'Tla. Mt~moin of Francuco c.,;.,p; (London, 1914), II, 169. 
1 A. Billot, La Frofl(!l et L'ltaliB (Paris, 1905), I, 14.2 et •eq. 
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It was under these circumstances that the French press 
undertook a strident campaign of criticism against Italian 
credit, advocating the sale of French-owned securities. 
The French banks ceased to honor Italian commercial bills 
and withdrew their real estate credits. True, the circum
stances gave cause for fear of private and public solvency. 
But the Italians believed that the French Government had 
encouraged the press campaign despite the official French 
denials.6 In view of the intimate relations between the 
French press and foreign office, it is certain that the 
French Government favored the campaign even if it had 
not arranged it. The cessation of new financing on the 
French market is further indication of the same proba
bility, for left to themselves, there can be no doubt that the 
French banks would have found a way to help in the 
emergency. 1'he Credit 1\:lobilier, as has been stated, had 
already withdrawn from its customary participation in 
Italian railway financing.' Unsustained by the usual 
French financial support, the already overstrained eco
nomic situation turned into a general crash. Numerous 
banks and industrial firms failed. The budget continued 
in deficit, the currency in chaos. The commercial and agri
cultural depression became intensified. \Vith the criticism 
on one .side, the suffering on the other, tension grew al
most to war pitch in 1889-90. French investors continued 
to sell their Italian bonds. 

But the German banks and German Government 
strained themselves to give the required support refused 
by France. In 1888 Bismarck, responding to the appeals 
of the Italian prime minister, encouraged the German 
banks to form a strong syndicate to support Italian credit 
by buying Italian securities and honoring Italian com
mercial bills. \Yith the German banks Hambros and 

• Crispi, op. cU., II, 420 tf 1eq. 
'For the main events, i.l1i.d., III, 209-223; Giolitti, op. cit., pp. 62 et 

uq.; G. H. Fiamin~~:o, "Les ltaisons Economiques de Ia Politique Etran
~re de l'Italie," Rt't'tlf! [>oUtiqtU et Parlementairl, July, 1907; Helf
ferich, op. cit., II, 207 lit ~tq. 
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Baring Bros. of London associated themselves. "In con
sideration, however," the German Government informed 
the Italian, "of the fact that such operations not only do 
not offer any probability of profit, but may even mean a 
certain amount of risk, the group above named desires that 
in compensation, the Italian Government in its future fi
nancial operations in foreign countries, should apply to 
its members before concluding elsewhere." The Italian 
Government gave the desired promise. In July, 1889, when 
the French polemic against Italian securities reached its 
highest pitch, Bismarck arranged for favorable comment 
in the German press. Since this in itself did not prove 

· sufficient, the German bankers were again prevailed upon 
to support the market,. being given renewed assurance of 
preference in future Italian railroad financing. 

The difficulties continued, however. So in August, 1890, 
Crispi and the German Chancellor arranged for the foun
dation of a bank through which special support could be 
given to public credit-the Instituto di Credito Fondiario. 
The funds were supplied by a German syndicate headed 
by Bleichroder and the Deutsche Bank. This syndicate 
enabled Italy to avert public bankruptcy by granting 
Italy loans in 1890-91 and gave its support in the market 
for Italian securities for several years thereafter. In this 
effort the German Government endeavored to induce the 
British, associated with Italy in Mediterranean policy, to 
assist; and from time to time British banks worked with 
the German syndicate. 8 A clear realization was shared by 
the German banks and German Government that Italy's 
allegiance to the Central Powers could be assured only if 
Italy were enabled to dispense with French financial aid. 
In addition it was judged important that the financial 
plans of the Crispi Ministry be not allowed to fail, for that 
ministry represented the elements most favorable to Ger
many.• As the financial strain continued in Italy, the Ger-

a Du Gf'OIIIJ Poli.tik, Vol. IX, No. 2161. 
• Helfl'erich, op. cit., II, 217-218. 
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man Government realized that it must act with caution 
and moderation in trying to influence the Italian to main
tain its government expenditure in behalf of the Alliance, 
lest financial ruin result and the loss fall on German in
vestors.10 

German financial assistance in the field of private 
enterprise was also arranged and strongly developed. In 
1887-88 the German banks bought an interest in Italian 
banking institutions, which made mortgage and industrial 
development loans. In 1893 the whole of the private credit 
structure of Italy was shaken by the failure of three large 
banks. Outside aid was needed to build up banking activity 
again. The Italian Government wished the German banks 
to take over the two bankrupt institutions, but this they 
refused to do. In 1894, however, the Gennan syndicate 
with Austrian, Swiss, and Italian aid, founded the Banca 
Commerciale Italiano, under the urging of the German 
Government, with the idea of grouping under this bank 
their existing and contemplated industrial and banking 
ventures in Italy. This bank helped greatly in the financial 
liquidation through which Italy was passing. Later it 
founded numerous industrial enterprises especially in the 
chemical, textile, and electrical equipment, hydroelectric 
and marine industries, in the ownership or management of 
many of which the German interests shared.11 

During these troubled years attempts had been made to 
regain entry into the French market, but these failed. In 
January, 1891, the Crispi 1\Iinistry fell, and was suc
ceeded by one headed by Rudini, which indicated its desire 
for a settlement of the difficulties with France; it indicated 

t. D~ Gro11t1 Poli.ti.k, Vol. VII, No. 1437. 
u The activities of this bank were denounced during the war years 

hy various French and Italian authorities as conspiratorial and designed 
to subject all of Italian economic life to German dictation. E.g., G. 
Preziosi, L'Allefl'lilgM 4 14 ConqvJte d6 l'ltal~ (Paris, 1916). The evi
dence available, however, reveals nothing more than the great and varied 
activity carried on along German banking lines, and close working con
nections between some of the industrial enterprises founded by the bank 
and German industry. 
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furthermore that u-nless France extended help, a ministry 
less friendly to France would again return to power. 
Shortly thereafter, Rudini, seeking funds to pay the next 
coupons on the government bonds and wishing to float a 
new railway loan, entered into negotiations with the 
French Goyernment and bankers. Billot, the French Am
bassador, informed the King of Italy that France would 
remain suspicious as long as the treaty with Germany re
mained unpublished, and that the French would not invest 
in a country which might prove to be an enemy.12 Billot, in 
his own account of the episode, attributes his stand to the 
hesitation of the bankers. The French Government urged 
them to participate in the loans sought by Rudini, he ns
serts. But the bankers, he explained, believed that the 
French investors had been so educated in distrust during 
the previous four years, in a distrust which would last 
while the Triple Alliance lasted, that they would not make 
loans until Italy showed a new disposition by overt ac
tion.18 This view may be regarded as manufactured for 
purposes of diplomacy; the French Government could not 
be expected to favor loans to a government still bound by 
hostile treaties unless definite promises were given in ex
change. At all events in the following months the Paris 
house of Rothschild, with the probable consent of the 
French Foreign Office, in offering Italy a loan, no longer 
asked publication of the treaty with Germany, but merely 
a secret declaration by the Italian Government to the 
French of the situations and conditions under which it 
would participate in a war against France.14 

These French attempts to wean Italy away from the 
Triple Alliance by promise of financial aid, failed. They 
appear rather to have fed Italian resentment. Billot was 
of the opinion, in fact, that they disposed Italy still more 
firmly to a renewal of the Alliance. The Italian Prime 

12 DUI Gro11se Politik, Vol. VII, No. 1418. 
13 Billot, op. cit., pp. 289-294. 
H DU! GrolltJ Politik, Vol. VII, No. 14.18. 
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Minister responded to the French proposals in June, 1891, 
"France offers me its financial help like a piece of sugar 
at the end of a string; that is a humiliating game in which 
I shall not play.mo The Triple Alliance was again re
newed a year before the date of its expiration.16 During 
189~ Rudini was succeeded by Giolitti who endeavored to 
convince the French public of the friendly intentions of 
Italy, but without success. French finance still abstained 
from all ventures in Italy. 

But by 1895-96 Italian government securities were re
gaining stability, and were being quietly repurchased on 
the French Bourse.17 Italy's acute need for outside help 
was at an end; and the Italian Government began to draw 
back from too intimate association with the Central 
Powers. It began to develop independent political aims 
which diverged in part from those of Germany. A friendly 
convention with France dealing with Tunis was passed in 
1896. The tariff war was terminated by a new commercial 
treaty in 1897. Despite the efforts of Von Siemens, the 
desire to draw German capital into Italian industry by 
giving it special place began to wane; the German capital 
market could not offer as easy terms as the French.18 When 
the capital of the Banca Commerciale Italiano was en
larged, French participation was arranged and this in 
time outgrew the German. Up to 1914, however, the Ger-

u Billot, op. cU., p. 294; G. Giacomelli, "Cinq Mois de Politique 
Italienne," Ret!1U tUI DeUilfi MoM.t.1, September 111, 1891, pp. 389-890. 

n J. Viner, "International Finance and Balance of Power Diplomacy, 
1890-1914." B~thwe1tena PolUicaJ altd Social Sci.lnw:tJ Q11arterly, March, 
1929, p. 16, suggests that Rudini's indignation may have been cover 
for his firm intention to renew Italy's membership in the Triple Al
liance and a means of justifying that action. He points out that Rndinl 
had informed the German Ambassador to Rome that the treaty would 
be renewed before his conversation with Rothschild. But Billot's con
versation with the King took place before that of Rudini with Roths
child, and may have been preceded by earlier eonversationa. Dt. Gro11• 
PolUik, Vol. VII, No. 1418. See the analysis of the situation in W. L. 
Langer, Tb Fraw.co-R1Utiara Alliarace, 1890-1894, p. 156. 

u R. Viviani, R1t11H PolitaqtU •C Parlt!fflr&t4i.re, April, 1914.. 
u Helfferich. op. rit., II, 219 et uq. 
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man representation on the Board of Directors remained a 
powerful minority, and among the executive personnel, a 
directing force. By 1906 Paris had become again the chief 
market for new Italian loans ; French finance took a lead
ing part in the large conversion operation of that year. 
The Italian Government informed the German that in or
der to get that assistance, it was forced to accept friendly 
manifestations from the French, which were likely to give 
a false idea of its relations with Germany.18 But they were 
in fact drifting apart. Italy was no longer a sure ally in 
case of war. During 19U, of 42.9 million lira paid abroad 
for public debt service, 28.5 were made through French 
banks, 4.9 through English, and only 3.0 through Ger
man. 

But the Italy of the twentieth century never became as 
dependent upon foreign money markets, as in the eighties 
and nineties of the previous century. Italian public fi
nance~ recorded a steady improvement, and an increasing 
proportion of the external debt was repurchased by the 
Italians. The experience of the nineties undoubtedly 
sharpened the wish for financial independence. German 
financial aid proved an insufficient force to cement per
manently the Triple Alliance in the face of a competing 
money market and a growing national ambition. 

u Dill Grott~ Politik, Vol. XXI, No. '1151. 



CHAPTER XI 

THE FINANCING OF PORTUGAL-A DEBTOR 

WITH A NOBLE PAST 

DEFAULT FOLLOWS UPON DEFAULT 

THE decaying monarchy of Portugal was a steady 
borrower in the world's money markets during the 
second half of the nineteenth century. Its defaults 

severely taxed the patience of the investors who enabled it 
to conduct a government with almost continuous deficits 
for forty years. These would have sought to control Por
tuguese finances to recoup their losses, but the long record 
of Portuguese magnificence and independence and the 
presence of powerful protectors stayed their hands. What 
political ambitions the governments of the lending states 
had, were turned toward the Portuguese colonies not the 
state itself. 

From 1851 on, Portuguese finances were in perpetual 
deficit and the government borrowed at home and abroad, 
often at heavy discount. The new loans were used to pay 
the interest of older ones, while the government built rail
ways and strove to maintain an army and navy adequate 
to its memories of historic greatness. The colonies, in
herited from the period of greatness, drew on the ex
chequer of the mother country. British and French invest
ors were the chief buyers of the loans, though in the 
eighties German investment rapidly increased. The Portu
guese government debt totaled 27.8 millions of pounds in 
1860, 66.2 millions of pounds in 1870, 97.0 millions of 
pounds in 1880,140 millions of pounds in 1890. In 1891-
92 a crisis in Brazilian finance provoked a similar crisis 
in Portugal. The government, in serious need, found its 
credit exhausted. In January, 1892, it was unable to meet 
the interest it had guaranteed on railroad bonds. Six for-
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eign representatives were admitted to membership on the 
Board of Directors of the railways. Shortly thereafter, 
though it failed to secure the consent of the foreign bond
holders, it reduced interest on all government loans, except 
one, to 33 per cent in gold. To meet criticism the pledged 
revenues were put under the control of a semi-autonomous 
Portuguese official body, the Junta de Credito Publico.1 

The government declared itself ready to negotiate with 
the bondholders in regard to permanent terms of settle
ment. 

This default incensed financial circles. Portugal had 
put through a costly series of forced conversions in the 
middle of the century. Now the French Bourse refused to 
recognize dealings in. the new securities. In the French 
Parliament a strong party pressed the ministry to take 
action-facing the government with the question, "Can the 
French Government intervene in Portugal to protect ef
fectively the interests of its nationals, ought it, does it 
wish to?m The French Minister of Finance would onlv 
promise vaguely "to do all in his power to secure fai~ 
treatment from Portugal." The German Government's 
mood of irritation found more active expression. The Ger
man investment was of but a few years' standing (listing 
had only been given in 1886), and the Portuguese default 
followed closely upon other disillusionments of the same 
kind. It was German pressure that caused the Junta de 
Credito Publico to be revived and put in charge of the 
assigned revenues.3 In June, 1893, the German Ambassa
dor declared to the Portuguese Government, "In presence 
of this arbitrary procedure I am charged, and hereby 
carry out the charge to notify the Portuguese Government 
of the formal protest of the Imperial Government against 

1 The Junta was composed of :five members, all Portuguese; one was 
elected by the Chamber of Peers, one by the Chamber of Deputies, one 
by the Cabinet, and two by the holders of the Consolidated Bonds. 

2 H. Imbert, Lu Emp'l"'lll&t/1 D'EtatB, pp. 77-78. 
a "Note sur Ia Dette Erl~rieure de Portugal," .duociation Natiorw.ll!l 

dN POf'tftrl Frafliia.U, 1902-a, pp. 39 et 1eq. 
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the present decree which injures the rights guaranteed by 
treaty to the German creditors." The British Stock Ex
change banned all dealings in the new securities. 

But in face of all this agitation the Portuguese Govern
ment declared itself helpless-which was pretty much the 
case in the absence of government reform-but willing to 
enter further negotiations. These negotiations dragged 
without issue for almost ten years. The lending powers 
would not use strong coercive measures against a state of 
similar civilization in order to collect debts owed to their 
private citizens. 

In 1895 the French Government did intervene with 
firmness to protect the interests of the French investors in 
the Royal Portuguese railways. The Portuguese Govern
ment rather arbitrarily declared the company in bank
ruptcy on the score of an unpaid debt to it. On the official 
committee of liquidation, the foreign investors who had by 
far the largest capital at stake in the railway, were given 
small minority representation; the scheme of reorganiza
tion was put through by official edict though wholly un
acceptable to the foreign bondholders.' The French 
Senate undertook an investigation of the episode and 
passed a resolution criticizing the Portuguese Government 
and stating that they "were trusting in the will of the 
(French) Government to protect the interest of its na
tionals."' The French Prime Minister remonstrated vigor
ously, and put at the service of the bondholders for the 
conduct of the negotiations, a French Inspector of Fi
nances with official backing. The Portuguese Government 
yielded and revised the terms accorded.• 

During the negotiation of terms for the settlement of 
the general government debt, the bondholders endeavored 
to secure some measure of supervision over the pledged 
revenues, and other arrangements calculated to improve 

• Rfport of Co.twil of Forei.gw BO'AilJwlMr•, 1893, pp. 280-281. 
• D8bal• Pari. Sbwt, Much 10, 1894. 
• R'porl of CotiiiCil of Forfli.gw BOfldlwuur•, 1894,. pp. 295 et uq. 
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their security. In 1899 the Portuguese Ministry in power 
appears to have offered place on the Junta to foreign 
representatives.7 But Portuguese public opinion resented 
this concession and the cabinet was overthrown. The new 
ministry disavowed the proposals of its predecessor, even 
refusing to confirm the assignment of the pledged revenues 
by formal agreement. In 1901 the French Government re
sorted to an open threat. M. Delcasse, Minister of Foreign 
Affairs, said in the Senate: 

I would hope, gentlemen, that the Portuguese Government 
will recognize that it is in the interest of Portugal to give 
to the foreign bondholders that satisfaction which they have 
so long awaited. The government is aware that we do not 
lack the means of supporting the just claims of our country
men, and it cannot doubt that in case of need we are fully 
resolved to employ them. 8 

In 1902 an agreement was reached with the French 
bondholders which the French Government judged accept
able. 9 It provided for reduction of interest to S per cent 
and a reduction of capital to 50-75 per cent of the various 
original issue prices. The German bondholders insisted 
upon minute regulation in the conversion law of the plan 
of payment of the pledged customs revenues, as a condi
tion of acceptance. The British bondholders accepted 
despite dissatisfaction. The Report of the Council of For
eign Bondholders for 1901-2 explains the acceptance by 
the fact of previous acceptance of the French and Ger
man groups, then adds, "There were other considerations 
of a confidential character which weighed with the Com
mittee in arriving at a conclusion.mo The nature of these 
considerations remains unrevealed. Not long before the 
French Government was seeking to have the pledged 
revenues put under the control of the Tobacco Monopoly 

., Report of Coun.ciZ of Foreign. Bofldholdera, 1901-2, p. 803. 
s D6bat• Parr. 86nat, Febmary 25, 1901. 
• A111ociation. Nationale dea Porteun Fran(}ail, 1902-8. 
10 Report of Cour&eiZ of Fort~ign Bondholders, 1901-2, p. 809. 
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or Royal Portuguese Railway Company in both of which 
French influence was strong.11 But the more likely ex
planation is that the British Government was anxious lest 
further delay in settlement would lead to decisive action 
on the part of Germany as regards the Portuguese colo
nies. The proposal had been steadily in the area of dis
cussion and Germany and Great Britain had signed a con
vention looking in that direction. The final agreement 
provided for daily payment of the pledged customs reve
nues to the Junta de Credito Publico, to be set aside for 
the debt service, but introduced no foreign representatives 
upon that body. 

From 190~ on Portugal met the reduced debt service. 
From that date on the government issued only one ex
ternal loan, and that through the Tobacco Monopoly. Its 
struggling public finances were supported, when need 
there was, by issues of paper money and short-time ad
vances of the bankers of Lisbon and elsewhere. Governing 
it was the fear that new loans would mean either foreign 
supervision of its finances or detachment of colonial pos
sessions. These risks, inherent in the financial situation, 
were a111ong the unstabilizing forces which brought on the 
Revolution, 1911-12. 

ATTENTION TURNS TO THE PORTUGUESE COLONIES 

FRoM: the earlier explorations of Portuguese adventurers 
there were left to Portuguese sovereignty two important 
colonies on the African mainland, Mozambique on the east 
coast and Angola on the west coast. In addition, Portugal 
up to 1890 claimed the vast stretch of interior between 
them, but this claim was ignored in the parceling out of 
African territory. The revenues of these colonies never 
were sufficient to meet the cost of their administration. The 

u La Socleti des Tabacs du Portugal was established in 1891; ita 
ownership was divided between Freneb and Portuguese banks. It paid 
the government 60 per c:ent of its net profits above a futed minimum, and 
a fixed annuity. 
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administration itself was notoriously inefficient and brutal, 
neither developing the resources of the country nor con
cerning itself with the welfare of the inhabitants. Part of 
the public borrowings of the Portuguese Government were 
used to sustain the colonies and to provide a defense or
ganization which would never have been of the slightest 
use against the potential adversaries. The disposable re
sources of the Portuguese Government fell far below the 
actual need, and private capital from other lands came 
forward. These private ventures became the objects and 
instruments of political ambitions, and their plans and 
actions immediately acquired political significance. 

During the last two decades of the nineteenth century, 
while the territorial division of Africa was proceeding 
rapidly, Great Britain and Germany suspected each other 
of designs upon these colonies, and Portugal entertained 
fear and suspicion of both. In 1889 a dispute arose be
tween Portugal and Great Britain because of the cancella· 
tion of a contract held by a British company for the con
struction of a railway from Lorenzo Marques (on Delagoa 
Bay, the finest port on the lower part of the East African 
coast) to the Transvaal.. The concession was originally 
granted to an American. Portugal defended its action on 
technical grounds in the contract but its real motive was 
unquestionably fear of British dictation. The British Gov
ernment sustained the company's demand for an indem
nity. Many observers imputed to this action the calculation 
tha.t the indemnity would be beyond Portugal's capacity to 
pay and that territory would be ceded in recompense; for 
Portugal's borrowing power was exhausted at the time. 
There are implications in the British official documents 
which support this idea.12 The arbitral body rendered dam
ages which, though substantial, were little more than half 
of the original British claims; the claims of the American 
Government in behalf of the widow of the American con-

· 11 Memorandum by J. A. C. Tilley respecting the "Relations between 
Germany and Great Britain, 1892-1~" Briti.th Docummt1, I, 822. 
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cessionaire received no recognition. Portugal managed to 
borrow the necessary funds from its Tobacco Monopoly, 
which was financed by French capital. The railroad was 
completed by the government to the borders of the Portu
guese colony, then by arrangement with the Boer Gov
ernment of the Transvaal was carried to Pretoria and 
Johannesburg. English effort to acquire the road con
tinued. Cecil Rhodes and Rothschild in turn endeavored 
to induce the Portuguese Government to part with the 
railway and with the Mozambique colony.U On the other 
hand German capital participated in the extension of the 
road and supported offers for the lease or sale of the road 
to the Transvaal Government. But the British Govern
ment protested against any such transaction on treaty and 
other legal grounds, and Portugal itself was uot favorably 
inclined. Germany maintained interest in the prospect, 
and encouraged German traders to acquire land in the 
neighborhood of Delagoa Bay/' It was determined at all 
events that the road should not fall into British hands.15 

Because of the uncertainty of Portuguese finances the 
colonies remained in the field of possible bargaining, and 
provoked the moves and countermoves of rival empires. 
When in 1894 a native insurrection broke out at Lorenzo 
Marques (an insurrection ascribed at Berlin and Lisbon 
to the intrigues of Cecil Rhodes who had been disap
pointed in his attempt to buy the railway), His Majesty's 
consul landed bluejackets without consulting the Portu
guese Government. Upon the protest of the Portuguese 
Government they were withdrawn; but the British Gov
ernment would not give its consent to the recruitment of 
volunteers to suppress the rebellion. Germany, not to be 

u W. B. Worsfold, TIM .R~tf"ttetw• of t1a• twU~ ColoniB1 -.d•r 
Lord Miltwlr (London, 1918), pp. 117 '' uq. Mr. Worsfold bad a.cc:ess 
to the Milner papers. 

u Memorandum by E. Crowe on "The Present State of British Rela
tions with France and Germany," January 1, 1907, Britvh Do-..n, 
Vol. III, Appendix A. 

u Dt. Gro11• Politik, Vol. XI, No. 2ll78. 
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behindhand, sent two men-of-war to Delagoa Bay to safe
guard "the large German interests involved, both on the 
coast and in the Transvaal." For Germany was courting 
the Transvaal Government. When the Delagoa Bay Rail
way was opened, a deputation of German naval officers 
visited Pretoria, and the Kaiser, in congratulating Presi
dent Kruger, pronounced the railroad "a means of draw
ing closer the bonds which connect the two countries." 

Negotiations between Portugal and its foreign creditors 
over the revision of the terms of the arbitrarily imposed 
debt settlement were dragging, while the irritations of 
governments were growing and the financial needs of 
Port"Q.gal were still acute. In 1897-98 Great Britain pro
posed various plans .of financial assistance which were 
designated also to safeguard against the possible aliena
tion of Mozambique to the Transvaal or any other foreign 
power. The first proposal made was that Great Britain 
should guarantee Portugal's African possessions in return 
for British official participation in the control of the Dela
goa Bay Railway, and a veto power over concessions in 
the region of that bay. Mr. Chamberlain suggested in 
addition that Portugal raise a loan on the mortgage of 
the African possession, and the revenues of the railway 
and colony. The Portuguese Government refused. The 
German Government, alarmed at the course of the discus
sions, recalled its Minister to Portugal for not supporting 
German interests with sufficient firmness. Various alterna
tiv~ were put forward from London, all of them designed 
to secure in return for financial assistance control over the 
economic life of the Delagoa Bay region and protection 
against the possible extension of privileges to the nationals 
of Germany or France.18 English persistence in these loan 
proposals, English willingness to take the exceptional 
course of making a direct governmental loan to Portugal, 
arose from fear that if Portugal borrowed elsewhere it 
might mortgage the customs revenues of its colonies. 

11 Memorandum by Mr. Bertie, Britilla DoC11'1ntmt1, I, 4.5-47. 
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The scheme of an Anglo-German agreement upon the 
Portuguese colonies grew out of this situation. On June 
~~' 1898, the German Government, aroused by the direc
tion which British proposals were apparently taking at 
the time, peremptorily warned the Portuguese Govern
ment that Germany would not remain on friendly terms 
if Germany's interests were disregarded.11 The French 
Government made a similar declaration. Mr. Chamberlain 
suggested to the Portuguese Minister that Germany might 
share in the loan under discussion, taking her security on 
some of the Western possessions.18 On June ~3, 1898, 
Germany advanced proposals looking toward the eventual 
division of the African colonies.18 In the discussions which 
ensued between Great Britain and Germany the proposals 
for an immediate loan dropped out of sight, but an agree
ment for the colonies was brought to a successful conclu
sion. For advantages obtained Germany abandoned all 
ideas of support of the Boers, while Great Britain aban
doned, for the time being at least, her traditional ally. The 
unfitness of Portugal for colonial rule seemed to justify 
the action taken. 20 

England and Germany signed (August 30, 1898) two 
conventions dealing with the Portuguese colonies. In that 
made publicly known, they agreed to ask each other to 
share in any loans that might be asked by Portugal on the 
security of the customs or other revenues of the African 
colonies. In the event of such a loan the British share was 
to be secured by the customs of the Mozambique Province 
south of the Zambesi River, and of a designated part of 
Angola; the German share was to be secured by the cus
toms of the remainder of these colonies. Each was to limit 
its efforts to obtain new concessions to those sections, the 
customs revenues of which were assigned to their respective 
loans. Any control of customs undertaken in event of de-

n Britill& Doc.mftltt, VoL I, No. 68. 
18Jbid., Tilley Memorandum. 11lbid., No. '70. 
to For the German correspondence on the subject, see Dt. Gro111 

Po!Uik, Vol. XIV, Part I, pp. 257 .e uq. 
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fault should be likewise so partitioned. In the accompany
ing secret convention the two powers agreed to oppose the 
entry ("intervention" is the word used) of any third 
power either by way of loans on security of colonial reve
nues, by way of lease, cession, or purchase of territory. It 
contained provisions safeguarding the private rights of 
the nationals of the contracting powers "in case Portugal 
renounces her sovereign rights . . • or loses these ter
ritories in any other manner.m1 

These conventions appeared to be a direct threat at 
Portuguese possession. Because of the fears of Portugal, 
and possibly in the hope of outwitting Germany, Great 
Britain in 1899 reaffirmed its ancient treaty alliance with 
Portugal. If Portugal ~ad tried to borrow during the sub
sequent years a most difficult case of conscience would have 
presented itself to the British Government, even to the 
skilful minds that phrased the original agreements. But 
possibly Great Britain counted upon her ability to keep 
Portugal out of the loan market. 

The convention served to protect the colonies against 
other powers, and to permit English and German influ
ence to develop within the assigned spheres. The French 
Government felt the exclusion strongly. While the nego
tiation of these conventions was under way the French 
banks, with official encouragement, offered financial as
sistance to PortugaL Upon its being rumored that the 
French lenders were asking a lien upon the Azores, the 
British Government intervened. 22 The French Govern
ment desisted only after repeated attempts to favor and 
support, in the words of the British Minister at Lisbon, 
"every financial intrigue, with a view, no doubt, to further 
entangling this Government in the toils of doubtful French 
financiers and speculators.ms 

When finally in 190~ Portugal reached an agreement 
with its foreign creditors, the most immediate danger of 

21 BritirA Docum41tatl, I, '11-72. 
22/bid., pp. 1()()...104.. za]bid., pp. 112 11t ~eq. 
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having to cede control of her colonies in return for a loan, 
passed. From then on to 1914 Portugal by many difficult 
shifts managed to meet its external liabilities. 

During these years British t~.nd German foreign capital 
undertook various railroads and trading ventures in the 
Portuguese colonies. In Mozambique, especially in the 
region of Delagoa Bay, Great Britain opposed the entry 
of enterprises other than British.1

' British capital was in 
control of the Delagoa Bay Development Corporation, 
which operated the waterworks, the telephone, and elec
trical tramway at Lorenzo Marques, and had a large 
interest in the electrical company and owned much land. 
Three companies, in all of which British capital was 
heavily interested, holding charters from the Portuguese 
Government, carried on virtually all of the trading and 
developmental work in Mozambique. Their charters con
veyed mining, railroad construction rights, and a measure 
of sovereignty over the regions traversed. One of these 
chartered companies, the Mozambique Chartered Com
pany, constructed the railroad from the port of Beira 
inland to Rhodesia, providing an excellent outlet for 
Rhodesian trade, and administered a large part of the 
Mozambique territory. This railway was transferred to 
the Beira Company, one of the constellation under the 
control of the British South Africa Company. The Zam
besi Company (another of the chartered companies) built 
from a point further north on the Mozambique coast 
( Quilimane) inland., planning to run northward into 
Nyassaland. The Nyassa Company, the third of the 
chartered companies, held railway concessions running to 
Lake N yassa. The British Central Africa Company which 
had already constructed a railroad from Port Herald on 
the Shire River to Blantyre in the Highlands of Nyassa
land, held also a further concession for extensions up to 
Lake Nyassa. Thus there was being built up rapidly a 
system of British controlled roads connecting the British 

•• A. Marnod, Lf Pon.gal '' lu Co~Mtlu (Paris, 1912). 
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colonies of the interior and the north with the ports of 
the Portuguese colonies. In addition to these undertak
ings, the British Government sought to have constructed 
a ro$d connecting Delagoa Bay to the Rand via Swazi
land. Portugal refused Chamberlain the required conces
sion.25 But the railway was undertaken later. A final at
tempt, made in 1910, however, to have the Delagoa Bay 
railway turned over to British control, failed. The British
French chartered company in Mozambique, the N yassa 
Company, whose territories were in the sphere assigned 
to Germany by the secret agreement, passed under the 
control of German banks in 1914. This was possibly the 
first step in the creation of a situation which might be 
used to invoke the application of the Treaty of 1914.26 

In Angola, the largest enterprise, the Mossamedes Com
pany, was controlled by French capital. Belgian interests 
were active in many fields on a smaller scale. But British 
enterprise had important power and public utility con
cessions. It was besides a leading force in the most im
portant of the four railroads (two were Portuguese
owned). That railway had been undertaken by a British 
syndicate under a concession secured in 1902 without of
ficial assistance. The original purpose of the project was 
to provide the Katanga mining districts of Belgian Congo 
with a direct outlet to the sea-at Lobitos Bay in Angola, 
known as the finest harbor in West Africa. The concession 
for this Benguella Railway and the controlling interest 
was in the hands of the Tanganyika Concession Company, 
Ltd., a British corporation, which possessed vast interests 
in the Katanga mines. The enterprise worked in close co
operation with the Zambesia Exploring Company and 

11 Worsfold, op. cit., p. 120. · 
10 K. H. Lichnowsky, HeadM!.g fM tlul A.by11 (New York, 1928), pp. 

27.,._2'15 .• The former German Ambassador to Great Britain wrote to 
the Imperial Chancellor on January 17, 1913, "If we could gain influence 
over the administration of substantial areas in Angola through the estab
lishment of a Chartered Company or in Mozambique by acquiring the 
majority in the Nyassa Company, it might perhaps be possible to apply 
the paragraph about colonies or portions thereof becoming independent." 
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L'Union Miniere du Haut Katanga.21 In the course of 
development, however, British capital lost its majority 
interest. But difficulties were met in financing the project. 
The British Government did nothing to assist it and by 
191! only a third of the line had been built at an average 
cost of over $70,000 per mile. Agreements had been 
made to connect with the Belgian lines in the Congo and 
the Cape to Cairo railways. In 1913-14, while the new 
Anglo-German convention was under discussion, the Ger
man banks offered to finance the completion of the railway 
which traversed regions assigned to German influence in 
return for control. Mr. Williams, whose energy and skill 
had sustained the road throughout, declared that the offer 
was refused "although the bribe was immense.m• But re
sponsible students of African affairs reported at the time 
that the transaction was consummated. 29 The German 
Government was seeking at the same time to stimulate 
enterprise in Southern Angola. During the spring of 
1914, a German-Portuguese group, backed by the large 
German banks and shipping companies, and possessing 
official consent, began the execution of a plan to join the 
railroads of German South Africa to the small railway 
running to the port of Mossamedes in Angola and to de
velop that port. 80 Thus the German Government was 
strengthening by economic enterprise the plan of ultimate 

2T Tbe Zambesia Exploring Company was a financial trust with a 
large Interest in the Benguella Railway, the Tanganyika Concessions, 
L'Union Miniere and the Rhodesia railways. 

•• Quoted by G. L Beer in .J.frit:aa Qvelttotu al IM PMCI CO'Ilfer
"*'' (New York, 1928), pp. 108-109, from R. Williams In the Uttit•tJ 
Empir1, July, 191'7. In a report on the eubjeet made to the annual 
meeting of the Tanganyika Concessions, Ltd., July 22, l9U, Williams 
declared that control would not be given up, but that half control might 
be conceded on suitable terms. 

n E.g., tbe Nord.d•vttcMr Ga.utt1, June 1, 1916, and in the careful 
study of M. Saleues, Glogmpll.itl, May 15, 19J.fo. 

ao An English company, tbe Angola Exploration Company, bcnrenr, 
held at the time an option on 100,000 shares of the Mouam.edea Com
pany. 
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political ~ontrol for which arrangements were made in the 
Anglo-German convention of 1914.'1 

Germany had grown impatient of waiting for Portugal 
to pledge her colonies in return for a loan, or to cede them 
in the event of default. In fact Portuguese government 
finances were beginning to improve. Thus proposals were 
made for a revision of 1898 conventions which would pro
vide greater opportunity for asserting control. British 
consent was secured and the secret draft treaty was ini
tialed in 1914!. The share assigned to Germany was en
larged, and extended to include the islands of San Thome 
and Principe lying north of the equator. The conditions 
justifying intervention were so vaguely phrased as to 
permit almost any difficulty to be taken as a reason for 
intervention. So in effect wrote Lichnowsky, the German 
Ambassador in London: 

Cases had been specified which empowered us to take steps 
to guard our interests in the district assigned to us. They 
were couched in such vague terms that it was really left to 
us to decide when ''vital" interests arose, so with Portugal 
entirely dependent upon England, it was only necessary to 
cultivate further good relations with England in order to 
carry out our joint intentions at a later date with English 
assent.'1 

From the same pen came the judgment that "it might 
a~o become easy to give practical application to the para
graph about the endangering of important interests 
through maladministration once we have proceeded with 
energy to the creation of economic interests, especially in 
railway matters."*• From the opening. of the negotiations 

11 Lichnowsky, op. tit., p. 312, prints a letter from the German Minis
ter at Lisbon which states that "there can be scarcely any doubt that 
the ftnancial world was encouraged to make the investments because it 
was led to assume that the conclusion of the treaty with England could 
be regarded as certain. 

u lbitl., p. 60. ••Ibid., pp. 274.-2'75. 
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the German Government had proceeded to the creation of 
these interests with avid energy and purpose. 

Great Britain by this agreement abandoned-at least 
seemed prepared to abandon-a small and defenseless ally. 
Sir Edward Grey probably conceived it as a means of pro
moting conciliation with Germany without sacrificing any 
essential British interest; in fact, the expected end would 
bring valuable territorial accessions to Great Britain. It 
might have appeared like weak and muddled sentiment to 
continue to support a colonial administration as inhumane 
and withering as the Portuguese. The recent conduct of 
that administration had roused the indignation of the 
world. The treaty was never ratified. Sir Edward Grey 
insisted upon publication as a condition of ratification. 
Germany was afraid that publication would make its plans 
more difficult. Perhaps Sir Edward Grey had counted 
upon that fact. The outbreak of the war ended the dis
cussions. The whole course of financing of Portugal and 
the Portuguese territories indicated how, in an area which 
is the object of political ambitions and which is directed 
by a government incapable of undertaking its proper de
velopment, the movement of capital from outside is 
dominated by political considerations. The banks and in
vestors played a secondary role in the shaping of events. 
But still, financial failures, which might have cost a state 
of more primitive civilization its independence, were per
mitted Portugal because of its historic place in the Eu
ropean world. 



CHAPTER XII 

THE FINANCING OF THE BALKAN STATES 

F ROM the time of their liberation from Turkish 
rule, the Balkan states--Greece, Roumania, Bul
garia, Serbia-were borrowers. All of them en

deavored to build railways within their territories and to 
join these railways with the systems of neighboring coun
tries. Because the location of these railways was sometimes 
decided by military considerations, not economic calcula
tions, because complete national control of rate and traffic 
policy was desired, the governments put upon their state 
budgets the financial burdens of construction or of acqui
sition. Heavier than the cost of railways, however, were 
the costs of war preparation and war. These and, all too 
often, lax budget administration, made budget deficits the 
rule rather than the exception, and kept the finance minis
ters busy with the problem of securing loans. 

The credit of all the governments was doubtful (except
ing Roumanian before the Balkan wars) despite the in
centive provided by the fact that a sound debtor could 
borrow more than a shaky one. Three of the Balkan states, 
either to avoid bankruptcy, or as a consequence of it, had 
to enter into arrangements whereby their creditors were 
given a measure of control over the revenues pledged to 
the payment of the bonds they held. Relatively little for
eign capital entered into private indust:rial enterprise in 
these countries, despite their proximity; probably not as 
much as a billion francs of foreign capital was so invested 
in their domains. Germany and Austria-Hungary, whose 
trade activity throughout the region was great, were, up 
to the nineties, the chief source of capital for both govern
ment and private enterprises. But the losses experienced 
through defaults, and the doubts entertained about the 
political tendencies of the borrowers, caused German lend
ing to governments to decline rather than increase. Ger-
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man investment in banks and industrial establishments, 
especially in Bulgaria and Roumania, continued to grow 
however. British investors continued to give support to 
Greek loans. But the French became the chief purchasers 
of the bonds of the Balkan governments, passively buying 
the offerings of their banks, and finding assurance in the 
revenue controls established and in the increasing political 
influence which their government and the Russian Gov
ernment were acquiring. French financial syndicates took 
the lead also in most of the important new projects of 
railway construction under consideration before 1914. 

Each of the Balkan states cherished enmities and ambi
tions from the day they were established as independent 
states. These dominated their thoughts and their financial 
actions. The governments of the lending countries watched 
each movement, each turn of relationship. Sometimes they 
sought to make use of these rivalries for their own political 
advantage; sometimes they tried to d;scover means of rec
onciliation, for each Balkan quarrel drew the greater 
powers near to war. Thus each lending state exercised 
supervision over the negotiations between its banks and 
the Balkan countries. The purposes of the supervision 
wavered with the intentions and calculations, the fears and 
the desires of each lending state. Now a veto was imposed 
upon loans to a government whose policies were deemed 
hostile; now permission was freely granted in return for 
economic or political concessions; now it was reluctantly 
given lest refusal cause the borrower to make concessions 
elsewhere; now hesitating banks were urged to make a 
loan as a means of binding an alliance. Each of the lending 
countries on the whole wished peace to prevail in the 
Balkans, but each had unrevealed desires somewhere in 
the strains of national hope, and each was suspicious of 
the others. Thus since they could never agree upon and 
enforce a permanent territorial scheme in the Balkans, 
and since the Balkan states shifted their friendship with 
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cunning self-interest, the control over loans did not in the 
long run serve general beneficial and peaceful purposes. 

Even when control was exercised for such purposes it 
was defeated. Thus France, both before and during the 
Balkan wars, was consistent in its refusal to grant official 
listing to the loans of any Balkan Government. But both 
before and during the first Balkan war the allies against 
Turkey found credit in France as well as in Germany, 
Austria, England, and Russia. Banks made advances to 
be repaid out of loans to be issued after the conflict was 
ended; armament firms took bonds in payment for their 
product. Turkey resorted to the same markets and the 
same firms. Besides she drew upon those institutions which 
were connected with her financial destinies. The Banque 
Imperiale Ottomane, the National Bank of Turkey (con
trolled by British capital), the Bagdad Railway, the In
ternational Financial Commission, and the Turkish To
bacco Monopoly all found it prudent to respond to 
Turkish demands.1 Again in March, 1913, Sir Edward 
Grey, when plans for the peace conference after the first 
Balkan war were being discussed, tentatively suggested 
that there should be an international agreement to with
hold funds from all the belligerents until affairs were 
settled.1 The French Government was obstructing all pub
lic loans but still some French banks had helped Serbia 
and Bulgaria. This fact the German Secretary of Foreign 
Affairs stressed while indicating sympathy with Grey's 
proposal. 8 But the German Government had not long be
fore indicated to the Deutsche Bank, which was refusing 
all requests before peace was concluded, that it would not 
oppose an advance to Turkey because of the possibility of 
a military breakdown in that empire.• Under these circum-

1 L• Marc'/aA Financier, 1913-14, p. 761. 
1 Die Gro11e Politik, Vol. XXXIV, Nos. 12962-12963. 
*Ibid. 
tV on W angenheim, German Ambassador in Constantinople, had held 

out the hope of an advance of half a million pounds in return for the 
concession for the local subways (The Metropolitain). The Turkish Gov• 
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stances agreement was impossible. The Balkan states con
tinued to be able to secure credit throughout the second 
Balkan war. 

Upon its conclusion Russia took the lead in trying to 
establish an international financial boycott against Tur
key with a view of forcing her to quit Adrianople. The 
Tobacco 1\fonopoly, however, continued to pay instalments 
under its contracts, under penalty of losing its conces
sion if it refused. The Austro-Hungarian Government, to 
whom the Russian Government applied because Austro
German institutions held share control, shifted the burden 
of responsibility to France since the direction of the busi
ness was in French hands. Russian effort died in the face 
of the hesitation of the other governments. Turkey re
tained Adriano pie. 5 

Peace was finally arranged in August and September, 
191S. Sucking their wounds, counting their debts, all the 
participants turned to the continental money markets. 
Under the scanning eye of the Russian Ambassador, and 
the promptings of the armament firms, Serbia, Roumania, 
Greece, and Turkey made terms in Paris. The last two 
immediately turned part of what they could spare from 
the payment or neglect of old debts, to the purchase of 
equipment for a fresh test of force with each other. Bitter 
at defeat, Bulgaria decided to give her pledges in Berlin 
rather than in Paris, as a step in that alliance which was 
to bring her into the Great War on the side of the Central 
Powers. 

The outside larger powers were adding to their military 

emment granted the eoncession, but the Deutsche Bank refused the 
advance, stating that it bad promised such advance only after the con
clusion of peace. The ambassador attributed the refusal to an agree
ment between French and German ba.nks not to come to the aid of 
Turkey till peace was signed. Oltllrrlliela-Uagan.~ .otftu11111polittk, VoL 
V, Nos. 6661, 5681, 5692. 

• o.t•rrllie"-U"g4nu Atullf111olitik, Vol. VII, Nos. 8391, M04r,. 84.22, 
MZT, fU.I.'i, 84.58, 8482, 8503. The Austro-Hungaria.n, German, and French 
goyernments alike dt"Clared themselves to be powerless. The last two 
feared the financial breakdoWD of Turkey and loss to their Investors. 
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forces and straining their financial resources to do so. 
They were divided by alliances for which new accessions 
were eagerly sought. Their cries of hostility were being 
borne off to make the future whirlwind. How was it pos
sible then to create a general understanding regarding 
loaning policy that might contribute to the maintenance 
of peace in the Balkans? Some secret plans, it is true, were 
being discussed which might contribute to that end-the 
internationalization of control of the Balkan railways, 
and the division of economic opportunity in Turkey. But 
these also succumbed to the blight. 

The Great War came. The financing of the Balkans 
proved to be a disaster to the whole wide world. Peoples 
had been too ready to hate, investors too shortsighted, 
banks too intent on special gain, armament firms too 
smirched by the nature of their business, governments too 
unsure, fallible, and deceitful. 

SERBIA IS ASSISTED TO RISE 

SERBIA was born as an independent state as a result of 
the Treaty of Berlin of 1878. When the infant state first 
opened its eyes its glance fell upon the creditors assembled 
about its cradle. The war of independence had been fi
nanced by two loans from Russia, a forced domestic loan, 
and by requisitions still unpaid; in all, though, hardly ten 
million francs. Within fifteen years the new state was to 
exhaust its credit and enter into composition with its 
creditors. 

The early borrowing was done in Austria, Germany, 
and France. The Austrian and German governments en
couraged the recourse to their investors. 8 Serbia had in 
1881 bound herself by a secret treaty of alliance of ten 
years' duration with Austria-Hungary. The Treaty of 
Berlin had provided for the construction of new railway 
lines in Serbia to create a continuous line from Constan
tinople to Vienna. The necessary construction was financed 

• Guc'hidt• iUr Frankf•rt•r ZeUwn.g, pp. 685-li86. 
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by a loan which the Austrian Government aided Serbia to 
secure from the Lander bank and L'U nion Generale.' 
Throughout the reign of King Milan, and up to 1901, the 
Vienna banks remained willing lenders to Serbia. The loan 
of 1890 was used to buy back the salt monopoly; that of 
1893 to consolidate the floating debt. In the 1890 loan 
the French bank of Hoskier participated as well as the 
Austrian and German banks. In the 1893 loan the Banque 
Imperiale Ottomane took a share. This borrowing outran 
the state's financial resources. The emission price of each 
new loan fell below that of the last, until the effective in
terest cost was over 8 per cent. For each loan some definite 
revenue was pledged or some railway property mortgaged. 
Under the terms of the loans contracted, it was arranged 
that various pledged revenues from railways, stamp, and 
liquor taxes should be paid directly into a special "caisse" 
which was controlled jointly by the representatives of the 
government and the bondholders. The Tobacco Monopoly 
was ceded to the Wiener Bankverein from which it was 
later repurchased at a handsome profit to the institution. 

Even these loans did not suffice to meet deficits and a 
large floating debt accumulated. By 1895 bankruptcy im
pended. The inexperience and financial irresponsibility of 
the country had been evident from the beginning, yet the 
banks had taken the risks for profit and the investors had 
followed them. Any independent state can buy enough 
rope to hang itself, if it will pay enough. The German 
banks took the lead in demanding some measure of super
vision. Between 1873 and 1895 Serbia had accumulated 
an indebtedness of over 350 million francs. 

After some preliminary difficulty a loan was negotiated 
to convert almost all of the old debts into a new one carry
ing smaller interest charges, and to enable the treasury to 
meet its most urgent needs. The revenues pledged to the 
loan service were put under a separate administration in 
the direction of which creditors' representatives shared. 

'G. Y. Devas, lA. NOtiNill B•rbw (Paris, 1918), pp. U6-2U. 
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From this experience Serbia was to go on, not in a more 
sober fashion but in a more expansive one. The increase 
which this control and economic development brought in 
ability to get credit, was not neglected. The task of ex
tending the railways was undertaken with energy. More 
costly still were the ambitions for a greater Serbia, a 
larger and more powerful national state. The cost of de
fense or aggression in that belligerent Balkan world con
tinued to outrun the budgetary resources. Foreign lenders 
continued to supply the balance, finding assurance, despite 
all the noise and rumor of strife, in the Serbian govern
ment promise, in their own government's power to protect 
them from loss, and in Serbia's conscientious application 
to her economic tasks. 'After the termination of the Balkan 
wars the Serbian Government owed its foreign creditors 
over 900 million francs, and the debt service took over 
SO per cent of its public revenue. 8 

As Serbian policy had come into accord with Russia 
after 1903, French banking relations with Serbia had 
grown intimate and dominant. All the large loans of the 
later years were issued in France; Germany shared only 
in the largest of them in 1909. The loan of 1906 went to 
France after a struggle of influence. As first arranged, 
Austrian and German banks were to have taken part of 
this loan, but they withdrew. Inability to agree upon the 
distribution of armament orders was certainly one of the 
causes of this decision. That question had been one of the 
issues creating dissension between the Serbian and Aus
trian governments. The latter, believing its armament 
manufacturers were being unjustly treated, had demanded 
a share of all orders as the condition of a commercial 
treaty.' The Serbian refusal may have been in part de-

s The reports of the British Minister to Serbia on the finances of 
that country, published somewhat irregularly in the Britula COfll'lllar 
aAd Diplomatic R11port., are a useful running commentary on the situa
tion; M. Simitch, La D11tt11 Publiqw dll la St~rbv (Paris, 1925), is a 
good detailed history. 

t Briti.tl Do.,_...u, Vol. V, No. 180. 
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termined by the necessity of giving these orders to French 
firms as a condition of securing listing for the loan in 
Paris.10 In the upshot both loan and armament orders 
were placed in France. This loan served to enable Serbia 
to resist Austrian commercial demands and to wage a 
tariff war, momentous in the antagonisms it aroused. Ser
bia fought to escape from economic dependence upon the 
Austro-Hungarian Empire. 

In 1909 the Serbian Government borrowed again chiefly 
for the purchase of armaments and other war materials. 
The Austro-Hungarian Government was gravely dis
turbed at the prospect of financial strengthening of its 
small but determined neighbor, who was at the time 
clamoring to be compensated because the Dual Monarchy 
had annexed the provinces of Bosnia and Herzegovina. 
Repeatedly its diplomatic representative at Paris was in
structed to make the French Government realize that the 
extension of a loan to Serbia without clear guaranties that 
the proceeds would not be used to augment Serbian mili
tary strength, would be regarded in Vienna as an un
friendly action. Caillaux endeavored to quiet Austrian 
fears by showing how little of the loan proceeds would be 
available for new munitions purchases, and by emphasiz
ing the French financial interest in undisturbed peace.U 
The French Government did not find it inconsistent with 
these assurances, however, to urge its armament manu
facturers to meet the terms offered by Krupp, in whose 
behalf the German Government had intervened.11 

During the Balkan wars, though the French Govern
ment in accord with its express policy did not permit any 
public loan, French banking syndicates furnished Serbia 

&o A. Andi'W~ "Lea Finances Serbes," RWIUI .tc0t10<miq., lat~~r
Mtioaal., 1909; Britula Doc•mntr, VoL V, No. UO. 

u i)•t•rr.t.cll-URga.mr A.u1npolit\k, Vol. II, Nos. 1646, 1658, 1669, 
1690. Fran~ W'BI sin~rely desirous of ~ing Austria-Hungary and 
Serbia come to terms. 

u R4pporl IH k c-mvrioa tl• B•tlg•t, A.fa.ir., .ttrtaagiJr.,, Ezereiee, 
1910. 
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short-time advances in return for the promise of a con
cession of part of the projected Danube-Adriatic railway 
line.13 Even after the termination of the Balkan wars the 
French Government hesitated to permit new· borrowing, 
afraid that some Serbian action might start war anew. 
The banks tended to support this policy but the armament 
firms kept up their competition. u 

Late in 1918 permission to contract a long-term loan 
was finally given in response to Russian persuasion. But 
the French Government still fearing the outbreak of an
other conflict conditioned its consent upon the evacuation 
of Albania and the settlement of frontier difficulties. The 
Russian Foreign M~ister, Sazonoff, informed the Czar 
in November, 1918, that he, Sazonoff, had induced the 
French Minister of Foreign Affairs, Pichon, to get the 
bankers to float the Serbian loan so that Serbia would be 
stronger in the event of war.111 The resources of the Paris 
market were insufficient at the time to make the loans that 
were being sought; every government of Eastern Europe 
was waiting its turn to borrow. Russia stepped aside to 
give Serbia preference lest that country be compelled to 
default on its debt.11 The loan was issued in January, 
1914. It enabled the Serbian army to take the field again. 

CREDITORS' CONTROL IN SERBIA 

SERBIA, in return for the consolidation loan of 1895, 
undertook to put under a special regime those of its 
sources of revenues which were specially pledged to meet 
the service of this loan. These, then, would not flow into 
the treasury in the ordinary way and would not be at the 
free disposition of the government. It might use the rest 
of its budget receipts freely, overspend and accumulate 
deficits, but the bondholders would receive payment never· 
theless. This scheme was put into effect by the law of 
1895 which created a Monopolies Administration. The 

11 Livr• Noir, II, 49. u Ec011omilt, October 4, 1913. 
u Livr• Noir, II, 117, 860 tJt 1eq. te Ibid., p. 174. 
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establishment of this body was ma.de the subject of official 
communications to the interested powers who took note 
thereof, thereby indicating that their protective eye fol
lowed their investors' welfare. The law creating the Ad
ministration, as Serbia acknowledged in a later communi
cation to the French Government, partook of the character 
of an international act. 

The Monopolies Administration was directed by a Coun
cil of Six, two Serbs appointed by the Serbian Minister 
of Finance, two representatives of the bondholders, and 
the president and vice-president of the Serbian National 
Bank. The bondholders' representatives were in fact ap
pointed by the Banque Imperiale Ottomane and the Ber
liner Handelsgesellschaft. The French member of this 
commission attained inside place in Serbian official circles 
and had an important part in shaping Serbian public 
policy. Under the direction of the Monopolies Administra
tion there were put the tobacco, salt, and petrol monopolies. 
To it also were paid the liquor taxes, certain stamp taxes, 
and the pledged railway and customs revenues. It held 
the power to determine the general policy of the monopo
lies, their purchases and sales, their budget. Subordinate 
officials were appointed jointly by the administration and 
the Ministry of Finance. The presence of bondholders' 
representatives guarded against corruption and ineffi
ciency. The Serbian Government feared little to put so 
large a part of its revenues under this control, not only 
because of its representation on the administration, but 
also because of the general powers of supervision it re
tained under the law. Government and administration ad
justed their wishes amicably, though the bondholders' 
representatives must have witnessed the growth of the debt 
with some anxiety. 

The net yield of the monopolies and pledged revenues 
grew, but no more rapidly than the claims upon them.U 

u Compiled from Simitch, op. rit., and 0. Wormser, Le1 Foadl S.,.b, 
(Paris, 1910), and the Britu" Coutt.lar 11114 Di.plotnatie Beportl. 
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Year 
1896 
1900 
1905 
1910 
1918 
1914 

AMOUNT 
(millions of francs) 

The p-ublic 
debt of8erbi4 

869.2 
W.4 
461.6 
672.2 
659.0 

Net yield 
moMpolic• 

admimstratioa 
18.6 
25.7 
82.6 
89.0 
4o1U 

903.0 ( approx.) 

Needed. for 
debt service 

16.7 
17.8 
20.2 
80.7 
82.3 
45.0 (a pprox.) 

As new loans were contracted, additional revenues were 
placed under the Council's control. There can be little 
doubt that in the light of the financial exigencies of the 
Serbian Government . it was only the existence of the 
Monopolies Administration that prevented irregularities 
in the payment of the debt service. On the other hand, it 
was only its existence that enabled Serbia to find pur
chasers for its later loans. In 1909 and 1914 default was 
avoided by new borrowing. The administration after all 
could only manage its business of revenue collection; it 
could do nothing to smooth or constrain the political 
storms midst which it lived. That is the business of gov
ernment, not of debt-safeguarding. Whether the course of 
world affairs would have been more advantageously served 
if no such institution had been created to augment Serbia's 
borrowing power, is a question without answer. Whatever 
answer might be given, it would be applicable to the whole 
financing of the Balkan region by outside capital. All was 
fuel for the campfires of antagonistic states. 

THE DEVELOPMENT OF ROUMANIA 

THE credit of the Roumanian Government stood higher 
before the war than that of any other Balkan Government 
although it applied with sufficient frequency to Berlin and 
Paris, and occasionally to London. Up to 1913 most of the 
proceeds of its borrowing were used for productive pur
poses, and the debt service was met with regularity. Well 
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over half the capital obtained was used for the repurchase 
and construction of railways, much of the rest for roads, 
docks, and agricultural credit. Austrian and German in
vestors supplied most of the funds, though in the nineties 
French participation became increasingly important. In 
1899 the French Government imposed conditions upon a 
projected loan in Paris which caused Roumania to have 
recourse to Berlin contrary to its intention. But after the 
Roumanian Government had agreed to submit to arbitra
tion a dispute concerning the treatment of a French enter
prise which had been engaged in port construction at 
Constanza, French finance was permitted to participate 
in the loan.18 Beginning in 191!!, when Roumanian policy 
shaped itself toward Russian, German investors began to 
dispose of their securities. Still, the large 1913 loan oc
casioned by military expenditures was issued mainly in 
Berlin. At the outbreak of the Great War, Roumania's 
external debt was about 1.7 billions of francs of which 
it was estimated 5!! per cent was peld in Germany, 3!! per 
cent in France, 5 per cent in Belgium, and 11 per cent 
in Roumania.11 Virtually all the loans were contracted at 
an efl'ective interest cost of about 5 per cent. Such reve
nues as were designated as special loan guaranties re
mained under Roumanian control and were collected by 
the treasury in the ordinary way. 

Both German and French capitalists acquired extensive 
private interests in Roumania, in some of which in fact 
the two groups cooperated. German capital financed the 
government purchase of railroads. It founded in 1895 the 
Banca Generala Romana to handle the financing of com
merce and the development of Roumanian industry. Aus-

u R. Plnoo, L'Ewop• .e lG JtHJ.'N T•rq•w (Paris, 1911), p. MI. 
u S. Raduleaeo, La Pol\tiq.,. Fiaa.IIIIIVr• d4 r. B~ (Paris, 

1928), p. 8'7. Estimates for earlier rears. ~firming the importauee of 
German holdings. are gi.-en br Xeoopol. "La Richesae de Ia Row:nanle," 
in L• Jl _ _, .tc0110t1tiq .. , May 1, 190'1. Ia AprD, 190'1, the foreign 
debt annual c:harre wu about 92 m.illioa franea of which 4.2.8 were paid 
in Berlin, e in Frankfort, 23 in Paris, and I in Roamaa.ia. 
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trian capital established the Banque de Credit Roumain. 
In the Banque Marmorosch Blank, Austrian, German, 
and French capital shared, as they did also in the Banca 
Commerciala Romana!0 It was the first of these particu
larly which brought Roumanian securities to Berlin 
through the two banks which were its parents, the Dis
konto-Gesellschaft and Bleichrooer. The Diskonto ac
quired the concession for 'the tobacco monopoly. German 
finance led, too, in the development of the Roumanian 
petroleum resources, holding shares and directorships in 
the many companies which they united in 1907 in the 
Allgemeine Petroleum Gesellschaft. Companies directed 
from Berlin engaged in the lumber and textile industries, 
built branch plants ·to manufacture locomotives and 
electrical equipment. German mechanics, executives, and 
engineers directed the daily operations of all these enter
prises. French financial interests supported similar un
dertakings on a smaller scale. The Roumanians, looking 
back, now tend to describe this activity of German capital 
as an attempt at domination. That is a matter of phrase
ology. The German lenders hoped to strengthen German 
industry by sales to Roumania, by profits derived from 
Roumanian undertakings and by the sources of raw ma
terial developed. Beyond that it was thought that the 
growth of financial and business interest within Roumania 
would bind that country to Germany in political affairs. 
In the latter expectation Germany was disappointed. The 
political ambitions of Roumania were better served by 
another course, and the economic affiliation was cast aside. 

The negotiations incident to the flotation of the govern
ment loan of 1918 illustrate the political considerations 
which entered into such transactions in all the Balkan 
states. For some years previous the Paris market had been 
closed to Roumanian loans because of the secret alliance 

ao D. Xastris, L11 CapitGu ~tnm.gHI daM 14 ,Ftno.fte• ROtHIIIIiM 
(Paris, 1921). 
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of that country to the Central Powers.21 In January, 1913, . 
when the Deutsche Bank offered the Comptoir D'Escompte 
a third of the loan it was then negotiating, the French 
Government induced that institution to reject the pro
posal, noting that the funds were to be used for military 
purposes!2 The refusal was repeated in July, 1913, in 
accordance with French policy of not permitting public 
loans to the Balkan governments during the Balkan 
wars.28 In September, 1913, the Roumanian delegate to 
the peace conferences assured M. Poincare that Roumania 
would not be "in the enemy's camp."" What the exact 
force of the declaration was-assuming it was made, and 
whether it was taken by Poincare as significant, or merely 
as a step in the loan negotiations-remains a matter of 
doubt. However that may be, the Roumanian Minister of 
Finance discussed terms with the French banks under the 
approving eye of the Prime Minister.211 The French Gov
ernment believed the business arranged. Then to its dis
agreeable surprise it was informed that the loan had been 
contracted for in Berlin largely because of the negotiating 
aptitude of the German Ambassador.26 The current ex
planation was that the French banks would not contract 
for the full sum asked by Roumania. The Russian charge 
d'affaires at Paris cast the blame upon the officiousness of 
one of the department heads in the French Ministry of 
Finance. M. Paleologue, in charge of the Political Bureau 
of the Foreign Office, whom the Russian charge d'affairea 
reported to be perturbed by the incident, and regretful 
that he had no greater power over the banks, explained it 
by German exploitation of French cupidity.11 But in the 

tl T. Joneacu, 80'1111 Per10AGJ Impruriou (London, 1910), p. 9; Lirwt 
Noir, II, 157. 

II Ibid., II, u . 
• II Doc•meatl Dlplom4tiq.,,, ~ftstrll Ba.lluuMq.,,, 1911-1.#, VoL II, 

No. 869. 
u J oneacu, op. rit., p. 11. t1 LWre N oir, II, 157. 
"Die Gro11e Politik, Vol. XXXIX, Nos. 15796 11t uq. 
tr LWrt N oir, II, 165-158. 
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opinion of the Russian official, the fault was really that 
of. the press which he declared to be entirely in the pay of 
the banks. A week after the announcement that a contract 
had been signed in Berlin, the Roumanian Government 
proposed that the loan be divided between Paris and Ber
lin. But the French Government, being informed that the 
German market was in no condition to purchase the loan, 
refused the arrangement. Additional reasons for its de
cisions were that the loan would go in part to discharge 
short-time debt held by the German bankers and to pay 
for armaments bought in Germany. The loan was issued in 
Berlin, London, Brussels, and Amsterdam. 

But despite this service of Berlin, the Roumanian Gov
ernment continued to direct its actions in accord with 
Russia. When the war came, the activities of German capi
tal within its borders were denounced. The financial and 
industrial connections with Germany did not shape Roo
mania's ultimate political decisions. 

THE FINANCING OF BULGARIAN AMBITIONS 

VmTUALLY every loan which was made to the Bulgarian 
Government was the cause or occasion of intricate diplo
matic negotiations; each was an item in the calculations 
of opposed alliances. 

The Bulgarian state wrested autonomy from Turkey in 
1878, and complete independence in 1908. The foreign 
government debt, contracted mainly in Vienna and Berlin, 
grew rapidly between 1886 and 190!t. Of all available 
markets for Bulgarian securities during this period Vienna 
was on the whole most reliable. Berlin gave thought to 
Russian wishes in passing upon the Bulgarian requests. 
In 1889, for example, the Berlin Stock Exchange refused 
to list a Bulgarian loan then under consideration; Bis
marck did not want to flout further Russian feeling. The 
loan was contracted in Vienna, though the Russian gov
ernment issued a public circular charging that it was a 
breach of the Treaty of Berlin. The proceeds of the early 
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borrowing for which an effective interest of over 7 per 
cent was paid, were used to acquire a railway system, to 
found and support agricultural banks, and to sustain a 
growing army. By 1901, credit exhausted and deficits 
continuing, the government sought a consolidation loan. 

French bankers undertook the transaction and in 190!e 
a large loan was issued in Paris and London. Thereafter 
Paris became the first resort of the Bulgarian Govern
ment though other money markets were not spurned. 
Under the provisions of this 1902 loan the revenues 
pledged to the debt service were placed under the indirect 
control of the lenders. In 1904 and 1907 new loans were 
contracted ·through the same syndicate and the control 
arrangement was extended. These loans served to pay for 
military supplies, for railways, and for general govern
ment expenditure. In 1908-9 Bulgaria became indebted to 
the Russian Government. As indemnity to Turkey for sei
zure of the lines of the Oriental railway within Bulgarian 
territory, and for the Turkish state property in Roumelia 
which it annexed, and for various other purposes, 125 
million francs were required. The investors of \Vestern 
Europe were not eager to supply them. To the Russian 
Government, stirred up by the Austrian annexation of 
Bosnia and Herzegovina, the opportunity presented itself 
of proving itself friendly to Bulgaria. Turkey was under 
the obligation of making annual payments to Russia as 
a consequence of past defeats. Now Russia released Turkey 
from the payments and accepted Bulgaria as debtor in
stead. Bulgaria was enabled to defray the expenses of its 
assertion of national independence. But the attainment of 
this object was followed by an increase in government out
lay, not a decline. 

Bulgaria continued to augment its military establish
ment and extend its railway plans. Its budget continued 
in deficit; its floating debt widened in circulation. \Vhen 
long-time loans could not be arranged, short-time advances 
-·ere secured from the State Bank of Bulgaria, from for-
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eign armament firms and banking syndicates. The con
:flicts with Turkey and its Balkan neighbors were in the 
making. In the autumn of 1913 a disappointed Bulgaria 
faced bankruptcy unless it could secure a loan to meet the 
pressing creditors who held its maturing promises. A loan 
was arranged in Vienna and Berlin after a struggle of 
infiuences which divided political parties within the state 
and called into action the diplomatic powers of the com
peting alliances. War came again before it could be issued. 

The Bulgarian Government debt in 1914 approximated 
850 million francs. 28 Yet this total was not too great for 
the capacity of the country, given peace and the produc
tive employment of the borrowed resources. But these con
ditions were not achie.ved. Investors underestimated their 
importance, passed them over till the final calamity came 
which destroyed vaster hopes and interests than their own. 
Their investment was a political transaction rather than 
an economic one, though only official circles fully recog
nized that fact. 

Besides the purchase of government loans, foreign 
capital sought profitable opportunity in the foundation 
of banks and industries in Bulgaria, especially Austrian 
and German capital. But the amounts ventured remained 
small. 28 Anxieties regarding the political outlook con
stantly obstructed the activity of private financial enter
prise and technical skill in Bulgaria. 

zs K. C. Popov, La Bulgaritt _gcO'IIOmiq'IUJ (Sofia, 1920); L• Marcla4 
Financier, 1913-14, p. 757. The increase in debt was approximately as 
follows: 

MillioM of gold franc• Prr ctmt of g()'(lem-
y 11ar Total d•bl Debt lllroic• m11at rll'VIlfi'IUJ 

1881 26.4. 2.1 4o.O 
1900 2011.5 24..6 80.0 
1905 369.7 81.3 25.0 
1911 688.2 39.9 20.0 
191ft 8.50.0 52.0 80.0 

n Popov, op. cit., estimates that this investment in private enterprise 
totaled in 1911 only 4.1.6 million francs of which liS million were invested 
in banks. 
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THE FRENCH GOVERNMENT VACILLATES 

THE Bulgarian Consolidation Loan of 190!! was bought 
chiefly in Paris. The French became the leading creditors 
of Bulgaria. The Banque de Paris et Pays Bas, which 
negotiated the 190!! loan, was the power which exercised 
the control created in accordance with the terms of the 
loan. This French bank maintained intimate touch with 
the Bulgarian Government; it founded a subsidiary bank 
in Bulgaria and a mortgage bank. But the French Gov
ernment stepped in to guard and check the course of Bul
garian borrowing. It wavered between distrust of Bul
garian leanings toward Germany, hope of weakening these 
leanings by extending financial favors, and fear of in
creasing them if it too steadily blocked Bulgarian borrow
ing. The wiles of the Bulgarian monarch kept French 
diplomats in a state of indecision as that monarch knocked 
first on one financial door, then on another. No gratitude 
certainly was to be gained from that too clever ruler of 
too turbulent a nation. The record is for France full of 
vexatious failure. 

Of the 1904 and 1907 loans, Paris took the major share, 
being assured in each case that the war materials, for which 
much of them was spent, would be bought from Creusot. 
In 1909 when the Bulgarian Government sought to borrow 
without granting special guaranties in the form of con
trol, the Banque de Paris et Pays Bas stepped aside. When 
the Credit Mobilier came forward, the French Govern
ment checked its move by refusing to grant listing on the 
Paris Bourse. Political considerations may have entered 
the decision as well as prudential ones. Probably too the 
demand for orders for French industry was not satisfied. 
The loan was finally issued in Austria, England, Holland, 
Switzerland, and Belgium. It was admitted to listing in 
Vienna, but for the time being refused listing in Berlin. 

In 1911 Bulgaria wished to borrow once more to con
solidate floating debt, to meet the expenditures of mill-
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tary preparations, and to extend its railways. Negotiations 
begun in Paris again failed of success in much the same 
way and for much the same reasons as in 1909. The year 
after, Bulgaria was again back in the Paris market. This 
time, March-June, 191~, it had in its negotiations the 
support of the Russian Government, which had made ad
vances through its state bank, and which stood sponsor for 
the secret Balkan Alliance, which had been signed. "You 
know," the Russian Minister of Paris wrote to his govern
ment on June 7, 19U, "he [M. Poincare, Prime Minister 
and Foreign Secretary] said to me that the French Gov
ernment is disposed to facilitate the Bulgarian loan in 
Paris only because the Russian Government declared to it 
that Bulgaria, after forming a secret agreement with Ser
bia, had firmly decided to ally itself with the Entente."30 

Poincare, who formerly opposed the transaction and had 
~tervened personally with the Banque de Paris et Pays 
Bas, switched his position and agreed in principle to the 
loans. But a few weeks later he returned to his original re
fusal. 81 King Ferdinand's visit to Berlin and Vienna, 
where he was received with conspicuous honors, roused 
French fears afresh, and it was suggested to the Russian 
Government that before Bulgaria was given aid, further 
assurance should be obtained of Bulgarian policy. 

The French Government persisted in its stand through
out 191!!. A full knowledge of the terms of the Serbian
Bulgarian Treaty led Poincare to reaffirm his refusal. The 
agreement seemed to be but preparatory to the declaration 
of war against Turkey, and Poincare wanted to maintain 
peace in the Balkans. 12 His judgment was correct; within 
a few weeks war was proclaimed. During the six months 

M Lirw• Noir, I, 288. 
ll]bid., and E. Judet, Gt~orgl L011.il (Paris, 1925), pp. 195-196; R. 

PoineaN, A• 8fl'f'Tii.et1 ,U ltJ FraMII, II, 200; Dw Grotl111 Polita, Vol. 
XXXIII, No. 12059. 

azDill Gro111 Polita, VoL XXXIII, No. 12251; DOCI6fiiMID DiplotM-
&iqu«!l, L111 A.taitre~ Balkaftiqv.t~l, 191!e--1914, Vol. I, Nos. ,.., 75, 10'7; 
oltef"Tffiel-Uaganu A111111f11J0lUa, Vol. IV, Nos. 8'186, tOOS. 
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of conflict (October, 191~1\.Iay, 1913), the French Gov
ernment refused to sanction the admission to official listing 
of any Bulgarian loans. But French banks made advances 
to pay for munitions purchased in France as did also the 
German and Russian banks. 88 

The conclusion of fighting in this first Balkan war 
found Bulgaria seeking in Paris further advances on a 
future loan while refusing to accede to the Russian judg
ment of the distribution of conquered Turkish territory 
among the Balkan allies. •• The French Government would 
not permit the advances. 35 Upon the conclusion of the 
second Balkan war (July-August, 1913) a defeated Bul
garia resumed its attempts to borrow. Concealing the 
promises of a secret alliance which it was giving to Austria
Hungary, the new Radoslavoff Cabinet bargained with the 
Paris bankers.88 But Poincare and Pichon hesitated until 
they received definite proof of Bulgarian intentions. 17 

Russia too began to worry at the course of Bulgarian 
policy and secured a promise from the French Government 
that no loan would be permitted without its consent.18 

London also refused a loan." 
Bulgaria turned to the Austro-Hungarian Government 

which showed a disposition to facilitate the desired borrow
ing. The Vienna banks made some advances. The French 

aa Dt. Gro1u Politik, Vol. XXXIV, No. 12963. 
u In March, 1913, Bul~raria, issuing victorious from the first conflict 

and hoping to gain possession of the whole shore of the Aegean and 
even Saloniki, entered into ne~r0tia.tions with the Credit Mobilier to 
purchase the Jonction Saloniki Railway in its behalf under a secret 
agreement to be ratified by the Sobranje after tbe conclusion of peace. 
Bulgaria was to give the Credit.Mobilier government bonds in payment 
for share control. L• MarciU Filto.ncWr, 1913-U., pp. 804.-805. 

n LiiDrt N oir, II, 96. 
•• 6•t•rrficla-I.I•gan~~ A"'''"polttik, Vol. VII, No. 9080. 
If Ibid.., NO&. 9095, 94.22. According to these documents France asked 

as a condition that Bulgaria enter into a military convention with 
Russia. 

•• LiiDr• N oir, II, 185. 
at V. RadO&lavo«, B•lga,..,_ •ad d.&. W•ltltrir• (Berlin, 1923), pp. 

8()..101. RadO&lavolf was in charge of the negotiations. 
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Government, alarmed, shifted its position, declared itself 
willing to favor a French loan if the Radoslavoff Cabinet 
were displaced by one less favorable to Germany. It ex
erted itself to create opposition within Bulgaria against 
the conditions asked by Berlin. The Russian Government 
also switched its position in response to the appeal of its 
Ambassador to Bulgaria who emphasized the advantages 
to be obtained in return for the loan.'0 Excited moves were 
made by all the interested states. The German banks were 
asking that a tobacco export monopoly be formed under 
their control as security for their loan. This the Bul
garian Cabinet refused. By May, 1914, during a rupture 
of the negotiations with Austria and Germany, France 
was willing in return for the desired cabinet changes not 
only to sanction immediate new advances by the French 
banks of 80-90 million francs, but to defer already over
due payment on 75 million francs of Bulgarian Treasury 
bonds held by these banks. 41 Russia went further and 
agreed to yield in its wish for immediate cabinet changes.'3 

But the official efforts with the French banks which had 
hitherto floated Bulgarian loans met discouragement. The 
Banque de Paris et Pays Bas, and the Credit Lyonnais re
fused to make required advances because of the state of the 
market. The French Government turned to other financial 
groups which had connections with Creusot and the Bul
garian Regie Generale.41 These arrangements too en
countered difficulty. In June, 1914, the Banque Perier 
was c;triving to conclude the loan working in cooperation 
with the Russian State Bank.'' The Russian Minister 
strove with might and main, called French banking rep
resentatives to Sofia, offered loans without political condi
tions, and resorted to bribery of the press. 41 These measures 

40 A. Savinsky, BllcollfJctiOm of • Buriaa DiplOtnal (London, n.d.), 
p. 216. 

•1 Law• N oir, II, 266 . 
.: Savinsky, op. cU., p. 216. •a Lm11 Noir, II, 269. 
" B. De Seibert, B11t~~at11 Dipknnaey alld tlu World, pp • .f.li0.-.4,56. 
u Savinsky, op. cU., p. 21T. 
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failing, both France and Russia demanded immediate 
repayment of all the uncovered bills and debts due their 
institutions. But the Bulgarian Cabinet stayed pledged 
to the Austro-German financiers, who had ceased to re
quire the formation of the tobacco export monopoly. In 
July Parliament gave its consent to the cabinet's action 
in a tumultuous session in which the ministry was accused 
of dishonesty and trickery. 

In the whole process of negotiation between French 
investors and the Bulgarian Government the economic 
aspects were submerged in the political. Loans, like men, 
were but an item in the diplomatic play; in the last act 
the French Government saw its influence fail and its fears 
realized, 

THE GERMAN GOVERNMENT WINS 

THE early Austro-German loans to Bulgaria were used 
mainly for the construction or purchase of railways on 
which their security rested; the 1889loan was spent chiefly 
for armaments. But the defaults of other shaky borrowing 
governments so accentuated doubts, after 1900, as to Bul
garian solvency in the judgment of the Berlin financial 
community, that they played only a secondary part in the 
financing of Bulgaria until the years immediately preced
ing 1914. Besides, in 1896, followip.g a reconciliation with 
the Czar of Russia, the Bulgarian King seemed to yield to 
Russian influence. The French bankers gave better terms 
than the German bankers would. Thus, the loans of 1902, 
1904, and 1907 were contracted in Paris. 

In 1909 after being refused in Paris the Bulgarian Gov
ernment secured advances in Vienna preliminary to the 
flotation of a loan by the Wiener Bankverein, a loan listed 
in Vienna. From this loan the Austro-Hungarian Govern
ment expected a turn in the political plans of Bulgaria, 
favorable to itself. Turkish doubts it allayed by promises 
that Vienna would persuade Bulgaria to be conciliatory. 
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French and Russian disappointment it ignored.48 The 
German Government advised the Deutsche Bank not to 
participate in this loan and it withdrew against original 
intention. Lack of specific guaranties and lack of orders 
were given as reasons. Circumstances suggest that many 
additional calculations entered into the official action. 47 

There was in Germany at the time a vigorous opposition to 
foreign lending. This loan was to enable Bulgaria to dis
charge a debt to Russia and to continue with her railroad 
program. There was a belief that Bulgaria had signed a 
secret treaty with Russia directed against Germany. Bul
garia showed signs of obstinacy in commercial treaty 
negotiations. All of tpese facts were before the German 
Government when it made its decision. Despite the attitude 
of the German Government and the closing by official 
orders of the Berlin and Hamburg exchanges, a Ham
burg Bank, Schroeder Gebrueder and Company, took over 
part of the loan. For the next two years, relations between 
Bulgaria and the banks of the Central Powers remained 
rather unfriendly, mainly because of the belief that King 
Ferdinand had fallen in with Russian designs.48 But in 
November, 1911, the Hamburg Stock Exchange was asked 
to admit the 1909 loan to listing. No official opposition 
appeared and the admission was granted. The loan terms 
earlier criticized as not giving sufficient security were D;O 
longer held to be a cause for rejection. In the meanwhile 
the~commercial treaty negotiations between the two coun
tries had been brought to a satisfactory conclusion. Ger-

"OlttJrreiclr.-Ungarm 4tultJnpolitik, Vol. II, Nos. 1858, 1862, 1890, 
1944. 

'' W. H. C. Laves, "German Governmental Influence on Foreign In
vesbnents, 1871-1915," Political 8ci41BCI Q'!MJrttrly, December, 1928, pp. 
514.-515, summarizes the situation. 

u M. Nekludo«, Russian Minister to Bulgaria, relates in Diplomatic 
RemiflilclftCII (London, 1910), pp. 59-61, that during the winter of 1911-
12 King Ferdinand asked the Russian Govemment to assist him in meet
ing personal obligations due to the Linderbank of Vienna, which bank 
was asking mortgage security that be could not give. The Czar arranged 
the required advance through a private Russian Bank. 
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man banking enterprise extended their private founda
tions and activities during the subsequent years. 

During the period of the Balkan wars, Bulgaria secured 
in Berlin some advances to finance munition purchases 
from German and Austrian plants. Upon the termination 
of these wars, as has been related, the Bulgarian Govern
ment, its hopes deferred in Paris, entered into a loan agree
ment with Vienna banks which acted .with the emphatic 
approval of their governmenl "' The Ra.doslavofl' Cabinet 
in power in Bulgaria was offering a secret alliance to the 
Central Powers. The Austrian banks proved incapable of 
handling the loan unassisted. The Austrian Government 
asked the German Government to secure German aid.10 

The German Government hesitated to press its banking 
institutions. Roumania was protesting against any Bul
garian loan arrangements. Even after Von Jagow in
dicated that the Foreign Office was impressed by the 
Austrian arguments, the Prussian Minister of Commerce 
refused to give permission to list any foreign loans on the 
Berlin Exchange--on financial grounds.11 For a time Aus
tria-Hungary thought to circumvent the difficulty by 
grouping a consortium around a Hamburg private bank 
and securing listing on the Frankfort Exchange. But this 
banking combination appears to have decided that listing 
in Berlin was necessary for success. Austria-Hungary 
next tried to persuade the Italian Government to join its 
entreaties. 

At the instance of the German Minister in Sofia the 
Diskonto-Gesellschaft was brought into the negotiations. 
The German Government appears finally to have indicated 
its agreement provided that the loan was sufficiently se
cured and German industry was sufficiently favored. The 
German banking syndicate asked that Bulgarian Govern-

tt Radoslavoff, op. eit., pp. 89 el "9· 
.. t>•tetT.tcl-Uw.go""' ~ut-.,oUt.:k, Vol. VII, No. 9W. 
Ill bid., Nos. 9428, 944.2, 9522, 9552 give the CCMlr&e of discus.siou, 

though leaving eerioua gaps. 
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ment orders be placed in Germany; this was in accordance 
with official demand. As security it was suggested that 
Bulgaria form a tobacco export monopoly over which the 
bondholders should have a measure of control. Counter
proposals and warnings were coming from France and 
Russia. In addition, the peasants were aroused against the 
proposed tobacco monopoly. For a while the RadoslavofT 
Ministry dropped the negotiations. But the French-Rus
sian plans were meeting difficulties also. The Austro-Hun
garian Government strove might and main to cause the 
Kaiser to dictate to the banks. 61 Whether because of such 
pressure or otherwise the banks modified their terms. They 
granted further advances, which amounted ultimately to 
!!tO million francs, to'be paid out of the final loan when 
the matter of security was finally settled. In the upshot, 
the Bulgarian Cabinet closed with the German syndicate 
and rushed the parliamentary measure through Parlia
ment. In the loan terms the scheme for a tobacco export 
monopoly was dropped, but the German banking syndicate 
was given concessions for railroad construction, harbor 
development, and coal mining. In addition, the Bulgarian 
Government promised German and Austro-Hungarian in
dustry orders to the extent of one-fifth of the total loan. 18 

Furthermore, the Bulgarian Government obligated itself 
to make for fifty years all supplementary purchases of 
materials for the ports and railways which were to be 
financed out of the loan through the agency of the Dis
konto-Gesellschaft. Approximately half of the loan was to 
be used to pay off the advances made by German, Austrian, 
French, and Russian banks, spent for the conduct of war 
and for armaments bought from Krupp, Skoda, and 
Creusot. The Bulgarian Government pledged itself to 
contract no further external loan for two years with-

nlJ•t•rrrielt.-Uwgam~ ..4u•enpolitik, Vol. VII, Nos. 9676, 9789, 9862. 
as Ec~t, July 25, 1914; H. Prost, LtJ Liquiddtiot& Ji'iruJfteijr• IU 

1tJ O•err• •• Bv.lgtr.ritl (Paris, 1925), pp. 85 1t 11q., gives the substance 
of the loan contract, as published by the Bulgarian Government. 
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out the consent of the Diskonto-Gesellschaft. The loan 
strengthened the position of the Radoslavoff Cabinet and 
enabled it to push ahead with its plans of alliance with 
Germany. The war, which was to make it unnecessary for 
the armament factories to look for orders, was close at hand 
and prevented the flotation of the loan. These calculations 
which later induced Bulgaria to join the Central Powers 
in the war, shaped themselves in the negotiations for the 
loan of 1914. 

CREDITORS' CONTROL IN BULGARIA 

FoR the service of the consolidation loan of 190!!, the Bul
garian excise tax on tobacco was set aside as a primary 
guaranty. Arrangements were made whereby the pro
ceeds of this tax, up to the amount required for the loan 
service, went directly into the hands of .the creditors' rep
resentative, thereby removing them from the field of temp
tation. The law required that "banderoles" be put on 
tobacco sold to consumers. These banderoles the Bul
garian Government had to purchase from the bondholders' 
representative in Bulgaria. The issuing banks acted for 
the bondholders in selecting this official whose appoint
ment was notified to the Bulgarian Government by the 
French Government. This detail was designed to indicate 
to all and sundry, but particularly to the Bulgarian Gov
ernment, that the French Government stood ready to 
protect the investors if need be and thereby make it easier 
to sell the loan in the first place. It also was a way of giv
ing the French Government another spokesman on the 
ground in Bulgaria. The Bulgarian Government was 
pledged not to modify the scheme or schedule of the 
pledged revenues. In addition, it was obliged to promise 
to maintain gold payment for bank notes, subject to sus
pension in war-time--a provision which tended to prevent 
an extravagant use of the printing press to the destruction 
of Bulgarian credit. Small as was the outside control im
posed by the scheme, its introduction waa disliked by the 
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people. Parliament twice rejected it; the King dissolved 
Parliament; the new Parliament passed the necessary law. 

By accepting this arrangement Bulgaria was enabled 
to borrow at a lower interest rate than was paid for pre
vious loans, at an effective cost of about 5.5 per cent as 
contrasted with 6.5 per cent and more. The service of the 
1904 and 1907loans was also put under this control. For 
the later loan not only was the surplus of the tobacco 
banderoles tax pledged, but also the stamp tax, and, in 
cases of need, a tax on tobacco manufacture. The bond
holders' representative sold the stamps as he did the bande
roles. In the 1909 and 1914 loan arrangements no special 
revenues were set aside or control provided, though the 
government must have realized that their sales value 
would have been enhanced thereby. It fought against ex
tension of foreign limitations on its freedom. It was afraid 
that political control might follow in the train of financial. 
It did, however, create a special semiautonomous Debt 
Administration composed of Bulgarian officials.14 

The bondholders' representative in Sofia played a bene
ficial part in Bulgarian finances and Bulgarian economic 
life and attained considerable influence. That Bulgaria 
used its improved credit for purposes that proved dis
astrous is not a criticism of the control arrangement, but 
of the passions which governed the times. 

FINANCING GREECE'S NATIONAL CAREER 

THi: history of Greek borrowing is that of a small and 
industrious nation whose ardent will for development and 
expansion caused it to live constantly beyond its resources, 
especially since it lived with the conviction that the decay
ing Turkey from which it had won independence had not 
yet yielded its natural territorial heritage. In this sense 
the loans of foreign investors were more a participation in 

11• See the text of the law in the report of the Auoriatima des PorteuTI 
Fra~a.ill, 1912, pp. 270 et lt!q. 
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a national career than an ordinary economic investment. 
Between 1879 and 1893 Greece became indebted to foreign 
investors for the sum of 630 million francs of which she 
received but 459 millions. Of this about UO million francs 
were used for economic purposes and the rest for ordinary 
budget needs and military expenditures.55 England, 
traditionally a friend of Greek aspirations, was the chief 
purchaser of the loans. This debt burden was plainly be
yond Greek capacity and Greek currency was falling in 
value, but the banks, in return for large commissions and 
extensive pledges, found loyal investors to furnish the 
funds to pay interest on old debts. 

By 189~, however, this aid came to an end. The debt 
service required half of the total revenue. In that year the 
Premier, Tricoupis, tried to arrange for a loan in London 
with the British Government. Mr. Law was sent to Greece 
to study the financial situation. France, mistrusting this 
step, asked that a Frenchman share in the inquiry. The 
request was granted. The opposition in Greece criticized 
this action, fearing it as the prelude to foreign financial 
control. Such control in the final outcome the bankers 
did ask as a condition of another loan. The Greek Gov
ernment hunted for another way out of its difficulty. An 
agreement was signed with Hambros Bank in London 
under which interest on outstanding loans was to have been 
temporarily paid in bonds which were to be guaranteed by 
the proceeds of various taxes to be deposited directly in 
designated banks.56 But in May, 1893, the Greek Govern-

eo Andreades, "Les Finances de la Gr~ce," Jounwl du EcOftOmi..te•, 
April, 1915, p. 58. Greece owed a large part of the roads, railways, and 
mines which were in operation in 1914 to this era of borrowing by 
Premier Tricoupis who managed to inspire foreign investors with great 
confidence by restraining Greece from political adventure. By 1892 
Greece had 630 miles of railway; by 1914. only 400 more miles had been 
added. Another 400 roughly were acquired with territory taken from 
Turkey. S. Koronis, "Einige Betrachtungen iiber die Eisenbahnpolitik 
Griechenlands," Balkaa Re"Oue, May, 1914. 

110 E. Driault et M. L'Heritier, L'Hutoire Diplomatique a. Ia Grece 
d• 18tl o No1 Jour1 (Paris, 1926), IV, 297 et uq. 
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ment denounced that agreement and declared that pend
ing further negotiations, it would pay only 30 per cent of 
the interest on its debt. At the same time it took over 
the pledged revenues for general budget purposes. Most 
of the debt was held in Great Britain and Germany. The 
default, coming shortly after those of Portugal and Ar
gentina, created intense irritation. Despite the pressure 
of the injured parties, the governments of the creditors 
refused to take strong measures against the defaulting 
state.'11 

For four years the creditors' committees and the Greek 
Government engaged in stubborn negotiation without is
sue. The Greek people rejected all suggestions of bond
holders' supervision of revenue. Once in fact the Greek 
Parliament overthrew a ministry which planned to give 
foreign interests a place in the national bank. 

In 1898 when Greece despite the constraint of the 
Powers plunged into a war with Turkey over Crete and 
emerged defeated, the bondholders' demands for protec
tion were made effective. Future Greek wars at any rate 
were not to be fought at the direct expense of her credi
tors, though the risk had been obvious when the loans were 
made. On the initiative of the German Government provi
sions were written into the preliminary terms of peace 
whereby Greece intrusted to an International Financial 
Commission appointed by the Powers the duty of con
trolling the revenues set aside for the debt service and the 
n~wly imposed war indemnity. Clemenceau wrote at the 
time that France had collaborated in an "infamous act" 
under the orders of Germany." Greek opinion was pro-

sT Kebedgy, "Les Diffieultes Financiers de Ia Grece," ReTml Gb!Aral1 
d• Droit Ifltl!'i"RRtwnal Public, 1894., p. 261. Gennany did try to get 
Great Bl'itain and France to take more vigorous action, but they l'e
fused. Driault et L'Hel'itiel', op. cit., IV, 808--305, and Dil Gro11fJ Pol'
tik, Vol. IX, No. 2161. 

saE. J. Tsudel'OS, Le Relbr:lemMt gcOftO'miq'IUI 46 Ia Gr~c• (Paris, 
1919), p. 9. The otlicial reporls heal' out the Gennan insistence. France, 
A.rchiw• .DiplotnatiqufJI, 1898, Ill, 67. The British Government exerted 
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foundly hostile to the arrangement but the subsequent 
results of its operation do not support Clemenceau's char
acterization. The Greek Government was forced to accept 
in order to free its territory of Turkish troops. In return 
for tlus supervision, the interest rate on the debt was cut 
to about a third of the original rate and the Powers gave 
their guaranty to a new Greek loan which she was thereby 
enabled to market at 2% per cent. The sale of this loan 
marked the low point to which interest rates fell in Eu
rope during the nineties. 

The subsequent record of Greek borrowing is a repeti
tion of this earlier history. The French investors, favor
able to government securities, instructed by their banks 
which acquired railroad and banking interests in Greece, 
and encouraged by their government, began to take a 
large share of the new loans issued by Greece. The German 
investors took virtually none. The British investors were 
not as approachable as before, but remained the most im
portant creditors." Expenditures for military purposes, 
ports, and railways produced fresh deficits and occasioned 
new borrowing. The payment of outstanding floating debt 
continued to be the signal for the contraction of new ones. 
Greece continued to push against the limitations of her 
size and wealth. · 

From the Balkan wars Greece emerged with a heavy 
debt to its national bank, to foreign armament firms, to 
the Comptoir National for short-time advances, with a 
budget deficit and with newly acquired provinces to ad
minister. The necessary aid, a loan of 500 million francs, 
was found chiefly in Paris and London though parts of 
the loan were also sold in Egypt, Athens, and New York. 

itself to secure preferred treatment for tbe British banks wbo had 
made the funding loan of 1893. Great Britain, Grt~H• (No. 1), 1898, p. 
lt ., ''i· 

•• Payments made by the International Commission in 1912 upon loans 
under ita npenision were 8.1 million drachmae in Great Britain, ft.& 
million in Franee, 1.2 million iD Germany, 2.T in Greeee. L• JloreU 
Fiatlftcin, 1913-13. p. Tf.S. 
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King Constantine at the time asked the German Govern
ment to secure German participation, indicating an in
clination to join the Triple Alliance as soon as the loan 
business in Paris was settled. 60 The publication of the news 
of the conversations between that sovereign and the Kaiser 
made it more difficult for a time to conclude arrangements 
in Paris. But the difficulties were finally overcome. As the 
price of permission to list the loan in Paris, during the 
days when the Paris market was under strain, the French 
Government was able to report advantages obtained. Ma
terial orders for the Greek army, navy, and railroads were 
reserved for French firms, a French company was given 
the contract for construction of the junction line between 
the Greek and Turki~h railways. The Greek Government 
agreed to take over part of the Turkish debt in view of 
the transfer to Greek sovereignty of former Turkish 
territory and to guarantee the debt service of the Saloniki
Constantinople Junction line (a French-owned company, 
a large part of whose line was in the transferred territory) 
until its disposition was finally settled. 81 The loan carrying 
an actual interest return of 5.85 per cent was heavily 
oversubscribed in Paris. 

There was at the time a French military mission in 
Greece, a French general being in command of the First 
Army Corps. Another Frenchman was in charge of the 
organization of the military supplies to be purchased in 
France. The French Government was supporting Greece 
iathe current dispute over islands claimed by both Greece 
and Turkey.62 ln the spring of 1914 the Turkish Govern
ment was also borrowing in Paris to restore her military 
forces so that she might win back the disputed islands. The 
Turkish purchase of a dreadnought stimulated similar 
action on the part of Greece. Funds that were intended for 
railroad construction were spent for cruisers bought from 

eo iJdlft'ete.,_Uagarru Autm.politik, Vol. VII, Nos. 8572, 8603. 
et.Lirwe Noir, II, 233. 
e2 Driault et L'Heritier, op. cit., V, 153-157. 
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the American Government out of its current stock. 83 But 
the threatened conflict was deferred until after the Great 
War. 

The total Greek government debt at the outbreak of 
the war approximated a billion and a quarter francs, 
about half again as large as it was upon the establishment 
of control." But the debt funded in 1898 paid interest of 
less than!% per cent; the debt subsequently contracted 
required the payment of 5 per cent. The ordinary reve
nues increased but not with great rapidity and debt 
charges rose in 1914 almost to 85 per cent. Some of the 
debt, perhaps !0 per cent, was held in Greece. The direct 
productive result was small. Roads had been built, some 
port and drainage works had been completed and about 
150 million francs had been devoted to railway construc
tion. Still in 1914 Greece looked back at her augmented 
territories and was satisfied. The country proved able dur
ing the Great War to carry the burden of debt it had 
accumulated. The holders of Greek bonds fared better 
than most purchasers of European government bonds. 

CREDITORS, CONTROL IN GREECE 

THE Greek law of 1898 transferred to the control of an 
International Financial Commission the revenues which 
had been pledged to the defaulted loans.•• The six mem
bers of this Commission were appointed directly by their 
governments. That the Russian, Austrian, and Italian 
governments were given representation as well as the Eng-

•• Andreades, Jo.rMJ tlu .tcortOMilt••, May, 1915. For an account of 
the transaetion in Washington, see H. Morgmthau, I W111 Bnl eo 
Jftlulu (New York. 1929), pp. 18 '' ••q. 

•• For a running account of the situation, see the reports of the 
British delegate on the Intemational Financial Commission, published 
in tbe annual series of Diplowaatit: •IWI COUtllu B•fH""U· 

a For the terms of the Greek Law of COntrol and the statutes of 
the Regie, aee Great Britain, Gre•c• (No. 1), 1898, and Or••c• (No. 
1), 1898. For later agreements, aecords, ett!., see IA D•et• Ptabliq., IU 
La Gric•, Hilton, Loit, D~cr•tl, COIIWMiotN, .Ct:. (Atbc::os, 1916). 
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lish, German, and French, must be attributed to political 
considerations, for their citizens held but minute parts of 
the Greek debt. The Commission was given the power to 
name its subordinates. The Greek Government retained 
the right to veto all major appointments. The original 
pledged revenues put under the control of the Commission 
were those derived from the state monopolies (salt, petro
leum, matches, playing cards, cigarette paper, andNaxos 
emery}, from stamp and tobacco taxes and from the cus
toms duties of the port of Piraeus. The Commission did 
not administer the revenues directly. That task was put 
in the hands of a Societe de Regie, under the control of 
the Commission which could annul its decisions and dis
miss its employees. The Regie was Greek in personnel and 
its director and subQ.irector were elected by the share
holders subject to the veto of the Commission. The Regie 
managed the monopolies and collected the other assigned 
revenues. To it the Commission sold the banderoles used 
to pay the tobacco taxes. The Commission was given the 
furt:Per right to inspect all institutions which in addition 
to the Regie took part in the collection of pledged reve
nues, for example, the customs service. 

In the law of control there were inserted provisions in
tended to keep public finances healthy. They were incom
plete but as extensive as the Greek Government would 
accept even in return for a guaranteed loan. The state 
debt in the form of currency notes and short-time treasury 
bonds, it was provided, was to be converted into a funded 
int_ernal debt. The government, without the Commission's 
permission, was not to borrow more than ten million 
drachmae through treasury bills; this was circumvented 
at a later date. The outstanding paper currency was to 
be reduced by two million drachmae a year; this provision 
was observed until 1908 to the great improvement of 
the exchanges ; thereafter the government need grew too 
great. The government gave up the right to make "forced 
loans" without the Commission's consent until all the 
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paper currency which the government had put into circu
lation at forced values was amortized. These restrictions 
constituted a rudimentary scheme of monetary reconstruc
tion. The government chafed under them and in the later 
years cast some aside. But even their partial application 
contributed to the course of development which brought 
the drachma back to par. From that improvement in Greek 
exchange, the bondholders benefited in the form of an in
crease in the rate of interest payment. 

The Commission applied itself to improve the adminis
tration of the monopolies and pledged revenues and to 
stop frauds and contrabands. The yield of the controlled 
income mounted slowly. 

NET YIELD OF PLEDGED REVENUES 
(millions of drachmae)" 

1899 4o'U 1908 68.2 
1900 66.'1 1910 66.6 
1902 68.0 1912 M.6 
1904. IS1.8 1918 M.O 
1906 11'1.1 1914 '79.1 

The increased yield is in part accounted for by an in
crease in certain customs duties made in 1905-6. The big 
leap in 1914 is explained by the inclusion of important 
additional sources of revenue pledged to the 1914 loan. 
What genuine increase in yield6there was before 19Ut 
came wholly from the Piraeus customs. The monopolies, 
stamp and tobacco taxes, did not improve their return un
der international administration. The Commission found 
it difficult to change established ways and practices, de
spite the powers of assertion with which it was, on paper, 
endowed. The annual reports of the Commission often 
record the complaint that despite its effort and urging 
no ''noteworthy steps have been taken towards introducing 
the various reforms which have frequently been sug
gested."" Though the 1898 arrangement obligated the 

M Prepared from the ..4-t!Gl Beport1 of tla• l•t•,_tw-z Fiaaacial 
COtnmu.riott. 

"See R1porl.l of tlat Cntaril of Fortlip Bow.d.ltoldnl, 1908, p. 209; 
1911, p. 191. 
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Greek Government to make such outlay as might be neces
sary for the improvement of the customs service, it always 
put aside such demand. The Greek Government accepted 
the Commission but was always somewhat frightened lest 
its prerogatives grow. The Powers intervened from time 
to time to support the Commission in its efforts.68 But 
since the assigned revenues produced not only a sum suf
ficient to meet the minimum debt service, but also to yield 
substantial "plus-values" which were shared with the 
bondholders, the Commission did not attempt to assert the 
limits of its authority. The Greek Government used the 
institution when it could not secure credit any other way. 
In 1911 investors proved willing to purchase a loan not 
secured by the Commission's guardianship. But the large 
loan of 1914 was obtained only by placing many new reve
nues under its control. 

The existence of the Commission increased the borrow
ing power of Greece and enabled it to borrow more cheaply 
than it could have otherwise. It emboldened investors to 
risk their money in the Near Eastern conflict. Whether 
Greece e!nd the rest of the world would have been better 
served by not improving the security for such loans (the 
~arne question arises in regard to Turkish, Serbian, and 
Bulgarian loans) is matter of political judgment. Cer· 
tainly only the existence of the scheme of control enabled 
the investors in Greek loans to receive their full interest 
payment during the stormy years that both preceded and 
followed 1914. 

_ es Report• of tlul O&u:IICu of Foreig• BODdhold.er~, 1908-4, p. 157; 
1918, p. 38. 



CHAPTER XIII 

THE FINANCING OF THE 

BALKAN RAILWAYS 

ACROSS THE TURKISH PROVINCES· !'ROM CONSTANTINOPLE 

TO VIENNA 

THE railways which connected Central Europe with 
Constantinople traversed and branched into the 
territorial domains of six states-Austria-Hun

gary, Roumania, Bulgaria, Serbia, Greece, and Turkey. 
With the exception of the first, these states· were poorly 
provided with railways. Between the lines which did exist 
connections were few. There was no direct connection be
tween Roumania and Serbia, and the Greek system was 
not connected at all with the Central European system. 
Each state wanted to control the lines within its territory 
and each had plans for connections and new through lines 
which would serve commerce and make armies mobile. It 
proved impossible to unite the scattered lines into a satis
factory system or cooperative scheme for common ad
vantage. Their history shows all the difficulty of develop
ing international economic cooperation in a world of small 
and warring states. It demonstrates that in such a world 
even the laying of a mile of track is an action disputed 
in a dozen Foreign Offices. Under such circumstances for
eign capital can find no straightforward task. It adapts 
itself as best it can by seeking government favor, forms 
rival international groups that ally themselves with po
litical forces and seek opportunity by serving political 
ends. The existence of national boundaries biases every act 
and negotiation.' Plans molder for a decade that could be 
executed in a year. 

By concession of the Turkish Government three rail-
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ways were planned in the European territories which were 
under Turkish sovereignty when the concessions were first 
given. The first undertaken was the most important; it 
was intended to join Constantinople with Western Europe 
and by its branches to penetrate the rest of the Turkish 
domains. On its main line a continuous service was finally 
established-though not all under the control of the com
panies possessing the Turkish concessions; a through ex
press service was operated to and from the Golden Horn. 
That so continuous a route could be organized, despite the 
perpetual quarrels among the states, was more or less an 
accident in Balkan history. The changing regularity of 
operation of the Orient Express (with its Wagon Lits) 
was in fact a fairly good index of the state of feeling be
tween the neighbors. 

The Turkish Government, still master of most of south
east Europe, in the sixties had built, through a British 
syndicate, lines from Varna on the Black Sea to Rustchuk 
on the Danube, and from Kustendil westward. These 
the Grand Vizier planned to link with the railways of 
Central Europe and to make into a network which would 
extend from the Black Sea to the Austrian border, from 
the Danube to the Aegean. In 1868-69 a concession for 
this scheme of railways to be about ~,500 kilometers long 
was given to Baron Hirsch who was influential in the 
South Austrian railways. The main stem was to run from 
Constantinople to Sarajevo and from it four lateral 
branches were to extend. In 1870 Baron Hirsch formed 
an Austro-French company to build and operate the lines. 
Under the terms of his concession the company was prom
ised a bond subsidy for construction of 14,000 francs per 
kilometer and guaranteed gross annual receipts of 8,000 
francs per kilometer in effective operation. In return the 
Turkish Government shared in the total gross receipts 
over a fixed amount. So that the funds required for con
struction might be immediately available, the Turkish 
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Government turned over 3 per cent lottery bonds which 
Baron Hirsch proceeded to market.1 

Construction was begun in 1870. But the task began to 
frighten Baron Hirsch's company. It asked.for and ob
tained a revision of its concession whereby it was required 
to build only 1,~7 4 kilometers and these in different and 
disconnected sections. The Turkish Government under
took to construct the complementary lines. By 1875 the 
sections intrusted to the company were built; those left 
to the Turkish Government remained uncompleted. For a 
few years the line rested in three isolated sections. 

By the Treaty of Berlin in 1878, Serbia·was confirmed 
in her independence. The territory which forms Northern 
Bulgaria now was made into a substantially independent 
principality, while Southern 'Bulgaria, known as Eastern 
Roumelia, was constituted an autonomous Turkish prov
ince under a Christian governor appointed by the Porte. 
Through all these territories the newly built and projected 
railways were to take their course. Under the terms of the 
treaty the company owning and operating the sections 
built was confirmed in its previously acquired rights. But 
if the lines were ever to pay, the construction of the con
necting stretches was essential. Thus the treaty provided 
in principle for the construction of these connections and 
the junction of the system with the other lines in Austria, 
Bulgaria, and Serbia. Delegates of these three countries 
and of Turkey met in 1883 and entered into a convention 
whereby each promised to construct the necessary connec-

l For the term1 of the concession, thi8 transaction, and later agree
menta, see G. Young, Corpt d.l Droit Ottomc~a (Oxford, 1906), VoL IV. 
Theile bonds Baron Hirsch took from tbe government at 128.5 francs 
eacb; he sold tbem to the Austro-Frencb group at 150, who issued tbem 
at 170..180. They were of 4oOO francs' nominal nlue. Because of tbeir 
lottery character, botb tbe London and Paris Stock Exchange refused 
to list tbem, and tbey were sold chiefly in Vienna. In tbe subsequent 
Turkish bankruptcy tbey were given smaller consideration tban the 
regular Turkish government bond issues. 
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tions within its territory.2 The junction points were Sem
lin on the Hungarian border, Sofia in Bulgaria, Nich in 
Serbia. By 1888 the connections were built and Europe 
had a through line from Constantinople to Vienna-1,686 
kilometers. This was the period in which, it rna y be re
called, German and Austrian capitalists, with the favor
able regard of their governments, were loaning freely to 
the Bulgarian and Serbian governments so that they 
might build railways. Each government had reserved the 
right to control the exploitation of the new sections and 
connections which it built. The operation of those sections 
of the lines which had been built under the original 
Turkish concessions was retained by the operating com.;. 
pany to which Baron Hirsch's construction company had 
transferred its rights.~ Ultimately these were bought out 
by the ·Oriental Railways Company (Die Betriebsgesell
schaft der Orientalischen Eisenbahnen):' The Oriental 

2 For a careful analysla of the project,. see Cof'f'~•p~JfKUMI B•w.t•g 
eo Articl1 XXXYIII of tla• Tr1aty of B•rlin, Great Britain, Parlia
mentary Papers, Commercial No. 88, 1888, and Commercial No. 16, 18~ 

a Tbns there became concerned In the management of different sec
tions of this line the following administrations, as constituted in 1888: 
the Austro-Hungarlan State Railways, the Hungarian State Railways, 
the Serbian State Railways, the Bulgarian State Railways, the Society 
of Turkish Railways (Baron Hirsch). 

• This was after many vicissitudes and transactions. The company 
was Incorporated as an Anstrlan company. In 1908 It was tumed Into 
a Turkish company and headquarters were transferred to Constanti
nople. The share capital was in the bands of German, Austrian, and 
Swiss banks, who lodged control In a holding company created at Zurich, 
which in tum was controlled by the Deutsche Bank; the control of the 
Saloniki~Monastir line was held by the same parties. The properties 
operated by the company were until 1908: 

(a) The main line, Constantinople to Bellova via 
Adrianople, with branches to Dedeagatch 
and Jamboll, 816kms. 

(b) Salonlkl-Usku~Mitrovitza, 868kms. 
(c) Uskub to Ziberce, linking since 1888 with Ser-

bian National Railways, Slllm:ul. 
(d) Line, Nova Zagora to Tebirpaville, built by Bul-

garian Government, 80 kms. 
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Railways Company until 1909 had its headquarters in 
Vienna; thereafter in Constantinople. But the effective 
control remained untill913 in the hands of German banks 
headed by the Deutsche Bank. 

One important part of the original Turkish scheme and 
of the revised Hirsch concession, these new arrangements 
left unfulfilled. A through route from Vienna to Saloniki 
on the Aegean had been planned. But no agreement was 
reached among the states concerned. The Austrian section 
running south ended in Uvac in Bosnia, a Turkish prov
ince under Austrian control. The section running north 
from Saloniki ended at Mitrovitza in Macedonia. Serbia 
opposed this direct line between Austria and the Aegean. 
Serbia itself had a railway outlet to the Aegean in the line 
from Nich to Uskub where it linked up with the Saloniki 
line. The plan was regarded as an attempt to check 
Serbian development since the projected line 'Would not 
have passed through Serbia. But Austria did not renounce 
the wish and it was to become active again in 1908. 

After the line from Constantinople to Vienna was in 
operation, Turkey granted concessions for two other rail
ways to traverse her European provinces. In 1890 the 
Deutsche Bank was authorized to construct a line running 
westward from Saloniki !19 kilometers into Macedonia to 
Monastir. The operation of this line was turned over to 
the Oriental Railways Company. A French group, of 
which the Banque Imperiale Ottomane was a part, secured 
the concession for the other railway. It ran eastward from 
S&loniki 550 kilometers in the direction of the coast line 

and (e) The S&loniki-Monastir Line (under an operat
ing eontract and with aeparate organil:a-
tion and aeeounta), 219 kms. 

Under the agreements between the eompany and the Turkish Govern
ment, all annual gross receipts over 7,000 france per k:Uometer were 
di'rided between them. The railway guaranteed the government a mini
mum annual payment of 1,500 franca per k:Uometer, of wbieb most wu 
paid directly to the Banque de Paris and Pays Baa to di.sebarge the 
aenice of the 18M loan. The eoneeasion was to expire in 1958. 
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and joined the Oriental Railways near Adrianople. Con
structed and operated by a French company, the Salonik.i
Constantinople Junction Railway enjoyed a guaranty of 
15,500 francs gross annual receipts per kilometer, guar
anteed by the tithes of the districts it traversed. Neither 
this line nor those of the Oriental railways connected with 
the railways of Greece, as Greek territories then were. 
Turkey steadily refused to give the necessary authoriza
tion to build the 70-mile connection through its Mace
danian province. This refusal WaR a great source of Greek 
resentment. 

THE ORIENTAL RAILWAYS LIVE AMID TROUBLE 

THE Oriental Railways Company was not to operate in 
the midst of Balkan conflicts and territorial changes with
out serious difficulties. For one thing, it was commonly 
regarded as an agent of Austrian and German political 
purposes in the Near East. As Serbia and Bulgaria made 
progress with their own railway system, as they repur
chased other privately built railways within their terri
tories, they resented the independence of the lines of the 
Oriental Railways within their borders. For that company 
was run from Vienna, had rate schedules and regulations 
outside of their control and its higher personnel was for
eign. The company was accused, justly or otherwise, of 
subordinating the interests of the countries which it trav
ersed to its own financial interests and to Austro-German 
economic interests and of making no effort to develop local 
resources and industry! Bulgaria and Serbia, assisted 
chiefly by French capital, proceeded with the acquisition 
-or construction of other lines and bided their time to ac-

•G. Bousquet, Let ChemiN d.tl fer Bulgar11 (Paris, 1909), pp. 1'7 et 
I#Jq, To judge the degree of validity iD these opinions a careful analysis 
of a most intricate body of facts would have to be undertaken. I have not 
discovered any such study among the colored and controversial litera
ture on the subject. 



THE RAILWAYS OF THE BALKANS -1912. 
(But showing the lines of the Oriental Railway Compaf!Y as they were in 1908) 

lines. administered~ tlte OriiJIItq/ Railway Company-1908 ... ------
Salomki Junction Railway. .•.......•••.....•..... -·-······---·-······-,..,..,...,..,....,..,.., 
The Austrian project- Uvoc-1/itrovitzo ...............•.•..... .......... :mo:o .... =--
TW'O proposed routes for /Janube-Adriatk Railway.. •..•......... =-=-=-.,..or::: 
Other roilwoys- almost all stu1:1 operrrteri... ... _______ •.... ;. ····--"""".....,...., ...... ..., 
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quire control of the properties operated by the Oriental 
Railways.• 

Bulgaria expressed its discontent by action. In 1896 it 
undertook the construction of a parallel line as part of its 
state system. The Oriental Railways Company protested 
and was supported by the Austrian and German govern
ments and banks which cut off credits to the Bulgarian 
Government.1 In 1898 the company offered the Bulgarian 
Government the right to operate the 319 kilometers within 
its territory for a reasonable compensation. The Bul
garian Parliament ratified the agreement but the Sultan 
of Turkey opposed it and Bulgaria found it difficult to 
borrow the necessary funds. Finally a new convention with 
the company was signed in accordance with which the 
parallel line was given up. At another time Bulgaria took 
possession of one of the branch lines of the railroad and 
kept it, paying an annual indemnity. 

In January, 1908, a quarrel broke out which evoked 
violent passion and drew in almost the whole of Europe. 
Austria announced its intention to seek from the Turkish 
Government a concession to join the railroads of Bosnia 
to the line running north from Saloniki, to build the link 
of 150 kilometers that had been left broken when the two 
other sections were built, the link that would unite Vienna 
to the Aegean at Saloniki via Sarajevo without traversing 
Serbia. The connection was to be built across the then 

• In 1881, the AWitrian Lli.oderbank in cooperation with L'Union 
Gen6rale had agreed with the Serbian Government to construct and 
mana.ge the important lines. Belgrade-Nieh, Nich-Mitrovitza. Upon the 
fa.iiure of the L'Union G6n6rale other French interests were admitted. 
The line to Mitrovib:a was not built. In 1889 when the Comptoir D'Es
compte fa.iied, the Serbian Government took possession of the lines under 
Ita control, those built to connect with the Oriental Railways and others. 
'flle company asked not only payment for the physical property, but an 
Indemnity. The French Government stepped in and mediated an agree
ment. Serbia was enabled to issue a loan in Paris to pay for the ra.ii
W'8)" and dlsc:h.arge floating debt; the loan was secured on the railway 
receipts and other taxes. 

' K. HeUferieh, GtiOf'g Y 0tt Bwm.,.,, II, 11. 
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Turkish province of Novi-Bazar. Austria had delayed this 
action because of Hungarian opposition which now had 
diminished. Now its action was timed if not provoked by 
new initiative being shown by Serbia, Russia, and Italy in 
the plan for a railroad to run from the Danube to the 
Adriatic. 8 Austria asserted that the right to build the rail
road to the Aegean had been conferred upon her by the 
Treaty of Berlin. This the other Powers disputed.0 Plans 
for this road seem to have been formulated at least as early 
as 1900 and even in these early formulations stirred up 
fears abroad.10 In its action Austria-Hungary sought to 
cooperate with Greece and at the time of the 1908 declara
tion Von Aehrenthal, Austro-Hungarian Secretary of For
eign Affairs, expressed the hope of effecting a junction be
tween the Greek and.Turkish roadsatSalonikiandasserted 
that he was supporting Greek efforts at Constantinople. 11 

The chief purpose of the Dual Monarchy in pushing for
ward this railway project was to establish clearly, against 
the possible smash-up of Turkey, its right to dominate 
the line to Saloniki. If Turkey retained possession of the 
Sandjak, the position of the line would remain unchanged, 
if it lost possession the Dual Monarchy would be in a 

a This suggestion is made by the editors of the British Document1, 
VoL V, No. 227, note; see also Dis Gross• Politik, Vol. XXV, No. 8681, 
which relates the plan of the Anglo-French-Italian group for route, 
Dulcigno, Scutari, Prisend, Uskub, in October, 1906, and Nos. 8726, 8735, 
in which revival of this project with Russian support is discussed. The 
plan for the line to the Adriatic appears to have heen first broacht>d hy 
Serbia in 1896. Durin~t 1901 11 stubborn attempt had bern made by Serhia, 
with Russian and Italian support, to ~tel the neressary authorization 
born the Porte. The French Foreign Office had btgun to favor the 
project; Italy put forward a joint Franco-Italian scheme; but when 
Delcasse was advised from Constantinople that Turkey oppostd Italian 
participation, he evaded in the hope of the venture hecomin~t wholly 
French. Documents Diplomatiquea Fraru;:aia ( 1871-1914), 2d ser., Nos. 
139, 182, 238, 247, 307, 308, 322. 

a P. Crozier, "L'Autriche et L'Avant-Guerre," R1tJue de France, April 
I, 1921, p. 802. 

10 C. Loiseau, L'.tquilibn Adriatique (Paris, 1901 ), pp. 106 et 16q. 
11 E. Driault et M. L'Heritier, op. cit., IV, 562 et •eq.; Britialt Docu

msntl, Vol. V, Nos. 250, 256. 



Tke Financing of the Balkan Railways 301 

strong situation to bargain with the new masters over the 
disposition of the whole of the Oriental railways.12 The au
thorization asked by Austria-Hungary was granted by 
Turkey in preliminary form. Its execution was deferred 
when the Dual Monarchy decided to annex Bosnia and 
Herzegovina later in the year. 

There followed upon these Austrian actions fresh and 
aggressive retaliation on the part of the Balkan states and 
Russia. The first positive spectacular move was made by 
Bulgaria in September, 1908. On the occasion of a strike 
on the Oriental Railways which the Bulgarian Government 
fomented, that government took possession of 319 kilo
meters of company line in Roumelia (from the border to 
Bellova. on the main line and the branch to Y amboli). 
After the strike ended the government declared its inten
tion of retaining the line, asserting a willingness to in
demnify the company, but not making clear where the 
necessary funds were to be found. Turkey appealed to 
the Powers for the restoration of the line to the company. 
The French and German governments refused to inter
vene. Finally, after the declaration of Bulgarian inde
pendence, agreements were signed between the company, 
the Bulgarian and Turkish governments by which the 
Bulgarian Government came into possession of the line 
and attached it to the state railways. The funds required 
to indemnify the company and Turkey for the seizure of 
the railway were furnished by the Russian Government.11 

Serbia and Russia also responded vigorously to what 
they regarded as a serious violation by Austria of the 
lfattU quo in the Balkans. This to them was not merely 
a railroad plan. It was an act of political aggression, an 
attempt to thwart the movement toward Slavic racial 

u Dlt•N'etc._Uf1911"" .tfuuspoUtik, Vol. I, Nos. 2, 8, 9, 82. Un
fortunately most of the correspondence on the subject is omitted from 
the collection of documents, wherein it- most clearly belongs. See foot
note to Document No.2. 

u Britwl D _ _,,, V, 669 •C "f·• and 792. 
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unity in the Balkans by dividing Serbia and Montenegro, 
a pretext for future intervention. The Russian Foreign 
Minister informed the British Ambassador that "he would 
not hesitate to take strong measures to prevent what he 
would consider to be an infringement of the Treaty of 
Berlin."11 Italy also was stirred lest Austrian influence 
be strengthened in Northern Albania. Great Britain was 
indignant because of the belief that the necessary permis-. 
sion had been secured from Turkey in return for Austrian 
opposition to judicial reforms in Macedonia which the 
British Foreign Office had been trying to effect. 

FROH THE DANUBE TO THE ADRIATIC 

THE opposition centered upon carrying through a plan 
to secure from the Turkish Government a concession for 
a railroad to run westward from the Danube to the Adri
atic-uniting the Slavic peoples and connecting with the 
Roumanian and Russian railroads. This project which 
would cut across any Austro-German line running toward 
Saloniki had been broached as early as 1904 and was 
known as the Timok Valley Railroad.111 During 1906-7 a 
number of competing plans and proposals had been in 
the field. For construction along various routes an Anglo
Serbian, an Anglo-French, and a German syndicate made 
offers to the Serbian Government asking for a government 
guaranty of interest. Montenegro endeavored to win over 
the Powers, especially Italy, to the support of an alterna
tive-road which would run to the pori of Antivari in Mon
tenegro. All required the consent of the Turkish Govern
ment and all presented serious physical obstacles which 
would make their cost exceed by much the amount that 
could be expected as immediate yield. Nevertheless, French 

u Rep~rt ~f Sir Charles Hardinge to Sir Edward Grey, June, 1906, 
1D Viscount Grey's TfiiMtty·FIID• YHrl, 1891-1916 (London, 1921), pp. 
206-201. 

11 J. Aolneau, "La Querelle des Chemins de Fer Balkaoiques," B..:. 
'*" Poliliqw et PMlefM'ItlcM.-., September, 1908. 
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financial interests, especially the Banque Imperiale Otto
mane and the Banque de Paris et Pays Bas, steadily en
couraged the desires of the Serbian Government. Toward 
all the British Government, and in a lesser measure the 
Russian, had shown themselves till1908 sympathetic but 
noncommittal. 

In 1908 the attitude of the Russian Government 
cha.nged.10 It exerted itself to the utmost at Constan
tinople. Further it asked for the Austro-Hungarian diplo
matic support in the Turkish capital, as the price of 
Russian support to the Sandjak scheme. The Dual Mon
archy permitted itself to express friendliness to the plan, 
but refused positive help. Now moved to quick action in 
March, 1908, Serbia sought the necessary authorization 
from Turkey, having the promised aid of France, Russia, 
and Italy.17 The British Government expressed the view 
that this concession should be granted to Serbia, or that 
permission should be denied Austria to build across 
Novi-Bazar. During the early discussions the Serbian 
Government agreed to step aside in favor of the French
owned Saloniki-Constantinople Junction Railway. The 
Italian Government proposed that the venture be financed 
by an international syndicate, 40 per cent of the capital 
of which would be French, and the rest in equal amounts, 
British, Russian, Serbian, Ita.lian.18 The Banque Impe
riale Ottomane and the Banque D'ltalie entered into dis
cussions and in June-July, 1908, an agreement concerning 

•• Britilla Doctlfftn.tl, VoL V, No. 116; iJ•terr.V:1t-UtlflaNll Awl,. 
polUik, Vol. I, Noe. 2. 8, t, 82, 68, 612. 

u Britilla Do~, VoL V, Nos. 24.4, 24'7, 268, 26'7; G. Giolltti, Of'• 
rit., p. 20'1. 

nBrUvl D-tl, VoL V, No. 24.8; G. Y. Devaa. op. rit., p. 208, 
gives slightly ditt'erent proportions. Giolitti, op. rit., p. 208, states that 
by aa agreement reached oo June 8, 1908, tile French were to pronde 
85 per emt of the eapital and to appoint IJ direetora. including the 
president. tile ltallana were to provide 85 per eent and appoint 6 di
rectors. the Rnssiana were to provide liS per emt and to appoint 2 di
rectors. the Serbs were to provide l'i per oent and to appoint 1 direetor. 
Of the capital of the Port Company the Italiana were to provide 61.1 per 
emt 
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the company organization was reached. Efforts were re
newed at Constantinople to secure the required grant for 
the Saloniki-Constantinople Junction Railway.19 The 
Turkish Government at first refused the demands, espe
cially since they were accompanied by the expectation that 
a kilometric guaranty, such as other roads enjoyed, would 
be given this one, and Turkey had no funds. In June, 
1909, however, the Young Turk regime, friendly to 
Anglo-French enterprise, accorded permission to make 
preliminary studies. But the almost immediate shift in re
lations between Turkey, England, and France led to fresh 
opposition on the part of the Turkish Government. Dis
putes about the route recurred and local authorities and 
inhabitants blocked the efforts of the exploring missions. 
The Turkish-Italian and Balkan wars ended all prospect 
of immediate realization. The concessions obtained by 
Austria to build across N ovi-Bazar also remained unused. 
Austria in March, 1909, had won over the Turkish Gov
ernment to the idea that the construction of this line would 
make the defense of the Sandjak easier, and promised fi
nancial and technical help.20 But the Young Turk regime 
dropped the discussions. Furthermore the Austro-Hun
garian action in Bosnia had met such emphatic dissatis
faction in Serbia and Russia that it did not wish to make 
hostility greater by pushing forward this railway plan. 
Besides, Austrian finances from 1909 were taxed for other 
needs. 

THE BALKAN WARS BRING FRESH TROUBLES 

THESE disputes over railroads contributed their not slight 
part toward the antagonism that produced the Balkan 
wars.21 The territorial changes that followed these wars 

111 France, Rapport dtJ la C()'IMI'I.urion du Budget, ~tfairtJII £trang6re1, 
Eltercice, 1910, pp. 86-37. 

20 ollternich-Ungaru ~wmmpolitik, Vol. II, Nos. 1105, 1217, 124.4. 
21 G. Michon, L' ~Uiance Frat~co-RIIIi11B6, p. 209, goes so far as to say 

that this wish to get control of the railways was the chief cause of the 
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left new disputes about railroads and gave birth to new 
projects. These changes left far more than half of the line 
operated by the Oriental railways and most of the Salo
nik.i-Monastir and Saloniki-Constantinople Junction rail
ways in the territories transferred.21 Serbia was unwilling 
to restore to the Oriental Railways Company the lines in 
the territory which passed to her possession (and these 
included a good part of the stretches which Austria had 
planned to include in the route from Vienna to Saloniki). 
Greece, which received the territory which included the 
city of Saloniki and sizable sections of all three of the rail
ways running into Saloniki, was willing to restore to their 
previous owners part of their lines but not all of them. 
Bulgaria, chastened by defeat and its ambitions thwarted, 
was willing to turn back all the lines it had acquired. 

Austria-Hungary demanded the return of all its lines 
to the Oriental Railways, and fearing that the enlargement 
of Serbia would block her plan of a direct route to Salo
niki, had already sought from the company a lease on the 
line to Salonik.i!8 It had also entered into negotiations 
with Bulgaria early in 1913, when Bulgaria thought itself 
future master of Saloniki, for participation in the man
agement of the railways and port of that important 
Aegean city, and its wishes had been listened to with good 
will.•• The German Government supported Austria-Hun
gary against Serbia, justifying its protest by the German 

war of the Balkan stat~ against Turkey. To Serbia railway control 
&eemed an ~sential preliminary to obtaining acc~s to the Adriatic. See 
also F. Delaisl. "Une Guerre pour 1~ Chemins de Fer," La Gra•d.• .R-·· July 10, 1918. 

u In the territory transferred to Serbia there were the extreme north-. 
em section of the Saloniki-Monastir Railway and 874. kilometers of the 
Macedonian line; in those transferred to Greece there were almost the 
whole of the Saloniki Monastir line, 78 kilometers of the line between 
Salonlld and Mitrovitsa and 860 kilometers of the Jonction Saloniki
Constantinople Railway. In those transferred to Bulgaria there were 
150 kilometer~ of the latter railway. 
••~ Nair, 11,881-882. 
uort•rrfricii.-Ua,- ..furnpoUtw, Vol. V, Nos. 689G, 6020, 8085, 

tMT. 
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capital investment in the lines.21 Serbia refused the de
mand, promising an indemnity after the conclusion of 
peace. A dozen different plans and demands gave rise to 
as many intrigues. 

The Austro-Hung~rian Government entered negotia
tions with the owning German banks for the purchase of 
control of the Oriental Railways Company, fearing that 
such control might be sold to the Balkan governments 
assisted by French capital. The help of the German Gov
ernment was enlisted in the negotiations. Finally in April, 
1913, the transfer to an Austro-Hungarian banking con
sortium was arranged. 

The Austrian Government stubbornly continued to ask 
for the return of the lines to the company, arguing that 
Austrian control was vital for the protection of its com
merce which passed to the Aegean. The Serbian Govern
ment as stubbornly resisted the demands. Protracted 
direct negotiations between the Serbian and Austrian gov
ernments came to naught. Serbia would not return the 
lines and could not compensate Turkey and the company 
without outside help. The situation was difficult for 
Austria. Complete yielding to the Serbian position was 
deemed impossible. A show of force against Serbia might 
have provoked general conflict and probably would not 
have had German support. 20 

INTERNATIONAL OWNERSHIP IS PROPOSED 

UNDER these circumstances, M. Pichon, anxious lest 
trouble arise and also alert to the chance to increase 
French influence in the Balkans, gave attention to a plan 
of internationalization as a solution.21 Another scheme of 

n DV Gro•11 Politilc, Vol. XXXVII, Nos. 16111HIJ116. 
n Ibid., Nos. 15118-111119. 
11 A dispatch of lsvolsky>a, November 28, 1913, indicates bow Im

portant the question was considered, "in general, here, from the begin
ning of the crisis, it bas been felt that the question of the Oriental Rail
ways was most serious, and they (the French Foreign 011i.ce) feared 
the eompUeatiooa which Austrian stubbornness would create • • • " LWr1 
'Nnl; TT_ 1QQ_ 
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internationalization-that for the Danube-Adriatic Rail
way--seemed at the time likely to eventuate. Now the 
French Government proposed, and the Austrian Govern
ment agreed, that in a. similar plan might be found the 
way of reconciling Austrian and Serbian wishes, or a.t least 
of allaying their fears.18 

In their early discussions of this idea, Serbia gave its 
consent and Italy and Russia were disposed to participate 
in the arrangement. Russian inclination was not entirely 
free or without special design. lsvolsky wrote to Sazonoff: 

It would be very unwise to leave the French "en tete a tete" 
with the Austrians while questions so important for Serbia 
and Greece were being settled • • • , the presence of a Rus
sia,n representative in the financial organizations which may 
become the agency of the international project would. be a 
means of control and action in regard to (par rapport aua:) 
the French financiers ; furthermore if a peaceful solution of 
the grave question of the Eastern railways is to our interest, 
on the contrary too intimate a rapprochement between 
French and Austrian financiers would not be. 2' 

Out of such rapprochement Russia feared not only a set
tlement of Balkan railway problems which might lessen its 
position of leadership, but even more so the reopening of 
the French money market to Austro-Hunga.rian loans. 
That the Austro-Hungarian Government hoped for such 
an outcome from these negotiations there can be no doubt. 
To prepare the way for friendly consideration in the Paris 
market, Austria was ready to show leniency in this matter 
of the lines controlled by the Oriental Railways Company 
to the extent of passing over to French financial groups 
a controlling interest. 10 

The French financial groups already had substantial 

taDif Gro111 PolUU:, Vol. XXXVII, No. 11Sl26; Liwt Nair, II, 95. 
The origln&l suggestioa and initiative mar have come from Au.strian 
&ancien close to the Au.striu Government, Lf.'Of't N oir, II, 161-162.. 

•• Liort Noir, II. 200. 
ao Dif Gro11• PoUttl:, Vol. XXXVII, No. 11Sl80. 
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interests in the Oriental Railways Company (its securities 
were listed in Paris) and in the Serbian and Greek lines 
which were to be connected with them, and in the Saloniki
Constantinople Junction Railway, now largely in Greek 
territory. Thus the groundwork for cooperation between 
French and Austrian financial groups existed. The plan 
as discussed between the banks and with the Greek and 
Serbian governments toward the end of 1913 was to form 
three companies, a financial parent company at Paris, and 
two operating companies, one Greek and one Serbian, to 
run the roads in their respective territories. In the Greek 
operating company, the Greek Government was to have 
one-third ownership; in the Serbian, the Serbian Govern
ment was to have an equal share; the other two-thirds in 
each would be divided between the Austrian and French 
groups. Greece and· Serbia would be supplied the funds 
necessary to take up their shares by bonds to be issued by 
the holding company, and loaned to them. The plan also 
provided for the building of important junction lines for 
the Greek railways, by which the former would be joined 
to the Central European systems. The French group 
might give part of its share to Russia; the Austrian might 
act the same way toward Italy and Germany. In its wish 
to conciliate, the Austrian Government consented to a 
French president for the parent company.31 

Such was the general outline of the plan which, having 
the favorable regard of both the Austrian and French 
governments, seemed in January, 1914, to promise a solu
tion of the situation. 82 The French and Austrian financial 
groups had agreed on terms. But protests and difficulties 
checked final action. Italy demanded a larger share than 
France was willing to yield. 33 Russia was still ready to 

s1 The French group included Count Vitali, who was connected with 
the Banque IDI~riale OttoDiane and M. Paul DouDier, forDier Minister 
of Finance in France. The Societe Generale was to handle the financial 
arrangeDients. Livre Noir, II, 202. 

uDie Gro11e Politik, Vol. XXXVII, No. 15131. 
u Livre Nair, II, 237-238. 
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oppose the admission of Austro-Hungarian securities to 
the J.<'rench market and so to cheat Austrian hopes. The 
former German owners of the Oriental Railways Com
pany, the Deutsche Bank and its associates, supported by 
the German Government, asked that the eastern network 
of those railways remaining in Turkish territory (248 
kilometers, including the Adrianople-Constantinople line) 
be excluded from the scheme of internationalization.84 The 
Germans in fact sought to repurchase the operating con
cession for this eastern network or to obtain guaranties, 
among which was representation on the board of directors, 
to insure that its· policy would not be conducted in a way 
injurious to the German railway interests in Asiatic Tur
key.85 The German Government warned the Austrian 
against a growth of French influence in the Balkans. But 
the Austrian Government, still lured by the hope of ad
mission to the French market and needing a settlement 
with Serbia, was most reluctant to vield to the German 
demand, which was not acceptable to the French bankers. 86 

The French bankers tended to insist that if they were not 
given a share of control in this eastern network, neither 
should the Germans be given one; or if the Germans were 
given representation in control, the French representation 
should be equal." It was not until March, 1914, that a 
satisfactory compromise was worked out between the Ger-

"Die Gro111 Politi.k, Vol. XXXVII, Nos. 15182-15133. According to 
the statement of Helft'erich of the Deutsche Bank, the agreement between 
the German and Austrian governments in April, 1918, whereby the con· 
trol of the railways was sold to the Austrians, stipulated that after the 
company had settled the question of the western lines with Serbia and 
Greece and arranged for the operation of the lines within Bulgarian 
territory, the stock of the company, which would still possess operating 
rights on the section remaining Turkish. should be resold to the Germans 
The Aust~Hungarian Government argued that this obligation was no 
longer binding, because the frontier changes that resulted from the 
second Balkan war left more of the line in Turkey than had been an· 
tidpated when the agreement was signed. 

Ill bid. 
II Ibid., Nos. 15134-15135, 15137, 15138, 15UO. 
n Ibid., Nos. 15132, 15187, 11H39. 
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man and Austrian governments. 38 The mixture of dogged
ness and evasion by which the Austrian Government met 
the most serious appeals and arguments of its ally is evi
dence of the importance it set upon the successful achieve
ment of agreement with the French. 89 

Before the compromise was reached the Serbian Gov
ernment, swung over by vigorous popular opposition, 
would go no further with the idea of internationalization. 
Its original consent was forced by dependence upon 
French finance; the plan which gave Serbia only a mi
nority control over the lines within its boundaries was 
unsatisfactory.<lO Serbia returned to its original desire to 
secure the lines by direct purchase. By May, 1914, the 
plan of internationalization had disintegrated under the 
tugs of opposed national wills. 41 

SARAJEVo--THE ORIGINAL TERMINUS OF THE LINE 

AusTRIA and Serbia now engaged in direct discussions 
concerning the disposition of the disputed lines. In return 
for the right to purchase the lines within its borders, the 
Serbian Government offered the Austrian certain rights 
of supervision over the surveys of any connecting railway 
that might be built through the Sandjak of Novi-Bazar 
to the Bosnian railway net, and offered to place orders 
for railway materials within Austria.•2 The lack of agree
ment upon the purchase price was the only matter de-

asDif Gf'OIII Politik, Vol XXXVII, Nos. 15140-16142 give the terms 
of the compromise. 

••Ibid.., No. IISUO. The whole of this correspondence leaves it unclear 
whether the Austro-Hungarian Government had or had not orlgiDally 
promised the French group to iDclude the eastern network iD the ar
rangement. In this note, conveyed by the Austro-Hungarlan Ambassador 
In Paris to the French Government, February 211, 191., the assertion is 
made that no such promise was given, but earlier communications ill· 
dicate the contrary. The Austro-Hungarlan Government, trying to snake 
its way out of a cllilicult situation, was not always consistent in its 
statements. 

•o lbitl., Nos. 111186, 11114.3, lliU.ll. 
t1Jbid.., No. 111147. • ta Ibid., Nos. llll..S, lliU9. 
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terring the settlement when the assassinations occurred at 
Sarajevo. The preliminary agreement was shown to be 
but a momentary pause in the strife between Serbia and 
the Dual Monarchy. 

The same catastrophe finally terminated recurrent 
differences which were holding the other international 
project--the Danube-Adriatic line. No subject had 
caused more difficulties in those conferences of the Great 
Powers which met during and after the Balkan wars. 
Austria-Hungary had opposed all plans whereby Serbia 
would acquire territorial access to the Adriatic and a port 
upon that sea toward which Serbia reached in dreams. 
To the proposals of a railway giving economic access to 
that sea, the Dual Monarchy could no longer offer ef
fective resistance. Over the details of the organization of 
the lines, the conferences dragged themselves out in tired 
controversy. Austria-Hungary refused final assent until 
it should be assured that the line would be built and 
operated by a private company, that in time of war Serbia 
would not be permitted to secure munitions through the 
neutral terminal port, that the policing system of the line 
could not be turned to Serbian advantage. Italy held 
strong preferences as to the route, which were not easily 
adjusted to the wishes of the other powers. The Albanian 
people resented all Serbian invasion. In June, 1913, the 
text of a declaration to Serbia was finally agreed upon. 
The six Great Powers, Serbia, and Albania were to guar
antee interest on the bonds of an international company 
to be organized to build and operate the line under the 
concession of the Albanian Government."' But conflicting 
national desires continued to defeat all attempts to define 
the route. Local populations near the Adriatic drove away 
the representatives sent to make preliminary studies. Ac-

"'For the eourse of diseussion, see iJitMTtriel-Uagalt'f&l .A.u1npolUik, 
Vol. IV, Nos. 4o382, ~6; VoL V, Noe. 68ISII, 4.994, 5015, 504.7, Mll, 6612. 
The draft of the plan prepared by Count Berchtold is in Dt. Grollt 
PolUik, Vol. XXXIV, No. 126M. 
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cess to the Adriatic remained a matter to quarrel over 
among all the nations which could see it from their hills. 
The line between Constantinople and Vienna remained the 
only long route across national boundaries that capital 
could construct midst the din, and that was a relic of the 
time when the Sultan held sway throughout the Near 
East. The railways by which the Sultan hoped to unify 
his European domains had turned out to be one of the 
chief matters in dispute between him and his rebellious 
subjects. 

The arguments which they engendered had kept per
petually astir all the national conflicts of pre-war Europe. 
No matter contribuU!d more to produce the final nervous 
exhaustion and hostility which finally found vent in war. 
The rival projects of construction brought to an end the 
understanding by which Austria-Hungary and Russia had 
been guided in Balkan affairs and placed them in inimical 
positions. They roused Serbian envy and ambition and led 
her into the headlong agitation which the Dual Monarchy 
feared and tried to suppress by restricting all Serbian 
plans. The secret understandings of which they were made 
the subject tangled worse the confusion in which Europe 
groped. Each spike was made to mark a grave. 

A closing note about the railways in Greece. In 1912 
Greece had 1,59l0 kilometers of railway in operation. The 
Greek Government had not been idle since 19U in its 
plans and barterings with foreign financial groups. 
Projects for unification of the lines in old and new Greece 
and their extension to Monastir and beyond were put be
fore the Greek Parliament.'' As one of the rewards for 
the loan granted to the Greek Government in Paris, a 
French company was authorized to construct a connecting 
line between the Greek railways and the European net. In 
that country, too, national plans, aided by French finance, 
superseded international; and in that country, too, their 
consummation was deferred by the coming of the war. 

u L• llMcAI FW.Ot&cUr, 1918-1 .. pp. 68'1'~9, -691H199, 



CHAPTER XIV 

THE TURKISH EMPIRE AND EUROPEAN 
INVESTORS 

BETWEEN WAR AND BANKRUPTCY 

TURKEY of the nineteenth century, heir to the 
diminished domains of the Byzantine Empire, and 
to all the weaknesses displayed in its decline, owned 

no capital to equip itself with the instruments of modern 
life or industry. Nor did its rulers possess the necessary 
integrity and sense of responsibility to their subjects to 
utilize sparingly and well the capital offered by European 
investors. That Mohammedan state, politically decadent, 
fell victim to its rulers' passions and fantasies, to its 
people's helplessness and ignorance, to the greed of money
lenders, to the rebellion of its subjects, and the political 
pressure of the more purposeful and disciplined European 
states. The record of its public borrowings was but one 
element in the course of a general decline in the face of 
a more masterful civilization. 

Between 1854 and 1875 Turkey contracted an external 
debt of about 200 million Turkish pounds (worth $4.40 
at par) of which she received not much more than three
fifths. The borrowed sums went to meet the extravagance 
of the sovereign, the service of fonner loans, the military 
expense of an insurrection in Crete, and to repair damages 
of the Crimean wars. A bare 10 per cent was so used as 
to increase the country's economic strength. The borrow
ing country had no budget system. Its public accounts 
were elementary and made no separation between the fi
nancial affairs of the state and of the sovereign. No con
stitutional control existed over the borrowings of the sov
ereign or his use of the proceeds. The European states 
regarded the decomposition of the state as likely and 
speculated upon the outcome. Bankers, local and foreign, 
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matched their wits against circumstance. When one group 
among them would not lend another would, provided the 
return offered was high enough (a. substantial part of the 
debt bore a.n effective interest rate of over 10 per cent). 
The chance of rapid escape or recovery of the loaned funds 
even in the face of catastrophe wa.s a. reasonable one to 
shrewd men who secured cover for themselves, and enough 
profit from emissions to take care of incidental losses. 
Besides, the Turkish Government, no matter how ·badly 
managed and reckless its actual behavior was, always 
continued to give investors the impression that it wa.s 
directing effort to the improvement of its affairs, that 
right beyond the memory of the latest extravagance re
form and order waited." By promises it managed to con
ceal actualities--no less to its own expense than to the ex
pense of others.1 

In the late seventies the load of debt became wholly 
beyond the capacity of the state--the debt service re
quiring over half of a total revenue which wa.s in itself 
inadequate. Turkey reduced debt payments in 1875 and 
suspended in 1876. The expense· of the war with Russia 
which followed, the loss of rich European provinces a.s a 
result of rebellion, the Russian demands for indemnity, 
capped the financial disorganization of the country. The 
European powers at the Council of Berlin set in motion 
plans for international financial control. After failing 
in other attempts to reach a.n agreement with its creditors, 
Turkey decreed such control in 1881, securing a. reduction 
of debt. Its amount (with several preferred exceptions) 
wa.s cut roughly to the original amount paid Turkey for 

1 The literature on Turkish ftnance is enormous and much of it good. 
Among the important sources are: C. Morawitz, L11 Fi.Mrw:e1 tl6 IG Tw
qw (Paris, 1902); A. Du Velay, E111K 11W I'Hiltoire Fi.Mrw:Vr1 tl6 IG 
TwqWI (Paris, 1908); A. Roumani, E11ai Hiltoriqu •t T~Jch'lllqu ,.,. 
IG D•U• P•bltqtU OttomaM (Paris, 192'1). The terms of the loan con
traCts, ete., are to be found in BeCtUil de1 Contf'at• d'Empn~rr.tl, 1tc., 
COttC*' par Ill GOtKIIIf'Mtn~Jrr.t lmp4nal. Vol. I (19011),. and Vol. II 
(1918), were published by the Banque Imperiale Ottomane, Vol. III, by 
the PubUc Debt Administration (1918). 
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each loan, plus 10 per cent for interest arrears. Principal 
and interest due on debts included in the conversion 
amounted to l!52 million Turkish pounds. This was re
duced to 117 million. The total Turkish· debt, after the 
operation, approximated 140 million. On the converted 
debt, interest was reduced, to begin at 1 per cent, and to 
rise up to 4 per cent, if and as the revenues intrusted to 
creditors' control increased. The annual debt service had 
been about 15 million Turkish pounds; now its minimum 
was about 1.6 millions. 

With reduced debt and a creditors' organization in 
charge of revenues pledged to lenders, Turkey undertook 
further conversions. Two of the loans not included in the 
Decree of Mouharrem, which paid 5 per cent and 4.5- per 
cent respectively, were in 1894 converted into a 8.5 per 
cent loan despite the protest of the French and English 
bondholders. A 1908 conversion of the Consolidated Debt 
which had been issued under the 1881 arrangement re
duced the principal but increased the rate of interest. 
After this conversion the Turkish debt stood at about 98 
million Turkish pounds. Between 1881 and 1908 the in
debtedness of the Turkish Government did not increase, 
and even between 1908 and 1908 it did not increase im
moderately. The system of pledged revenues. enabled 
Turkey to borrow during this period at an effective in
terest rate of less than 5 per cent. 

From 1908 to 1914 Turkish finance again fell into 
alarming arrears. Free revenues no longer sufficed to meet 
current expenses swollen by the cost of military prepara
tion. War with Italy and two wars with the Balkan states 
had to be met entirely out of new loans. The first reliable 
budget published for Turkey, after the Young Turks' 
revolution, indicated revenue for 1909-10 of l!5.1 million 
Turkish pounds, and expenditure of 8!.1 millions, out of 
which about 11.0 millions were used for public debt.• The 

• In a 1peclal report on the Ottoman publie debt made ill 1916 by 
the British repl"eeeeltatl'•e. Sir Adam Block. tbe debt ~errice II put at 
11.8 ll1ilJ.1oD Turkilih poundl out of a budget of 88 million&. 



816 Europe: The World, a Banker: 1870-1914 

estimates for the following year showed no improvement. 
When Turkey could make no large public issue, she se
cured short-time advances Irom the French and German 
banks, armament firms, the Bagdad and Anatolian rail
ways and the Tobacco Monopoly. Even so, salaries grew 
overdue, and claims and bills unpaid. M. Chas. Laurent 
said that when put in charge of financial accounts of the 
Turkish Empire in 1909, he could discover no record of 
the floating debt, and in the claims register which he 
opened, 560,000 separate claims were entered. • When 
debts and claims were funded by long-time borrowing, it 
resulted that the total long-time debt stood in 1914 in 
excess of 150 million Turkish pounds, an increase of over 
50 million since 1903. About 5 million Turkish pounds of 
floating debt remained and the Turkish Government had 
in addition the duty of meeting various contingent guar
anties. • The debt service required approximately one-third 
of the total revenue after making allowance for the im
position of new taxes. 

During this period Turkey, unde:r earlier agreements, 
had· been amortizing old debts and contracting new ones 
on less favorable terms. Her territories had been reduced; 
the states which acquired the detached provinces made no 
contribution toward the debt service. Of the total debt, as 
it stood in 1914, about one-fifth had been put to produc
tive use. Turkey had 5,~5! kilometers of railro~d, rep
resenting a nominal invested capital of approximately 45 
million Turkish pounds; but at least a third of this mileage 
was buiJt without expense to the government. War and the 
preparation therefor was the chief consumer of the rest. 
As security for the later loans, additional sources of reve-

• In his lecture on "La Reforme Financiere en Turquie," In· LG Poli
&lqtU Bv.dgeto.ire •• Evrope (Paris, 1910), p. 'IT. 

• The R#Jporl of tlle Co-neil of Forlrig• BOtadhold#Jrl, 1914, gives it as 
149.15 million Turkish pounds, taking no account of railroad and other 
guaranties and the floating debt. A memorandum prepared by the 
British Treasury for the Peace Conference gives it as 152 million Turkish 
~un~ . 
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nue were taken out of the general budget and placed under 
the supervision of the creditors' organization. The list be
came more and more inclusive. Railway revenues, the trib
ute received from Egypt, the net income of the salt and 
tobacco monopolies, stamp taxes, tithes, taxes on sheep and 
cattle in some provinces, the customs duties of some ports 
including Constantinople, wine and spirit duties, levies 
on silk production and the catch of fish-these and others 
were put under creditors' control. Only a long continuance 
of peace could have saved the bondholders from a repeti
tion of the suspension of 1875-76. But in 1914 war, not 
peace, was on the horizon. 

It was not only in response to government demands that 
foreign capital moved into Turkey. All organized large
scale enterprise was dependent upon it and owned by it. 
The Turkish banking system was entirely foreign, and 
foreign banks conducted the official business as well as 
private business. The railroad system was financed almost 
entirely from outside, as were irrigation works, ports and 
bridge construction, mineral exploitation, and municipal 
public utilities. The economic development of Turkey 
rested in the hands of those who could amass large capital 
sums and utilize the machine technique. With so incom
petent a government, so unorganized a people, it was 
almost inevitable that the political fate of Turkey should 
rest in the same hands. This fact observers on the spot 
recognized. Thus, the British representative on the Debt 
Administration, in urging his government to promote more 
actively the investment of British capital in Turkey, ex
plained in 1907: 

The national credit of Turkey, thanks to the Otto~an 
Public Debt Administration, is still good; but, nevertheless, 
swiftly and surely, the borrowing power of the Treasury is 
becoming more and more impaired • . . It would appear to
day that when the moment arrives the powers interested will 
in the defence of the holders of Turkish stock and of the rail-
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ways they control, be obliged, whether they desire it or not, 
to take measures for creating order out of financial chaos in 
which the Turkish Government is inextricably involved. 
Apart from the fact that the English Houses have no share 
in the profits of these operations and undertakings, they will 
have no interest to speak of to protect in comparison with 
the French and Germans, who are laying an economic foun
dation on which they will later be able to build a political 
edifice! 

An aroused Turkish nationalism strove hard to keep con
trol of its own affairs, but it did not fight the deepest real 
source of peril, its own shortcomings. 

A ' 
THE ROLE 011' THE POWERs--GERMANY 

BEcAUSE Turkey seemed close to dissolution and that 
event would affect their strategic a.nd economic interests, 
because each loan to the Turkish Government or conces
sion granted by it might lead to new events, the govern
ments of the lending states regulated the actions of their 
capitalists. 

The policy of Germany was consistent, and its interests 
concentrated. Up to 188l! there was virtually no German 
capital in Turkey. The German Government sought to 
create so dependable and numerous connections between 
the Turkish Government and itself that they would be
come actual political allies, and that the lead in the ex
ploitation of Turkish resources would be granted to 
German finance and industry. The core of these connec
tions was the Bagdad railway system. To the more am
bitious and aggressive elements in Germany this railway 
was undoubtedly regarded as marking out a field of em
pire, a penetrative agent in foreign regions that would 
fall under German domination. Germany desired a strong 
Turkey and was willing to finance it. 

Up to its limits of absorption the Berlin capital market 

1 BrituA Docunl!tt.tl, Vol V, No. 14.'1. 
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was, beginning in 1888, opened to Turkish government 
securities, and the powerful German banks were pressed 
to accept risks and burdens before which they sometimes 
hesitated. In that year the Deutsche Bank, with the en
couraging attention of the German Government, arranged 
a loan for the Sultan after the powerful French-English 
institution, the Banque Imperiale Ottomane, had refused 
it. Thereby was earned the good will of the Sultan and the 
Anatolian railway concession.• In 1910, to select a later 
example, the Deutsche Bank was again called upon to fur
nish a loan which the French refused and, thereby, tore
gain Turkish favor, which had been inclined toward France 
and England. Throughout the .period, it may be observed, 
the German banks were encouraged to seek the cooperation 
of French and English capitalist groups in order to be 
able to undertake ventures too great for them alone. Be
tween banks and the government there was a partnership 
in thought and action in which sometimes one, sometimes 
the other, took the initiative. Despite continuously press
ing domestic needs and the tendency of German investors 
to resell Turkish government bonds on the French market, 
the German-owned share of the growing Turkish govern
ment debt rose from about 5 to about 20 per cent between 
1880 and 1914.' 

German investment in industrial ventures in Turkey 
grew from virtually nothing in 1880 to independent im
portance before the war-from about 40 million marks 
to over 600 million marks. This investment was concen
trated mainly in the Bagdad Railway, of which about !,000 

• K. Heltferich, Georg Vo• Si.emetu, Ill, 37. 
T The estimates of K. Helfferich as given In C. A. Schafer, Deutlch

Turkitche Frtufldlchaft (Berlin, 1914), p. 12, were, omitting Turkish 
lottery bonds: 

P11rce~ Pnc11n.t Perce~ 
Fr11n.ch a.,rmaft Eng lith 

End of 1881 88.9 u 28.9 
r:r.d of 1898 U.9 12.1 10.0 
:r. .. J of 1912 ~e.s 19.3 
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kilometers had been constructed by 1914. The develop
ment of this enterprise was watched by the German people 
with the sense of imperial destiny asserting itself, and in 
its behalf the officials exerted themselves in tireless diplo
matic negotiation. 

THE ROLE OF THE POWERB--FRANCE 

THE French Government found it more difficult, impos.;. 
sible in fact, to formulate a fixed policy. As each episode 
arose, there had to be taken into account not only the 
varied interests of the investors and its own political pur
poses in Turkey, but the wishes of its Russian ally, and its 
stand and purposes ia Balkan affairs. The French hold
ings of Turkish public debt and investment in Turkish 
enterprises exceeded that of any other country.8 Of the 
twenty-six loan emissions of the Turkish Government 
between 1854 and 1914, French investors took a major 
share in sixteen. The French investment in railroads ex
ceeded half a billion francs; vast further concessions se
cured in 1913-14 provided for 2,300 kilometers of new 
construction and still larger investment. French capital 
controlled the Banque Imperiale Ottomane which, with its 
sixty-two branches, was Treasurer-General and fiscal 
agent for Turkey. This bank brought out most of the 
Turkish loans in Paris.8 It shared controlof the Turkish 

s In a detailed study made by the Commission pour Ia Defense des 
Porteurs de Valeurs et de Fonds Ottomans (Paris, 1914), the French 
holdings of Turkish internal and external debt in 1914. were computed to 
be 2.4o billion francs, the German 0.9 billion francs, the British 0.6 billion. 
French investment in enterprises in Turkey are computed as 908 millions, 
German 658, English 280 millions. The figures probably exaggerate the 
French investment and understate the German. 

· • Though this bank had been given a Royal Charter by Great Britain 
in 1856. and English bankers were upon its Board, and its head was 
in 1913 English, the British generally regarded it as under the control 
of the French Foreign O:ffice. The French Government, however, some
times had difficulty in controlling its policy because of its connections 
with German banking institutions in the Bagdad railway loans. The 
Russian Government in 1913 thought to weaken these connections by 
fostering. an lltltfttll between the Banque Imperiale Ottomane and the 
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Tobacco Monopoly with an Austro-German group. 
Through interlocking directorates it was represented OJl 

all the important French railways in Turkey, and on the 
Bagdad Railway. The French port companies at Constan
tinople and Beirut, the companies which supplied water, 
street-car service, and electric light to Constantinople ac
knowledged its interest. Working in connection with this 
bank and other French banks, French companies held be
sides numerous contracts and ventures throughout the 
Empire--roads, ports, docks, tramways, irrigation works, 
lighting and power plants. Despite Turkish friendship for 
Germany, it was the French investor who above all fi
nanced economic change in Turkey.10 

France struggled with Germany for ascendancy. Still 
French and German banks joined in many loan issues; 
and according to Sir Adam Block, British representative 
on the Debt Council, there was a permanent understand
ing between them. In a memorandum sent by him to the 
British Government, it is stated: ". . • it would seem 
that as far back as 1894 some agreement was come to be
tween the French and Germans for a joint participation 
in the financial operations of this country . • . Whatever 
the date of the agreement may be, it is certain that an 

Banque Russo-Aslatique. The founding of banks in the Near East was 
always a diplomatic aJf&ir. For an account of the policies and operations 
of the Banque Imperiale Ottomane, see A. Billiotti, La. Baaque Implrio.le 
Ottomarae (Paris, 1908), and G. Poulg-1-Bey, .Ar&'IWIUJI de1 ~cole1 Libre1 
d4 Bcvflt)., Poli.ttquel (Paris, 1910). The provision in the 1875 Conven
tion between the bank and the government whereby the bank was 
appointed Treasurer-General was mainly inoperative. 

10 In the terms of the report of the Commission pour la Defense des 
Porteurs de Valeur& et de Fonds Ottomans, pp. 102-103, French capital 
"directed public services through companies which concealed, under the 
legal mask imposed by the Turkish law, the French character of the 
funds which built them and the directors whom they obeyed. The net
work of these enterprises catches the whole economic life of the Turkish 
EmpiN'; they write to our credit a mortgage which rests lightly on all 
parts of the Em piN' • . . " The plans of ro.ad building which certainly 
would have benefited Turkey were especially extensive. The Societe 
Geru!rale d'EntN-prises dans l'Empire Ottoman had 12 branches spread 
throughout the land; wllt'o the war came it bad 10,000 men at work. 
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agreement of some kind exists.m1 The main partners to 
the agreement were the Deutsche Bank and the Banque 
Imperiale Ottomane. 

In general the French Government favored the invest
ment of French capital in Turkey. But before giving 
official listing to the Turkish government loans, the gov
ernment always imposed conditions or sought advantage. 
It would not permit the listing of the Turkish lottery 
bonds issued to finance the Oriental railways in the (then) 
European provinces of Turkey. In 1894-97 it acted as 
intermediary between Turkey and the Banque de Paris 
et Pays Bas (which the French Government drew into the 
affair) in arranging a loan for Crete--as part of a never 
executed plan of governmental and administrative reform 
drawn up by the Powers. The 1908 conversion loan was 
delayed until Turkey settled to the satisfaction of the ·o.u
thorities the claims of the French railway company, agreed 
to leave the control of the Constantinople docks in French 
hands, and gave its orders for military supplies to French 
factories.12 This conversion was promoted by interests 
concerned with the Bagdad Railway, who wanted to clear 
a path for the bond issues by which the railway was fi
nanced. Official listing of the Turkish loan of 1905 was 
deferred until the government was satisfied that French 
armament concerns would receive a suitable share of the 
orders which the loan was used to pay. In 1907, when the 
Turkish Treasury was empty, the French Government 
made assistance conditional upon the successful carrying 
through of a plan, in which French capital was interested, 
for the consolidation of the Heraclea coal fields. 18 

In 1910 the French Government attempted to impose 
conditions which caused the Turkish Government to bor
row in Germany against its original desire. The new 

11 Britillt. Dot:111mlltJtt, Vol. V, No. lU. 
ta France, BapporC dtJ Ia. Commil.rioa dv BudgtJt, Mifliat~r• d111 4.f

fwel 1!ltrang6ru, Exercice, 1906, p. 110. 
ta Britillt. Docvmllat•, V, 45--4.7. 
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Young Turk regime, regarding Germany as the supporter 
of the reactionary politics of the deposed Sultan, looked 
to France and Great Britain for sympathetic support in 
what had been hailed at the time of the revolution as an 
effort to create a constitutional and enlightened govern
ment. In 1909 the French and English banks had joined 
with the German in a loan issue, although the new Turkish 
regime would not consent to place the revenues assigned 
as specific pledge for the loan under the sup~rvision of the 
Debt Administration. The habitual frown of the French 
and English governments seemed to have vanished. By 
July, 1910, however, when Djavid Bey, the Turkish Fi
nance Minister, approached the British and French gov
ernments, their enthusiasm had changed to doubt and 
revulsion because of the massacres in Macedonia and 
Armenia. 

Negotiations were, to review the course of this impor
tant loan episode briefly, undertaken with the Banque Im
periale Ottomane despite the wish of the Young Turk 
regime to lessen Turkish dependence upon that institu
tion. No agreement was reached, whether because of the 
terms asked by the bank, or because of the interference 
of the French Government, is not clearly established.a 
It is safe to surmise, however, that the French Govern~ 
ment was already at this stage taking a hand in the nego
tiations, for it was interested in the effort to establish a 
budget and audit bureau in Turkey through the agency 
of the Banque Imperiale Ottomane. A Frenchman, M. 
Laurent; was already engaged in this work as vice-presi
dent of the Commission of Financial Reform which drew 
up the first budget ever prepared in Turkey.11 

tt Contemporary accounts call attention to the hostility of the Young 
Turk rlgtmf to the Banque Imperiale Ottomane. R. L. Pinon, L'Evrop• 
•C let 11Vft4 Tvrqw, pp. 188 •C uq., says that the bank merely turned 
aaide the request stating that the diplomatic agreement with the Frenc:h 
Govemment waa an easential preliminary since official listing was indis
pensable. 

u Le Ma.rcU F~, 1909-10, p. 642. The Turkish Ministry of 
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A syndicate headed by the Credit Mobilier was more 
agreeable, and in return for the pledge of the customs 
of the province of Constantinople undertook to issue a 
substantial loan. This loan pledge had been refused to the 
Banque Imperiale Ottomane.18 The French Government, 
when asked to grant official listing, put forward various 
conditions to its consent. Some time earlier the Russian 
Ambassador had suggested to his government that the 
opportunity be seized: 

to profit by the lack .of money in Constantinople to secure 
from Turkey obligations restricting Turkey's future mili
tary growth. From a military point of view the question of 
the Turkish railway constructions in the Caucasus and 
Northern Persia as well as the acquisition of men-of-war, is 
fraught with special importance.17 

These objectives the French Government did not see its 
way clear to pursue directly. But in the conditions put 
forward might be discerned by the suspicious Turk hints 
of an attempt to achieve the same ends indirectly. The 
French Government asked first, that orders be reserved 
for French industry; not long before Turkey had pur
chased two battleships in Germany, the cost of which would 
be ultimately discharged out of the loan. Second, it sought 
a satisfactory settlement of disputes caused by the Turk-

Finance had previously set up a commission composed of one French
man, .one Englishman, and one Italian, to study the reorganization of its 
financial system. This commission made its recommendations early in 
1910 and the government had submitted various finance laws to Parlia
ment. In 1909 European officials had also been engaged by the Ministry 
of Finance among whom were M. Joly, a Frenchman, who was in charge 
of the Tax Control Section, and M. Laurent, in charge of accounts. Be
fore the loan was arranged, however, M. Laurent had fallen out with 
various members of the government becau.;e of his refusal to allow 
expenditures by the Minister of War not provided in the budget. For 
a picture of Turkish finances at the time, see his lecture in La Politique 
Budgetaire en Europe (Paris, 1910). On the controversy, see Le March8 
Fitaa.nci6r, 191G-ll, pp. 492-493. 

1e Di6 Grosse Politik, Vol. XXVII, No. 10043. 
11 B. De Seibert, Entente Diplomacy and the World, p. 299. 
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ish treatment of the Tunisian and Algerian subjects of 
France in the Turkish domains. Third, it sought a pledge 
that Turkey would reorganize its system of management 
of the public finances.18 The exact range and nature of the 
financial reorganization sought, is hard to determine be~ 
cause of the mist of motives which hung over the discus
sions. The main feature of the plan previously formu
lated by M. Laurent, in the brief period that he was in 
charge of the Accounts .Bureau of the Ministry of Finance, 
was that the Banque Imperiale Ottomane should be made 
public Treasurer and given a visa power over public ex
penditure, to insure that it was in accord with the pre
pared budget.111 In addition to this arrangement, the 
French Government asked· that French officials be in~ 
stalled as financial counselors, and in the Bureaus of Au
diting and Accounts. 20 

These arrangements would certainly have benefited 
Turkey; and they, or alternative arrangements of the 
same import, were certainly necessary for the protection 
of the bondholders. But the Turkish Government refused 
to accept them in effective form. 21 Behind the proposals 
it suspected an indirect attempt to limit its military prepa
rations in behalf of Russia.22 In this refusal the Turkish 
Government may have been encouraged by German and 
English influences. The Turkish and German govern
ments were in touch during the negotiations. According, 
further, to reports sent to Berlin by the German Ambas
sador in Constantinople, the Turkish Minister had been 
moved to refuse by the advice of Sir Adam Block, the 
English delegate on the Debt Council, and by the promises 
of Sir Ernest Cassel. 28 

· 

18 Ibid.; Mahmud Moukthar Pacha, La Turquie, L' .A.llemagne 11t L'EVr-
ropll (Paris, 1924), pp. 102-103. 

1t Dill Gro•11 Politik, Vol. XXVII, No. 10046. 
to Ibid., No. 10052, and L11 MarchJ Finan.cillr, 1910-11, p. 1116. 
n D. C. Blaisdell, European Finan.cial Control iR the Ottoman Em

_pir• (New York, 1929), pp. 216 et t6q. 
II Dill Gro111 Polltik, Vol. XXVII, No. 10045. 
talbid., No. 10046. 
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At all events it was to Cassel, director of the National 
Bank of Turkey and rival (within measure) of the Banque 
Imperiale Ottomane, that Djavid Bey now turned. Cassel 
was prepared to arrange the loan, seeking the cooperation 
of the Deutsche Bank. But the English Government, act
ing in response to an official French request, made ener
getic representations to Cassel, who thereupon dropped 
the matter.24 In this action the British Government was 
probably moved, too, by popular disapproval of recent 
Turkish conduct, and the wish to withhold aid to Turkey 
until assured of satisfaction in Bagdad railway plans.25 

Only Berlin remained, and negotiations were under
taken there. The Gen;nan Government pressed the banks 
to arrange the loan. The Kaiser issued his order to the 
Chancellor, "We must help Turkey financially without 
condition, with the aid of Austria, so that she will not 
come permanently under Anglo-French domination. Speak 
to Von Gwinner about this."26 The German banks wished 
at first to make only a six months' advance but the ar
guments of the Chancellor prevailed. The French Gov
ernment appears at the last moment to have made a 
conciliatory gesture through the French representative on 
the Debt Council, but without effect!7 

The extension of aid by Germany did much to restore 
the Germans in favor in Constantinople, to make them 
appear as the only dependable ally. They were more 
strongly established than under the old regime.28 France 
paid for its effort to arrest Turkish financial disorder and 

tt De Seibert, op. cit., p. 302; R. Recouly, Re'fi'Ue Politique 11t Parle
mmtairll, October, 1910, pp. 158 11t 111q.; DNI Gro1111 PolUik, Vol. XXVII, 
Nos. 1004.5 11t ~eq. 

25 Even the EcoMmvt, October, 1910, approved the action because of 
the necessity of reforming Turkish finance and limiting its military ex
penditure. 

zo Dw Gro1111 Politik, Vol. XXVII, Nos. 10049, 10053, 10058, 10063-
1006'7. 

n Ibid., Nos. 1005'7, 10062. 
u K. Hel1ferich, Dw D11vt1che Ti.irkMJpolUik (Berlin, 1921), pp. 22:-

28. 
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military expenditure; its previous actions and alliance 
with Russia made it suspect. Turkey chose the lender who 
permitted her to go to ruin in her own way, suspecting 
that in the plans of reform only another form of ruin was 
being prepared for her anyhow. 

After this episode, as before, Turkish government bor
rowing continued to be the subject of prolonged negotia
tions with the governments of the lending states. The 
French Government refused to permit the listing of a new 
Turkish loan during the Balkan War.28 But during the 
conflict, the initiative of banks and armament firms de
feated official purposes. 80 

The Turkish Finance Minister in the autumn of 1913 
took up his travels. In Berlin he was informed that the 
condition of the capital market would make a Turkish 
loan unsalable. 81 The French Government was next ap
proached. It disliked the risk of strengthening Turkey, of 
perhaps making possible a new war. But in return for 
the loan and the cessation of French opposition to the 
Bagdad railway project, large industrial orders and rail
road concessions were now obtainable. The French Gov
ernment was willing to make the bargain. But in its wa ~T 
stood a treaty which gave Russia a veto over railways in 
the districts which the French lines were to traverse. Rus
sia would lift the veto only if Turkey entered into a ne" 
accord, exchanging old privileges for new ones. 82 

While waiting for Turkey's need to assert itself deci
sively enough, the French Government was shocked by the 

•• Li.we Noi.r, II, 562; France, DoCNmeat1 Diploma.tiqvll, .A.fla.iru 
Ba.lko.ni.qve1, 1911-1914, Vol. III, Nos. 13, 89, 120. 

ao lsvolsky, Ambassador in Paris, wrote to his goTemment and ex
plained the difiiculties faced by it because of the limits of Its control 
over the banks and tobacco monopoly, Liflr• N oir, II, 116, 118, 127-128. 
187-138. 

11 Djemal Pasha, Memoir• of 11 Turki.lla 8tat11maa (New York, 1922), 
p. 65. 

az LWr• Noir, II, 14<2-14.8. 281; DoCNmmt. Di.plomatiqtu~• Fra"(}ai.l, 
1871-1914, 8d ser., Vol. I, No. 528. Tbe demand of the Russian Govern
ment had stood throughout 1912 in the way of plans of the French banks. 
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extension in November, 1913, of a loan to Turkey by the 
French banking house of Perier & Co., which was tempted 
by a spread of fourteen points between purchase and pub
lic sale prices. 88 Official listing was not asked and the 
French Government was not informed in advance. Both 
French plans and peace in the Balkans seemed menaced. 
In Constantinople the ambassadors of France and Great 
Britain expressed their indignation. In Paris the French 
Minister of Finance reprimanded Perier, brought them 
to 1\!nounce their option for the second part of the loan. 
Belgian banks took up the option. a• The loan was 
ostensibly to pay back salaries of Turkish officials and sol
diers. But part of it w~s spent for the purchase of a dread
nought and ammunition in Great Britain. 85 The negotia
tions were resumed, but twice they were held up by the 
fears of the Russian Government. The Russian Govern
ment in January, 1914, urged that the loan be not per
mitted because of the appointment of the German Field 
Marshal Liman Von Sanders to reorganize the Turkish 
army.38 The French Government did not venture to argue 
this matter too strongly. In February a new war between 
Greece and Turkey seemed imminent, and Russia was 
afraid that the loan would .stiffen Turkish purposes. The 
French Government promised that it would make its reali
zation contingent upon the pacific march of Balkan af
fairs, and pointed out that most of the part to be issued 
imiJlediately would be used to pay off outstanding debts 
and that the Banque Imperiale Ottomane would be in a 
position to oversee its expenditure. 87 Again, the French 
Government was unwilling to put forward too firm condi
tions. It knew in January, 1914, that Turkey would buy 
the Moltke and the Goeben. 88 

u L1 Marcl&A FinaracWr, 1913-14, p. 222. 
u Lilor1 Noi.r, II, 209-214.; R. Poincare, Au 81~1 de Za Franc11, IV, 

10. 
a• .tconomut, January 3, 1914. a& Li'Vf'll Noir, II, 230--235. 
aT Ibid., pp. 242-243; Poincare, op. cit., IV, 44. 
as Poincare, op. cit., IV, 24. 
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The loan was finally issued in Paris in April, 1914, 
after Turkey had reached an agreement with Greece about 
the islands. In compensation for this aid and for with
drawing opposition to the Bagdad Railway, railroad con
cessions for 2,800 miles of line in Syria and Anatolia were 
secured. French companies were to be given rights to 
harbor works in three Mediterranean and two Black Sea 
ports. French officials were to be employed in the Turkish 
financial and public works services.l\1. Joly, a Frenchman, 
was made Inspector-General of Finance. The privileges 
of French institutions and schools, hospitals, and churches 
were confirmed and extended. 88 

What portion of this loan was not required to pay off 
previous advances of the French and German banks was 
mainly used for military preparation. Despite its agree
ment with Greece, Turkey cherished a resolution toward 
war in behalf of the islands ceded. 60 It ordered in France 
six destroyers, two submarines to be built by Creusot, 
mountain guns and seaplanes.•1 Part of the Greek loan 
issued in Paris the month before was similarly spent.t= A 
French mission was strengthening the Greek army and 
fortifications; a German mission was doing the same in 
Turkey. A British naval mission was busy in Greece; an
other British naval mission was no less busy in Turkey.•• 
English armament firms were modernizing the Turkish 
arsenals and building floating docks for newly purchased 
warships. Greece called on Serbia to carry out its military 

18 &ppore d. Ia Commit1to. d. B.dg•t, A. lair., £traf1116r11, Exer-
cl~ 1914. 

f4l E. Driault et M. L'Heritier, op. tit., v. 11S6-15T. 
tl Djemal Pasha, op. cit., pp. 95, 102 • 
.a Driault et L'Heritier, op. tit., v. 158-151. 
•• EtofloOmilt, January a, 1914, and May 80, 1914, spoke of the dread

nought purchases made from the Perier loan a.s "the first fruits of our 
naval mission to Constantinople" and eontinued "fortunately for Greece 
by the benefi.dal foresight of Mr. Churchill, the Turkish Rear-Admiral 
Limpus will be opposed in the fortbeomhlg war by Rear-Admiral Mark 
Kerr." 
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convention of June 1, 1913, but the latter hesitated. Such 
was the situation when the war came. 

THE ROLE OF THE POWERs--GREAT BRITAIN 

BRITISH official policy up to the default of 1875 had rather 
encouraged the flotation of Turkish securities in London. 
The 1855 loan, incurred for the conduct of the Crimean 
War, the British Government joined with the French to 
guarantee. Despite the cold skepticism of many observers 
of Turkish affairs, it tended to continue to indicate such 
optimistic regard for Turkish effort as to encourage 
British investors to continue to buy Turkish loans. Color· 
ing its attitude was the wish to maintain the integrity of 
the Turkish Empire as an obstacle to Russian ambitions. 
After·the declaration of Turkish bankruptcy in 1876, and 
in the face of the weakening of the Turkish Empire, 
British policy became more complex:. 

Toward new public borrowing the British Government, 
warned by its experience, maintained a noncommittal atti
tude. British financiers fell in the way of consulting the 
government before entering into loan engagements. But 
whenever possible the government tried to avoid respon
sibility. Thus in 1908 when the Young Turk Cabinet 
asked Sir Edward . Grey to intercede with the British 
bankers in their behalf, he passed on the request to Roths
child and Baring; but when these bankers decided that 
a Turkish loan could not be satisfactorily marketed, no 
attempt was made to reverse the decision."' Now and 
again, however, the government interposed itself or gave 
advice. In 1910, as has been related, the Foreign Office 
induced Sir Ernest Cassel to drop his loan arrangements. 
Again in 1912, when consulted by the National Bank of 
Turkey, it advised against the making of advances until 
Balkan disputes were settled. 41 But with these exceptions 
it permitted bankers a;.:o.J. investor.:; to rca.ch their own deci~ 

"'·Brilu11. Do.:: .. mt~fl>t,, Yet Y, 'No. 202. 
41 Di8 Grv,jii(J Po~W:k, Yo:.!. XXXIV, No. :!~:'ll-5. 
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sions. These took only a lesser part in Turkish govern
ment financing. Their preference ran to other fields. The 
spectacle of a government which put itself perpetually in 
debt to sustain a military effort, did not attract them. The 
government did not ask them to make loans against their 
judgment. It refused a responsibility undertaken by the 
governments of Germany and France. 

But in the rivalry between its financial groups and those 
of other countries, the British Government began to dis
play firmness and initiative after the entry of German 
enterprises. Persistently it was pushed forward along this 
course. Still Sir Edward affirmed in 1908: 

I was distressed to find when I came into office how com
pletely we had been ousted from commercial enterprises in 
Turkey and how-apparently hopeless it was to get a footing. 
That is why I encouraged cooperation with the French; it 
seemed as if British enterprise in itself had no prospect. 
Since then I have been disappointed to find what a very poor 
set of financiers had got commercial enterprise in Turkey 
in their hands." · 

Perhaps this statement explains why Sir Ernest Cassel 
was encouraged to found the National Bank of Turkey
to serve British enterprise in that land. From 1910 to 
1914 when the breakdown of Turkey seemed imminent, the 
British Government interposed itself strongly against the 
neglect of British interests. In the series of settlements 
negotiated just before the outbreak of the war, it acquired 
for British enterprise the area of operation, the oppor
tunities most desired. Though it might have preferred to 
see the financing of Turkey left entirely to the ordinary 
play of private interests, the British Government, like 
those of Germany and France, intervened in the process 
with all its diplomatic force-while the Turkish Govern
ment continued to borrow and spend with the laxity of 
despair. 

"Bntula Doc.mMt., VoL V, No. 208. 
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TO PROTECT THE BONDHOLDERs--THE OTTOMAN PUBLIC 

DEBT ADMINISTRATION 

WHEN after the disasters of 1876-78, the European 
Powers met at Berlin to settle Near Eastern affairs, they 
induced Russia to lessen its indemnity demands and sought 
to save for their bondholders something from the wreck of 
Turkish finances. The British and French governments 
had in indirect ways upheld the faith of their capitalists in 
the ultimate solvency of the Turkish Empire.n In the 
protocol of peace was inserted: 

The powers represented at the Congress are of the opi~o~ 
to recommend to the. Sublime Porte, the establishment: t~-t 
Constantinople of a Financial Commission of specially quali~ 
fied men named by their respective governments, and au"' 
thorized to examine the claims of the holders of the Turkish 
debt and to propose the most effective means to give them 
satisfaction compatible with the financial situation of the 
Sublime Porte. 

Turkey refused to accept the appointment of an official 
commission. But realizing that control probably would be 
imposed if all debt payment remained in default and all 
measures neglected, she entered negotiations with the 
representatives of the bondholders. The negotiations not 
going to her satisfaction, she attempted to settle the ques
tion by arbitrary action. The resistance of the bondholders 
and their supporting governments blocked all avenues of 
credit. The Turkish Government faced by a large volume 
of short-time obligations, held chiefly by local banks which 
pressed their claims vigorously, leased revenues to them. 
The foreign bondholders protested against the discrimina
tion with their governments' support. In 1880-81 agree
ment Wlf.S reached and embodied in a decree of the Sultan 
-the Decree of 1\fouharrem. Turkey, thereby, put into 
receivership under control of the creditors, certain of her 

., Blaisdell, op. cit., p. M. 
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revenues. The decree can be considered as a bilateral con
tract. 'l'he creditors could resume their original rights in 
event of its repeal or violation. The Powers took official 
note of the arrangement. 

For the service of the much reduced debt there was 
placed under the creditors' control (a) the government 
monopolies of salt and tobacco (not including the customs 
duty on tobacco), (b) the stamp, spirits, and fishing 
taxes, (c) the tax on raw silk production in certain dis
tricts, (d) any excess of customs that might result from 
rate increases, (e) the annual tribute due from Bulgaria, 
which was never paid and was replaced by a tithe on to
bacco, and (f) other miscellaneous sources of income which 
never grew important. Without the consent of the credi
tors the level of these taxes could not be changed to the 
detriment of the bondholders. The decree provided that 
four-fifths of the product of these revenues was to be used 
in payment of interest, one-fifth for amortization. The fact 
that the bondholders alone could profit from any increase 
in their yield deprived the Turkish Government of any 
direct incentive to cooperate in augmenting the yield. 

For supervision of the administration and collection of 
these revenues and their application to the debt service, an 
international administration was established. This ad
ministration was empowered with "the administration, col
lection and direct encashment, for the account of the bond
holders and by means of its agents, of the revenues and 
other resources" put aside for the debt service. The seven 
members of the Council of the Administration were named 
by foreign banks or bondholders' groups, one each by the 
French, German, Austrian, Italian, and Turkish, one by 
the English and Dutch together, one by the holders of the 
Privileged Debt (represented by the Banque Imperiale 
Ottomane). The presidency alternated between the French 
and English representatives; the Director-General for 
most of the period up to 1914 was French. The Council 
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acted by majority vote. Its members could not be with
drawn except by the appointing bodies, and could not hold 
positions in the Turkish or foreign military or diplomatic 
service. Its acts of administration had to be in conform
ance with existing laws and the terms of the decree. Dis
putes with the Turkish Government were to be submitted 
to arbitration. Though it appointed its subordinates, these 
were Turkish officials; their promotion required the con
sent of the Turkish Government. I~ all the meetings of the 
Council the Turkish Government had a representative 
with advisory powers. Official Turkish controllers had ac
cess to all books and papers but could not intervene in the 
work of the administration. The administration drew up 
its own budget; the Turkish Government was obliged to 
approve it as long as it was in accord with law and decree. 

Such was the arrangement by which the foreign bond
holders guarded their rights." The Council administered 
directly the Salt Monopoly, the stamp, fishing, spirits, 
and silk taxes. The Tobacco Monopoly was farmed out to 
a Regie (owned by French and Austrian-German capital) 
for a fixed annuity and share in the profits." The whole 
arrangement worked with surprisingly little conflict. The 
only dispute of importance between the Turkish Govern
ment and the Council which required arbitration arose in 
1903 over the wish of the Council to make an extra in
terest distribution. From 1881 to 1903 the ceded revenues 
yielded enough to meet the minimum interest obligation 
of 1 per cent but little more. The net yield was virtu
ally stationary-averaging annually about fl.1 million 

n For a full Jist of the regular and special reports issued by the 
Debt Administration, see Blaisdell. op. cit., p. 109. For details of ita 
organisation, legal status, etc., see G. Young, op. cU., Vol. V, Chap. 
LXXXV. 

49 Its operations and balance sheets are given in the annual Reports 
of the Council of the R~gie to the General Meeting of Shareholders, 
1884.-1918. After a period of deficits, which compelled a reduction of 
capital, the ~gie became profitable; in 1913-141 the shareholders re
ceived 13-14. per cent on their capital. 
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Turkish pounds for the period 188!--1902.110 The reports 
of the Council affirm repeatedly that the Turkish Govern
ment cooperated only half-heartedly in action necessary 
for the development of the revenues because it had no 
direct interest in the result.11 Improvement was made in 
the salt industry and an export trade developed. Silk cul
tivation was encouraged, instructed, and extended. The 
yield of the stamp tax was less than might have been hoped 
because of the virtual exemption of foreigners, the native 
habit of verbal bargaining, and the laxity of the Turkish 
authorities. The taxes on spirits favored importation 
rather than domestic production. 

By 1908, about 22 per cent of the debt affected by the 
Decree of Mouharrem had been redeemed. But circum
stances favored a debt conversion and revision of the ar
rangement. The bondholders had become impatient with 
their low return. The Turkish Government wished to in
crease its customs duties in order to pledge the increase 
for the payment of Bagdad Railway bonds, but under the 
1881 decree such increase would go only to the holder& 
of the previous bond issues. In France the Ministry of 
Finance was occupied by Rouvier, who not long before 
coming into office had participated in the formulation of 
conversion plans. A new agreement was successfully nego
tiated. The old debt was converted into a new one bearing 
higher interest but much reduced in principal Thereafter 
three-quarters of any surplus in the yield of ceded reve
nues over the fixed annuities would be turned over to the 

H The average aunual yield of the revenues for 5-year periods were as 
follows in thou.sands of Turkish pounds: · 

YN"' Ywld YN"' Ywltl 
l~T 2,839 1891-1902 2,688 
188T...n 2,828 190a--T 8.064. 
189:iH'J 2,508 1001-12 t,527 (Including Dew 

eustoms ll1ll'ta.x) 

11 The desc:riptioa giYen by Laurent, op. rit., &bows that ena after 
the 1908 eonnnioa the BituatiOD left much to be desired. 



886 Europe: The World's Banker: 1870-1914 

Turkish Government; the remaining fourth was used for 
amortization. 

From 1903 on, the yield of the ceded revenues increased 
more rapidly despite the disorder that prevailed within the 
Ottoman Empire. Between 1883 and 1913 the yield of the 
revenues administered directly by the administration 
doubled (after deduction of the yield of special surtaxes 
imposed in the later years). Including the returns from 
the increases in the customs duties and the additional reve
nues subsequently put under the administration's guardi
anship, the gross revenue received by the Commission was 
in 1913-14 almost 5.4 million Turkish pounds as against 
3 millions in 1903-4.52 .This growth despite the obstacle 
of circumstance is to be attributed to the efforts of the 
international Debt Administration. The administration 
strove to improve commerce, agriculture, and industry. It 
regularized the application of the tax laws under its con
trol, fought evasion and contraband. It encouraged, by 
technical help, the growth of silk production. Still in all 
these efforts it stopped short of entering too frequently 
into the ordinary life of the people; for that reason it left 
undone much that it recognized as needing doing. The 
administration of the farmed Tobacco Monopoly remained 
rather poorer than that of the Salt Monopoly which was 
under direct control. Some of the revenues under the ad
ministration's care it made no attempt to collect directly, 
leaving that task in the hands of the Treasury or other 
agents of the Turkish Government; it was aware of the . 
danger of bringing the stranger into contact with the 
Mussulman population in the unpopular character of tax 
collector. The administration, itself, had on March 1, 
191!, 8,931 employees, of whom two-thirds were perma
nent. 

The establishment of the Debt Administration assured 
debt payments despite the recurrence of heavy budget 
deficits. As new debts were contracted after 1903, the 

It Sir Adam Block, Bpt~cio.l Rt!port on th6 Ottoman Public Debt, 1914. 
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range of revenues put under the supervision of the Debt 
Administration was extended. Turkey, when it could, bor
rowed without going further in the direction of taking 
sources of revenue out of the hands of its General Treas
ury and setting them aside. Thus the Young Turk regime 
managed to secure large loans in 1909 and 1910 without 
assigning special revenue to the care of the administra
tion. But when no other terms were possible, it yielded to 
necessity. The existence of the Debt Administration se
cured it trust that otherwise would have been denied, trust 
on interest terms lower than 5 per cent up to 1914. Lend
ers counted for their security upon the increase in yield 
that could be obtained from a source of revenue after it 
was transferred from the government to the administra
tion. They believed, too, that the support of their govern
ments would be given to the administration if trouble 
came. This speculative judgment overlooked the determin
ing fact that in the long run, no matter what safeguards 
are taken, the security of an investment cannot be better 
than the political health of the country in which it is made. 
If that is weak and abused, security will fail, unless the 
power to borrow is checked or taken away. Without such 
provision illternational financial control cannot avoid a 
final crash. 

Beginning in 1907 the Debt Administration was made 
by treaty the official agent of the European Powers in the 
collection of the 3 per cent customs surtax, most of which 
was to be devoted to Macedonian reforms. Its duties were 
limited to the verification of the records of collection and 
to encashment. This extension of its activities gave the 
administration a clearer claim than before upon the sup
port of the Powers for the execution of its duties. But even 
previously it had become plain that the will of the govern
ments as well as of the bondholders was represented in the 
Council. 

Gradually there developed a large measure of common 
interest among the members of the Council and the foreign 
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groups which held railway and industrial concessions in 
Turkey. 'rhe British, French, and German members en
couraged the Turkish Government in its wish to build 
railways across its territories, thereby to increase the basis 
of revenue available for the public debt. The revenues 
pledged for the kilometric guaranties given were put un
der the guard of the Debt Administration. The chief reve
nue so pledged was derived from the tithes of the terri
tories traversed. The representatives of the administration 
had an effective voice in the proceedings incident to the 
adjudication and encashment of these tithes, stepping in 
to prevent maladministration and diversion of receipts. 
Toward the Turkish Government they took the role as 
trustees of the railroad bondholders. 

With these foreign-owned railroads, and with much of 
the rest of foreign enterprise in Turkey the members of 
the Council were personally connected. 53 For example, Sir 
Vincent •caillard, British member of the Council, shared 
with Herr Kaula of the Deutsche Bank the preliminary 
concessions in 1888 for the extension of the Haidar-Pasha
lsmidt Railway and later served on the Board of Directors 
of the Anatolian Railway. One of his successors, Sir 
Adam Block, was President of the British Chamber of 
Commerce in Constantinople, and a director of the N a
tional Bank of Turkey. He was also on the Board of Di
rectors of the Imperial Ottoman Docks, Arsenals, and 
Naval Constructions Company, a Turco-British ven
ture organized in 1914 by English armament firms to 
reconstruct the dockyards and arsenals of the Golden 
Horn, and to construct floating docks in the Gulf of Is
midt.u Commandant Berger, for many years French rep
resentative on the Council, was the dominating personality 
in the direction of three important French-owned railway 
lines, on the Board of Directors of the Anatolian Railway, 

111 Blaisdell, op. rit., pp. 21/J-224., enumerates these connections in 
de tan. 

'" Bcosomid, December 6, 1918. 
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and vice-president of the Tobacco Monopoly. On the 
Board of Directors of the Bagdad Railway were the Ger
man, French, and Turkish members of the Council, as 
well as the Director-General of the Administration. The 
German member of the Council was on the Haidar-Pasha 
Port Company. 

These positions in major industrial enterprises--of 
which the preceding is but an incomplete review-tended 
to pass with the succession to place on the Council. By 
virtue of their official duties, their personal interests, and 
their connections with the governments of the countries 
from which they came, the members of the Council became 
the advocates of foreign enterprise in Turkey.11Thus the 
Debt Administration became more than a protective body 
for the holders of Turkish government bonds. It developed 
into an agency whereby the enterprising capital of West
ern Europe sought profit midst the disorder and weakness 
of Turkey. 

In the rivalry between the governments of the capital
lending countries for place in Turkey, the members of the 
Council were also involved. The representatives tended to 
act in defense and promotion of the financial groups of 
the countries from which they came. But much of the fi
nancing carried out in Turkey was undertaken by inter
national combinations, as in the case of the Bagdad Rail
way, and the Banque Imperiale Ottomane; and for the 
sake of mutual adjustment of interests, mutual aid and 
support were common. 

The members of the Council, and the banking groups · 
which appointed them, were aware that they needed the 
backing of their governments, and could not afford to 
cross them seriously. Most of the appointees were drawn 
from government service, and were 

thoroughly conversant with the technique of granting official 
protection to special interests, or, on the other hand, equally 

H Blaisdell, op. rit., p. 224.. 
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familiar with the most effective means of commanding such 
defense. At the same time it can be safely ventured that the 
larger interests of their respective governments would receive 
solicitous attention to the degree that each member was able 
to accord.~>8 

Each member of the Council was in the habit of keeping 
in close touch with the ambassador of his country, and 
ordinarily in correspondence with his government. The 
German representative was nominated by the President of 
the Prussian State Bank, and elected by the Deutsche 
Bank l).nd Bleichroder with the concurrence of the Foreign 
Office. On one occasion this concurrence was given only 
on the condition that the appointee should not be subject 
to the control of the house of Bleichroder.5

' The French 
and British appointments were made by groups accus
tomed to discern their government's preference. Because 
of the fact that the holders of the Privileged Bonds re
tained a place upon the Council even after the conversion 
of these securities, the French interests controlled two 
places. In 191~14 Russia made efforts to secure a place, 
though Russian investment in Turkish securities was 
negligible.118 The French Government for a time gave its 
support. But Germany demanded in return that a second 
German delegate be appointed, and that the presidency 
of the Council should be open to the representative of the 
German bondholders in rotation with the French and 
English. In the attempt to enforce its demand Russia 
withheld consent to an increase in the Turkish customs 
duties.68 

Despite the connections with their governments, the in
dividual members of the Council were, in their daily ac
tivities, primarily concerned with the interests of the bond-

te Blaisdell, op. rit., p. 224. 
liT British Treasury, Memo,.andum on the Ottoman Public Debt, pre

pared for the Peaee Conference. 
u Lim-e N oi,., II, 24o0 et 111q. 
n A. Liebnowsky, Ht!ailiflg fo,. the A.by11, p. 82. 
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holders they represented, and the financial groups with 
which they worked. The methods of public business in 
Turkey they lamented but accepted. The Turkish Gov
ernment and people wanted their support, and needed the 
groups behind them. As long as Turkey resorted con
tinually to European investors, outside control was a pri
mary condition of security demanded by the investors. But 
the security obtained was only superficial. The arrange
ments for international control could not, when calamity 
came, protect those who furnished capital to finance Tur
key. It is even conceivable--but this is merely one of the 
threads of speculation which may be drawn out of the 
skein of pre-war history-that it made the calamity more 
certain by enabling Turkey to borrow. 



CHAPTER XV 

THE FINANCING OF RAILROADS IN 

ASIATIC TURKEY 

THE Sultan Abdul Hamid found the task of gov
erning his empire an anxious one.1 His was a poly

. glot and rebellious people. The Arabs were often 
in revolt, the Armenians in protest and disorder, the 
Kurds against the law, the Slavs and Bulgars fighting for 
their freedom. His power to maintain unity and order was 
balked by mountains and distance. Foreign Powers threat
ened his sovereignty and independence. Foreign residents 
in Turkey lived under their own legal administration. His 
power to change customs duties was limited by treaty, and 
many of his other revenues were pledged to foreign credi
tors and under their supervision. Thus many were his dif
ficulties and sorrows; and small seemed the sums furnished 
by his subjects. 

His country had few roads, little organized trade, an 
unproductive agriculture despite much good soil; its 
mineral resources lay unextracted. If the country was to 
be preserved it was plain that political control and unity 
must be restored, the military power increased, and re
sources and trade developed. These were the vital ends 
that railways were to serve in Turkey. 

THE RAILWAY PROGRESSES TOWARD BAGDAD 

RAILROAD building in Turkey had begun in the sixties. 
French and English capitalists had built roads in Syria 
and Asia :Minor, and one of the first acts of the Sultan 

1 The matters dealt with in this chapter have been studied in great 
detail by E. M. Earle, Tvrk1y, th1 Gr1at PO'tt)t!f'l, oftd th• Bogdad Boii
WHJY (New York, 1928). The general course of events is well portrayed 
by P. T. Moon, JmperiDlilm IJt&d World Politic• (New York, 1927). I 
have drawn on both these sources. 
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was to arrange for their extension. The through line from 
the Austro-Hungarian border to Constantinople had been 
opened in 1888 and gave access to the European domains. 
But the great dream of the Sultan was the construction 
of a trunk line through Turkey in Asia, which would with 
its branches unite Constantinople, Smyrna, Aleppo, 
Damascus, Beirut, Mosul, Bagdad, and end at the Persian 
Gulf. Then Turkish police and military power could be 
made effective from the Black Sea to the Persian Gulf, 
and from the Bosphorus to the Persian Gulf. Troops could 
be drawn from distant places. Rebellion could be sup
pressed, revenue increased, enemies met, and freedom re
won. The members of the international Debt Administra
tion encouraged the plan. Sir Vincent Caillard, Chairman 
of the Administration, tried to form a .British syndicate 
to finance the project, but failed. 

The Germans accepted the opportunity. The British 
had built a railroad from Haidar-Pasha, across the straits 
from Constantinople, inland to Ismidt. This a German 
syndicate bought, and sought from the Sultan a conces
sion to carry it on to Angora. The Sultan gave the com
pany an annual subsidy per kilometer built. The Ana
tolian Railway Company was formed. Sir Vincent Caillard 
was elected to its board so that the support of the Debt 
Administration and of British capital would be assured. 
Ownership was vested in a holding company, the Bank fiir 
Orientalische Eisenbahnen, at Zurich-which held also the 
control of the Oriental railways. This concession was not 
secured without German official aid. The German Ambas
sador had taken the initiative of inducing German capital 
to seek it. But at the start the Deutsche Bank was hesitant 
because of the large capital needed. Bismarck, while offer
ing no objection, made it clear that he accepted no re
sponsibility for the protection of the company. He fore
saw the struggle of influence which would rage about 
Turkish railroads. But once the German group had de
cided to finance the undertaking, the German Government 
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gave its vigorous support in rivalry with other govern
ments. Von Siemens of the Deutsche Bank gained favor 
by lending the Sultan SO million marks wherewith to dis
charge a Russian debt. In October, 1888, the final con
cession was granted. The march of German enterprise 
and political influence in Turkey had begun. 

The railroad reached Angora in 1893. The Sultan 
wished it carried to Konia, in the interior, at once. Inside 
and outside of Turkey obstacles had to be met. Many 
members of the Sultan's government, encouraged by the 
French, opposed the grant. The Deutsche Bank found the 
technical and financial difficulties serious. The Sultan ap
pealed to the Kaiser for aid against the opposition and 
hesitation. They were, jn the end, overcome. Construction 
was begun, and under the eager watchfulness of the mon
archs, Kania was reached in 1896. 

The French had not been left without compensation 
for this new grant to German capital. French capital had 
financed and French management controlled railways run
ning north and east from Smyrna. They had bought the 
road from Smyrna to Cassaba from the British owners. 
They had begun to link towns and seaports in Syria. 
The mileage of these roads was greater than the Anatolian 
Railway. Now the Smyrna-Cassaba line was given a con
cession for extension further into the interior. The French 
strove to keep a predominant place in the operation of 
railroads in Asiatic Turkey, especially in Syria where 
other French economic interests were numerous and 
French clerical and cultural institutions firmly estab
lished.• 

The original concession to the German group had 
carried a provision looking toward prolongation to the 
Persian Gulf. But this needed confirmation and definition; 

1 Beporl of the AllociatW. Natio'lla'lfl del Portev.r1 Fra~av, 1915-20, 
contains a good series of detailed studies of the financial history of the 
French railways in Turkey. The British had also sought eompensation at 
the time in the form of a railway eoncession to Angora; the German 
threat to oppose British policy in Egypt quickly brought a eompromise. 
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and even when these were obtained the financial and po
litical obstructions had to be met. The next section of the 
road had barren stretches to cross and mountains to 
pierce, and no great amount of capital was easily to be 
found in Berlin for this purpose. The Paris market had 
capital easier to be attracted, and the French bankers 
were, with strong diplomatic support, pushing forward 
with a plan for a railroad to run from the Mediterranean 
to the Persian Gulf, which would use the existing French 
railroads as nucleus. The German Ambassador at Con
stantinople was warning that if the German group did 
go forward with its concession, the French and English 
groups active in Constantinople would. But the Deutsche 
Bank was insisting upon the need of foreign assistance 
in order to reduce the burden and the risk, and reluctantly 
the German Government consented to the prospect of out
side participation. In May, 1899, the German interests, 
the Deutsche Bank and Anatolian Railroad Company, and 
the. Anglo-French interests, the Banque Imperiale .Otto
mane, and the Smyrna-Cassaba Railway, reached an agree
ment.• The two main groups were to have equal participa
tion in ownership and control of a new company to be 
formed to build from Konia to the Persian Gulf. Forty 
per cent of the capital was to be German, 40 per ce~t 
French (Anglo-French), and the remaining 20 per cent 
was to be offered to Turkish investors.' The Anatolian and 
Smyrna-Cassaba railways were to cooperate with the new 
road under a working agreement. Both banking groups 
were to endeavor to secure the united support of their 
governments in behalf of the claims of the Deutsche Bank 
to. the c~ncession. The French Ambassador gave his 
friendly atd to the German Ambassador. The British Gov
ernment, informed by its representatives, seemed not op-

• K. Heltfericb, Georg Yo• Bilm~M, III, 92 et ~eq., gives details of the 
understanding. 

' In an annex it was provided that a share should be reserved for 
possible British participants. 
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posed; it was occupied with affairs in South Africa. In 
November, 1899, the award of the concession for construc
tion, clear to the Persian Gulf, was announced. In return, 
the Deutsche Bank was induced under the urgent pres
sure of the German Ambassador to grant a loan to the 
Sultan. 

Routes were surveyed, and the award made definitive in 
January-March, 1902. Probably in deference to Russian 
opposition, a route more southerly than that originally 
proposed was selected. The road was to traverse high table
lands and mountains, and to connect with the Syrian rail
ways; its terminus was to be at Basra, on the Turkish Gulf 
500 miles beyond Bagdad. A branch was to extend to 
Khanikin on the Turkish-Persian border. In March, 1903, 
the Bagdad Railway Company was organized by the 
Deutsche Bank under Turkish law. To it was conveyed 
without right of cession, transfer or assignment, the con
cession for the construction and operation of the new rail
way beyond Konia.11 The charter of the company provided 
for the subscription of 10 per cent of the capital by the 
Anatolian Railway Company. Three, at least, of the eleven 
members of the Board of Directors were to be appointed 
by the board of the Anatolian Railway Company, and at 
least three others were to be Turkish subjects. This, as 
Mr. Earle states, assured Turco-German controL 6 

• For the text of the convention between the Turkish Government and 
the company, the statntes of the company, and the various loan contracts 
it en-tered into, see Great Britain, Bagdad. BaiJway (No. 1), 1911 (Cmd. 
11635, 1911). 

• Earle, op. rit., p. 'JO. Mr. Earle is of the opinion (footnote 31, p. 88) 
that such c:ootrol was not inconsistent with the 1899 agreement which 
"assured French interests ~ per cent of the shares of the Bagdad 
Railway." But it would appear to be plainly contrary to Clause 1 of 
that agreement which states that the German and French bankers were 
to be equally represented in ownership and control. Clause 1 may have 
been deliberately drawn in such a way to permit differing interpreta-
tions by different parties and at different times. The French bankers 
were eager to share in the business even though they might be in a 
minority position; Clause 1 might have been intended to satisfy their 
govemment. 
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Some of the main features of the agreement (March 
5, 1903) between the company and the Turkish Govern
ment should be noted. To the company the Turkish Gov
ernment was to give 4 per cent bonds at the rate of 
~7 5,000 francs, nominal value, per kilometer constructed, 
which the company would sell to finance the road. This 
bonded debt was to be a first mortgage on the road, and 
the revenues of the districts traversed were set aside for 
debt service, and put under the supervision of the inter
national Debt Administration. The government guaran
teed, further, to c~ver operating expenses up to 4,500 
francs per kilometer, provided receipts did not do so. In 
return, the government was to share largely in any excess 
of gross receipts over that amount. The banks had to fur
nish little capital outside of that secured by the sale of 
the bonds. Similar guaranties had been given previously 
to other railway enterprises. The materials needed for the 
railroad construction and development of the road, and 
coal used in its operation, were to be free of domestic taxes 
and customs. The land required for right of way was to 
be conveyed free of charge to the company. Timber neces
sary for the construction and operation of the railway 
might be cut without compensation from the state forests. 

This assistance was none too great, nor these terms 
none too burdensome for a railroad undertaking built in 
advance of traffic in the disturbed Turkish Empire. But 
certain of the other subsidiary rights granted went beyond 
the reckoning of wisdom. The railroad property and reve
nue were given perpetual tax exemption. The company 
was given the right to operate tile and brick works along 
the railway, and to establish hydroelectric plants to gen
erate light and power-without sufficiently clear restric
tion as to the extension these enterprises might take, and 
with the same exemption from taxation as the railway en
joyed. And finally the company was given mining rights 
-but not monopolistic rights--within a zone twenty kilo
meters each side of the line. Considering the fact of gov-
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ernment guaranties, there was little more to be given away; 
and yet the supporting banks and investors lost their 
money. If peace had prevailed, these privileges would have 
been unjust; when war came they proved unavailing, and 
war was the most evident danger. 

In compensation, the convention provided that the rail
road, free of debt, should become the property of the gov
ernment in 99· years. The government was given the right 
to repurchase the road by paying an annual sum equal 
to 50 per cent of the average gross revenue receipts dur
ing the previous five years--in no event to be less than 
12,000 francs per kilometer. It was agreed that disputes 
arising out of the convention should be settled in the com
petent Turkish courts.. In a secret appendix the company 
promised not to encourage or locate foreign settlements 
in the vicinity of the railroad. 

THE PROJECT 01!' INTERNATIONALIZATION FAILS 

SucH were the main terms of the convention under which 
capital drawn from France, England, and Germany was 
to unite and restore Turkey. The German group immedi
ately began further negotiations with French and English 
groups for the disposition of the bonds to be issued to 
finance the first section. The governments watched, and in 
the outcome both French and English governments dis
couraged the participation of their citizens. 

The Russian Government had shown unfriendliness to 
the project as early as 1889, fearing that a strengthened 
Turkey would be a menace to its position in Northern 
Asia Minor, and cherishing fitful ambitions to possess the 
straits. The abandonmen,t of the more northerly route, 
and the pledge obtained from Turkey in 1900 that no 
concessions would be granted for railroad construction in 
Northern Anatolia or Armenia except to Russian na
tionals or syndicates having the approval of the Czar, had 
removed the strategic menace. For a short time thereafter 
the Russian opposition waned because of French financial 



35 

IJLACK so 0 100 200 

JRU[J§ § JI:A. 

Erivan 
0 

Constructed Concession held 

............ 
IUIIIIIIIIttUttllt 



Railroads in Asiatic Turkey 849 

persuasion and anticipation that Great Britain would 
share in the enterprise. 7 But thereafter the Russian Gov
ernment again viewed the project with uneasiness. It pre
ferred a Turkey impoverished and disunited to a Turkey 
developed and united, and feared it would give Germany 
preponderance in Asia Minor. These views were impressed 
upon the French Government. Besides, the commercial in
terests of Lyon and Marseilles were alarmed lest their 
trade with the Near East be injured by the new overland 
route. The clerical interests voiced their fear that France 
would lose its protectorate over the Catholics in the Near 
East. These combined anxieties found support in the 
French Parliament in 190!e.8 Besides, it is also probable 
that the French Government did not believe that in the 
final arrangements French interests would be given as 
large a share as the German in the actual determination 
of the policy of the company.' Thus, despite its earlier 
friendliness, in October, 1903, the French Government 
declared that it would refuse official listing to the Bagdad 
Railway bonds and admonished the bankers not to par
ticipate. The Banque Imperiale Ottomane remained bound 
by its contract and took up its participation; the bonds 
remained in its portfolio and it had a minority representa
tion on the board of the company. 

The British Government had been openly friendly to 
the concession award to the Deutsche Bank while it was 
being negotiated. The official attitude had been that since 
the railway was to be built, it would be desirable to have 
British capitalists share in the venture.10 This attitude 
had been sustained throughout 1901 and 190!!. The gov
ernment on several occasions exerted itself to induce Brit-

'Britul Do-•tltl, VoL II, Noa. 202, 208, 21'7. 
• Dlbat. PMI. ClaGmbf'l tMI Dlpwth, March 2-', 1902. 
I Tbil 'riew the British Ambassador at Constantinople reported the 

French Ambassador to han ezpreased iD July, 1908. Britul& D~•. 
Vol. II, No.. 228. See a1ao E. Dubief, BIOM Jileot10miqw Ittt.....otiow.all, 
April, 1912, pp. 811-3'7. 

10 Britul Do--.t1, I, 884o. 
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ish bankers to join in negotiations with the French and 
Germans, and undertake the business. 11 The German 
group needed not only the participation of the British 
capital but the cooperation of the British Government. 
They desired, first, that Great Britain should join effort 
with Germany to get general consent to an incPease of 
customs duties, whereby Turkey would find it easier to 
meet her interest guaranties; second, that Great Britain 
send the Indian mails over the new railroad route, and pay 
a subsidy for its carriage; third, that Great Britain aid 
in securing a terminus for the railroad on the Persian 
Gulf-in which region British dominance was admitted. 
In February, 1903, the Foreign Secretary informed the 
bankers, who by now had conditionally accepted a share in 
the plan, that the British Government was willing to con
sider these proposals; its conditions were first, absolute 
equality in participation and control; second, the inclusion 
of the Anatolian Railway in the scheme.12 These condi~ 
tions Lansdowne, the Foreign Secretary, had from the 
beginning made clear he would demand. Now he went so 
far as to ask Baring Brothers to take over, so that it might 
better succeed, the management of the British participa
tion in the bond issues.13 

On April 7, 1903, a statement of the government's in
tentions was made in the House of Commons, and there 
they were vigorously attacked. A hostile press campaign 
of increasing vigor swept the country. The cabinet decided 

11 Brit~h DoC'Uf7WJnts, I, 334. 
12]bid., Vol. II, No. 206. The advantages foreseen by Lord Lansdowne 

were (a) the disappearance of the Anatolian Railway, a German enter~ 
prise which might acquire a line from sea to sea, and (b) a peaceful 
settlement of the Persian Gulf Question. Lord Newton, Lord Lansdowne 
(London, 1929), p. 252. 

1a Ibid., No. 208. The leaders in the previous discussions with the 
German group had been Sir Clinton Dawkins of Morgan, Grenfell & Co., 
and Sir Emest Cassel. The former was nervous, for his firm was at the 
moment unpopular because it had fathered the transatlantic shipping 
combine; the latter felt that as a naturalized British citizen of German 
origin his position was delicate. 
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not to stand out against the opposition. On April 23, 
1903, Mr. Balfour declared in the House of Commons that 
the government would not give support to the Bagdad 
Railway scheme. It had come to the conclusion, this decla
ration continued, that the proposals "do not give to this 
country sufficient security for the application of the prin
ciples" of genuine internationalization, of equality of 
commercial treatment, and of equality of control, con
struction, and management.14 1\:lr. Earle writes that the 
British financiers concerned were chagrined at the sudden 
decision of their government. 15 A memorandum by the 
Foreign Secretary, written later, seems to indicate that 
they, the bankers, yielded to the public opposition before, 
at least, a part of the cabinet. In it he states that, "If it 
had not been for the scuttle of the financiers I should have 
been in favor of sticking to our position.m• 

It is difficult to be certain whether the German group 
offered effective equality in every respect to the English 
group, and whether the German Government ever accepted 
such an arrangement. The original company plan provided 
German-Turkish control. But the German group put for
ward amended plans in the later negotiations; these pro
vided that 25 per cent of the capital should be German, 
25 per cent French, 25 per cent English-the remaining 
quarter to be subscribed 10 per cent by the Anatolian 
Railway, and 15 per cent by neutral interests.17 After 
much shuffling about and dispute it appears to have been 
decided that of the board of thirty directors, eight each 
were to be elected by the German, French, and English 

u Pori. D~battl, How.11 of Common.r, 5th ser., CXXI, 222. 
15 Earle, op. cit., p. 185. 
•• Britult Dol'tl.mtntl, Vol. II, No. 22-4.. This appears possible in the 

Ught of the position of Sir Clinton Dawkins and Sir Ernest Cassel. 
u Ibid., Nos. 212, 2".2-4.. According to M. Constans, tbe French Amb&S· 

sador to Turkey, thl' French trroup bad only agreed to the 10 per cent 
allotment to the Anatolian Railway on condition that they would receive 
a:n equal sum out of tbe neutral participation which was to be under the 
control of a French bank. Ibid., No. 210. 
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groups, three by the Anatolian Railroad, and three by the 
Austrian and Swiss groups; each of the three main groups 
was to have equal place in control upon the Construction 
Committee.18 Mr. Von Gwinner of the Deutsche Bank 
stated that he had practically accepted all the conditions of 
the British bankers, which were the conditions formulated 
by the British Government.19 It would appear as though 
nothing in these terms would have prevented eventual 
French-British domination of the line. 20 Still, there is 
Balfour's declaration, there are the repeated statements 
on the part of the German Government that the line must 
not lose its German character, an opinion never clearly 
renounced. About the affair there still remains, after close 
examination, suspicion that though the German Govern
ment was willing to have the fa~ade international, it held 
to the intention of having the internal organization Ger
man.21 

Among the statements of the opposition to which the 
British Cabinet deferred, a hundred different strains of 
feeling, argument, and interest appeared. Vested interests 
-the British navigation companies which possessed a 
monopoly of navigation rights on the Tigris, the shipping 
companies that saw a possible loss of freight and mails, 
the exporters to Turkey, the British-owned railroad in 
Turkey-all these had their vigorous spokesmen. A gen
eral feeling of unfriendliness against Germany, whose 
plans for an increased navy and whose African aspirations 
were becoming more assertive, was common among the 
masses; and the railroad, it was uneasily felt, might be a 
prelude to a German-Turkish alliance. But most impor
tant of all probably in government and official circles was 

11 Britirh Document1, Vol. II, No. 218. 
l&]bid., No. 224. Schwabacb of Bleicbriider made the same assertion. 
20 Earle, op. cu., pp. 188-189. 
21 A telegram of Von Wangenheim, 01ao.rg4 d!Affaires of the German 

Legation, April 28, 1903, suggests that the f~ade could be made mod
erately French provided that the internal organization remained German. 
Dill Gro1111e Politik, Vol. XVII, No. 5264. 
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the fear that the construction of the road might put India, 
the Persian Gulf, and the Suez Canal in danger, make 
them harder to defend if need be. These and other matters 
dictated the decision which was to stand as a source of 
anger between Germany and Great Britain till1914, and 
to delay the construction of the railway in the face of 
German and Turkish efl'ort.23 

GERMAN CAPITAL GOES AS FAR AS IT CAN 

FAILING French and British official consent, 10 per cent 
of the capital required for the first section was subscribed 
by the Anatolian Railway, 10 per cent by the Turkish 
Government, and the rest by an international syndicate 
dominated by the Deutsche Bank. The work went forward. 
The German Government patiently persisted in its efforts 
to remove the diplomatic and financial obstacles-deter
mined to record success. The conversion ()f the Turkish 
public debt in 1903 aided the financiers by providing a 
surplus as security for the railway loans.21 Within 19 
months the first section of the new line--200 kilometers, 
Konia to Bulgurlu-was completed. Beyond this section 
lay high mountains and difficult construction. The Turk
ish Government was in no position to meet the service of 
additional bonds. Thus it was not until 1908 that the 
terms were settled for the construction of the next two sec
tions of the line-850 kilometers; these were to bring the 
road to within 700 of its terminus on the Persian Gull. 

But the Young Turk Revolution delayed the construc
tion of these sections. The new government insisted that 
the Deutsche Bank again seek English participation. 

II A good review of British policy is A. Parker, QV4rlllrl' B.,Y.,, 
October, 1911. 

II This C'ODYersioo the British ReprellelltatiYe In the Debt Adminis
tration opposed because it would help Germany to go forward with 
the Bagdad Railway, and help France to collect claima, while it might 
weaken the sec:urity of the boDdholdel'll. 
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Again the matter was reopened with Sir Ernest Cassel 
and the British Cabinet; the same refusal stood.~4 But 
shortly thereafter German prestige and influence revived, 
nourished by the financial aid which the German banks 
extended the Young Turk government when France and 
Great Britain refused. The Young Turk movement turned 
into aggressive nationalism, of which Germany alone, of 
the Great Powers, had nothing to fear. Toward the end of 
1909 construction was begun and the second and third 
series of Bagdad Railway bonds were underwritten by the 
same syndicate which had taken the first. As the line went 
forward from Bulgurlu toward El Helif, arrangements 
were made for the construction of a branch that would 
give the road a second sea terminal, at Alexandretta on the 
Mediterranean, with extensive and exclusive port and 
terminal facilities. 

In 1911 a new convention was signed between the com
pany and the Turkish Government which obligated the 
company to proceed with the third section of the road 
from El Helif to Bagdad, 600 kilometers; but for this 
section the state of Turkish finances made impossible the 
grant of such kilometric guaranties as had been given for 
previous sections. Traffic on the sections already in opera
tion was increasing with encouraging rapidity; the pay
ments required from the Turkish Government, as guar
anties, were declining rapidly. By this convention, as a 
prelude to a new arrangement, the Bagdad Railway Com-

24 Intermittently from 1903 on the German Government had sought 
favorable diplomatic circumstances under which to strike a bargain. For 
example, the Kaiser raised the question with the British Government 
when the preliminary discussions were going on regarding the Anglo
Russian agreement. The Kaiser gave his consent to the British control 
of the section from Bagdad to the Persian Gulf. But the German Foreign 
Office was not entirely in accord with the Kaiser's offer. Besides Sir 
Edwa.rd Grey insisted that France and Russia be associated in the dis
cussions and Germany thought she would fare better in separate nego
tiations. British DiJcumenta, IV, 263. In 1907-8 Germany was near agree
ment with Russia which sought in return relief from German rivalry 
in Persia. 
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pany returned its rights to the line beyond Bagdad and 
to the port at Basra to the Turkish Government-under 
condition that their construction, if and when undertaken, 

_should be by a Turkish company internationally O'll'lled 
and administered. The '1\'ay was again clearly open for 
international negotiations. 

OPPORTUNITY IS DIVIDED BY SPHERES 

THE time was, in Mr. Earle's phrase, propitious for "bar
gains to be struck." The section to Bagdad would be more 
costly than the preceding ones, and the waiting traffic 
smaller. The German capital market could hardly meet 
the new demands; the German banks dared hardly accept 
the risk. Russian opposition to the completion of the road 
was stilled in accordance with the agreement arrived at 
between Russia and Germany in November, 1910--the 
Potsdam Agreement. That agreement weakened the force 
of the British and French opposition. France tended to 
welcome the chance to change its position. Great Britain's 
consent was more difficult to obtain. Without it the road. 
could not be brought to the Persian Gulf or the necessary 
increase in customs duties obtained. But even stubborn 
British opinion was growing weary. The progress of the 
line indicated that the opposition would fail in its objec1 
in the final event. The Foreign Secretary, Sir Edward 
Grey, alarmed at the tenseness of ill feeling between hi~ 
country and Germany, grew willing to seek thP way tr 
bring to an end this subject of quarrel. 

For almost three years bankers and governments sought 
the terms M settlement-bringing into numerous combina
tions those two principles of adjustment which always 
dominate the dealings of Great Powers in such matters-
the principles of compromise and of compensation. The 
course of negotiations between France and Turkey became 
in their later stages connected with the attempt of Turkey 
to borrow in Paris for general government purposes. Tht> 
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French Minister of Foreign Affairs declared as early as 
1911: 

Circumstances are, therefore, very favorable for examining 
in agreement with the Turkish Government, the conditions 
of economic collaboration between the two countries, We de
sire that the Turkish Government be provided with resources 
. . • but on the doubtful condition that the higher interests 
of France in the Levant are safeguarded and that French 
commercial, industrial, and financial interests are treated 
in a fully satisfactory manner . • . 25 

In these 1911 negotiations with Turkey, Russia made it
self felt, reminding the French ally that Russia still 
claimed a right under the 1900 Treaty with Turkey to veto 
all railroads built by foreign capital in northern Asia 
Minor (east of the line Samsun-Sivas-Diabekir-Mosul
Khanikin), and recalling the pledge of the French Gov
ernment not to permit any loan for this purpose without 
Russian consent.28 In return for permission Russia ex
pected assurances from Turkey and compensation. During 
the summer of 1911 negotiations were renewed between 
the German and French financiers. The former were urg
ing that French banking group which shared in the earlier 
Bagdad lines to aid in the new issues. This group was 
favorably disposed and Poincare wished it to stay in the 
enterprise; but he was determined that the aid should be 
rewarded. When the· Deutsche Bank proposed to this 
group that it would buy back all the bonds of the previous 
issues that rested unsold in their portfolio, on condition 
that the group would assume responsibility for the sub
sequent issues, the French Government brought pressure 
to insure refusal. The recompense was not sufficient. Dur
ing the· Balkan wars, negotiations ceased. 

But during 1913 a whole series of agreements among 
the Powers, and between the Powers and Turkey, took 

11 Dibau Pari. 8ef1Gt, April 7, 1911. 
H LWre N oir, I, 58-60. 
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form. The French Government used its power over the of
ficial market to cause Turkey to reach agreement with 
Russia. This was achieved. 

The French and German financiers now could proceed 
to formulate the terms of apportionment of J.<'rench and 
German railroad opportunity in Turkey. French enter
prise had, since 1908, been pushing forward with exten
sions of the lines under its control. In 1913--14 a secret 
agreement was finally reached between the two financial 
groups.27 France was given Northern Anatolia and Syria 
as a sphere of influence for railroad development; Ger
many was assigned the district traversed by the Anatolian 
and Bagdad railways. The German bankers took over from 
the French the Bagdad Railway bonds which they held, and 
also their share holdings in the company. The French 
bankers were relieved of the obligation of taking 35 per 
cent of the next issue. The Germans, on the other hand, 
sold to the French their holdings in the 1911 Turkish 
government loan. They received a promise that advances 
they had made to Turkey, 66 million francs, would be 
repaid out of the large Turkish reorganization loan to be 
issued in France. Out of that large loan, the first section 
of the French railway net in the Black Sea region was to 
be financed; any disposable sums left thereafter for public 
works were to be divided equally between French and Ger
man enterprises. The agreement was countersigned by 
officials of the French and German Foreign Offices. To se
cure that loan which she so urgently needed, the Turkish 
Government immediately confirmed the concessions to 
France of railroads in the Black Sea and Syrian regions. 

British negotiations with Turkey and Germany like
wise found their issue. Turkey recognized the special posi
tion of Great Britain in the Persian Gulf, agreed that the 
Bagdad Railway should not be carried further than Basra 
without British consent. The Turkish Government agreed 

IT Earle, op. cit., pp. 24.6-250; Poincare, 4• BM"'ie• CUI lea Fraac•, 
IV, 13-14.; L""'• Notr, II, U3. 
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that two British citizens should be elected to the Board of 
Directors of the Bagdad Railway. The existing rights of 
British capitalists who had navigation privileges were re
affirmed, and exclusive rights of navigation on the Tigris, 
Euphrates, and Shatt-el-Arab were granted to a British
Turkish company to be formed by Lord lnchcape of the 
Peninsular and Oriental Navigation Company. This com
pany was to have wide powers for the imp.rovement and 
regulation of all navigable streams in Mesopotamia, in co
operation with a Turkish commission. In return Great 
Britain consented to support an increase of 4 per cent in 
the Turkish customs duties. 

A series of Anglo-(terman agreements followed. The 
newly formed navigation company and the Bagdad Rail
way reached an agreement upon shipping and navigation 
matters; the signatures were witnessed by representatives 
of the Foreign Offices. The same official cognizance was 
taken of a draft agreement between the Bagdad Railway 
Company and the British-owned Smyrna-Aidin Railway 
Company, providing for the extension on the latter and 
its junction with the Bagdad Railway. The two govern
ments agreed to join their efforts to procure from the 
Turkish Government exclusive rights of exploitation of 
oil resources of the provinces of Mosul and Bagdad, which 
had been solicited by the British Government as early as 
1907. These were to be turned over to the Anglo-German 
enterprise--the Turkish Petroleum Company which was 
now- constituted. In this company there were joined to
gether the interests of the Royal Dutch Company, the 
Anglo-Persian Oil Company, and the Deutsche Bank 
group, all of which had claims entitling them to considera
tion. The German group consented to accept the minor 
share and in addition recognized the exclusive right of the 
Anglo-Persian Oil Company to the Southern and Central 
Mesopotamian fields. 28 In June, 1914, the two govern-

28 Earle, ''The Turkish Petroleum Company," PoUtical ScicnetJ Quar
terly, June, 1924. The agreement signed on March 19, 19U., at the 
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ments approached the Sultan in behalf of the company 
and received a promise which had not yet been definitely 
confirmed when the war broke out. 

Then finally, all these adjustments of interests having 
been made in June, 1914, Sir Edward Grey and the Ger
man Ambassador initiated a convention defining the Ger
man and British interests in Turkey. The British Govern
ment agreed to withdraw its opposition to the Bagdad 
Railway and to support no competing lines. Its consent 
to an increase in Turkish customs duties would make pos
sible the extension of the line. The road was not to be 
carried to the Persian Gulf without consent of the British 
Government. The German Government recognized the re
cent Anglo-Turkish convention, and the rights conferred 
therein upon British companies. 

The half century of activity of foreign capital in Tur
key began to provide that region with the equipment of 
a modern industrial state and to improve the use of its 
natural resources. But with the foreign capital came im
pending foreign dominance. In 1913-U before the war 
the contestants reached an adjustment of their claims in 
a virtual division of Asiatic Turkey in spheres of economic 
influence. The Russian sphere was in Armenia and in the 
region next the Russian border. The English in the re
gions near the Persian Gulf and along the line of the 
Smyrna-Aidin Railway, the French in Syria and the 
Black Sea region, the German in the territories traversed 
by the Anatolian and Bagdad railways, Central and 
Southern Anatolia and Northern Mesopotamia. 

'Vhether these spheres would have been made the basis 
of political division if war had not come in 1914 remains 
a matter for speculation. In the months before the war 
British Forei(l,'n Office had the signatures of Sir Ernest Cassel (National 
Bank of Turkey), Sir Henry Deterding (Royal Dutch Company), Mr; 
Walter Samuel (Shell Oil Company), Mr. Carl Bergman (Deutsche 
Bank), Sir Charles Greenway and Mr. H. S. Barnes (Anglo-Persian OU 
Company), Sir Eyre Crowe (British Foreign Office), Baron Von Kuhl
man (German Foreign Office). 
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Turkey was arming to win back lost territory in Europe; 
when war came Turkey entered in a gamble to win back 
lost strength and independence. The forces of the nine
teenth century had pulled apart Turkish conquests of past 
centuries. The Ottoman Empire could not survive in its 
inherited form and boundaries within the world of newly 
strengthened nationalist European states. Foreign capi
tal and modern industrial technique might have restored 
its power. They proved to be one of the forces which 
brought out all its inherent weakness. It requires an or
derly and competent government and a healthy state to 
utilize them advantageously. 



CHAPTER XVI 

THE FINANCING OF PERSIA: BETWEEN TWO 

IMPERIAL AMBITIONS 

FROM the time of its first entry the actions of for
eign capital in Persia had political consequences, 
and were managed by outside governments for 

national purposes. Each outside power feared that other 
governments would turn any financial opportunities or 
pledges secured by their nationals to political advantage, 
and so intervened to control the action of the Persian state 
and to support their own interests. Under these circum
stances, the political aspects of the relations between the 
Persian Government and foreign capital were always 
to the front, the economic aspects out of sight, except as 
they bore upon the political. 

THE SHAH MORTGAGES HIS DOMAINS TO TRAVEL IN EUROPE 

IN 1872-73 while the British prestige in the Middle East 
was high, the Persian Government granted to a British 
subject, Baron Reuter, a concession conveying almost 
complete monopoly of the economic life of Persia. Of this 
concession which roused the fury of Europe, neither the 
British Government nor British investors took advantage. 
It remained unexecuted because of lack of adequate se
curity, and was canceled without protest by the British 
Government. Several other concessions granted to Eng
lish groups at about this time came to grief, causing losses 
to investors; as a result, Persian credit and enterprise were 
ranked as a bad risk in London. 

Between 1888 and 1890, both the British and Russian 
governments became extremely active in the effort to in
troduce their capital and undertakings in Persia. In 1889-
90 the aid of the British legation secured for Baron 
Reuter the right to establish the Imperial Bank of Persia. 
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This bank was given the exclusiYe right of note issue, and 
became the agency through which the British Government 
conducted its financial operations in Persia. The shares 
were issued in London, while the Shah was visiting there. 
"In order to facilitate the issue it was also incorporated 
under a Royal Charter.m The bank was given mining 
rights throughout the Empire, which were ceded to the 
Persian Bank Mining Rights Corporation. This venture 
in 1894 joined the list of the unfortunate British gambles 
in Persia. Another concession secured in this period almost 
produced the overthrow of the Persian monarchy. This 
concession, countersigned by the British Minister, con
ferred a monopoly ~f the sale of tobacco and tobacco 
products. The beneficiaries paid the Persian Government 
15,000 pounds, and a ~5 per cent participation in the 
profits ; according to the prospectus they expected to earn 
371,000 pounds annually on a capital of 650,000--not 
wholly paid up. The arrival of the officials produced a 
revolutionary movement and a boycott led by the clergy. 
Russia demanded cancellation of the grant. The British 
Government consented to its cancellation upon the pay
ment of an indemnity of half a million pounds. The Im
perial Bank loaned the Persian Government the necessary 
funds, obtaining an assignment of the customs revenues 
of certain of the South Persian ports of entry, as security. 
The French Government had offered to induce its banks 
to extend the loan, if the customs revenues and turquoise 
~es were assigned as security. 2 No one would lend the 
Persian Government without such security, and the gov
ernment was not able so to manage its affairs as to dis
pense with outside aid. 

The triumphs of the British Minister-another was the 
securing of navigation rights on the Karun River-moved 
the Russian Government to action. 3 After modulated 

1 Sir H. D. Wolff, Rambling ReeoUectimas (London, 1908), II, 350. 
2 J. B. Feuvrier, Trail AM a la Cour de PerBIJ (Paris, 1906), p. 809. 
a The Persian Government, by various regulations, prevented the use 
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coercion, the Persian Government acceded to a secret con
vention in 1899 under which it promised Russia that it 
would not construct any railroads for ten years, or permit 
others to construct them; the duration of the promise was 
subsequently prolonged. In 1891 the establishment of a 
Russian Bank was authorized-the Loan Bank of Persia. 
This bank was a branch of the Russian State Bank and 
entirely under the control of the Russian Cabinet. To 
Russia, also, were given concessions for fisheries on the 
Persian side of the Caspian Sea, monopolistic navigation 
privileges on that sea, and grants for the exploitation of 
mines, forest-lands, and telegraphs. The two governments, 
by obtaining these financial and economic privileges, in
stalled themselves solidly in Persian affairs, and faced each 
other hostilely. 

Both of the banks made advances to the Persian Shah. 
In 1898 the new Shah's purse was empty, and he wished 
to take his usual European tour. The British Government 
would not guarantee his loan, and the British bankers 
asked control of the customs as a condition of the loan. 
The Shah endeavored to solve his difficulties by hiring 
Belgians to take charge of the Customs Administration. 
But this did not meet his needs; the customs duties were 
limited to 5 per cent by treaty with Russia. The need con
tinued, and the Boer War closed the London market. Lord 
Curzon in India proposed the exaction of harsh terms for 
British government aid, but the London Cabinet rejected 
his suggestions. Finally Russia in return for a most favor
able commercial treaty lent !.4 millions of pounds. Out of 
this loan it was provided that the British advance of 189!! 
be repaid, thus releasing the South Persian customs. On 
the other hand all Persian customs duties, save those re
ceived at Fars and the Persian Gulf ports, were pledged 
to the Russian loan-subject to Russian control in the 

of thi.a t'Oneeuloo till 1894., and thea handicapped it. The British Govern
ment showed itself eonciliatory. See V. Chirol, Tll• Jliddlfl Ba.~t•na Q .. ,_ 
tto. (London. 1903). pp. 1M-165. 
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event of default. Persia promised that no new foreign in
debtedness would be contracted for ten years except with 
the consent of the Russian Government. In 190~ Russia 
made another loan in return for a railway concession from 
Teheran, the capital, to the Russian frontier, and tariff 
concessions. A prior effort had been made to negotiate the 
loan in Great Britain without success, the British Govern
ment taking no steps to aid it. The proceeds of this Rus
sian lending were spent by a corrupt and voluptuous court 
without benefit to the country. 

The strengthening of the Russian place in Persian 
affairs disturbed Great Britain. As early as July, 1900, 
the Persian Government had been reminded of the fact that 
it could grant no railway concessions in South Persia with
out consultation with the British Government. • To fore
stall any daring move, the British Government announced 
in 1903 that no country would be permitted to construct 
railroads or a naval base on the Persian Gulf, and that 
British dominance in that region must be maintained.' 
During 1903-4, to break the Russian monopoly, and de
spite pledges held by the Russian Government, the British 
Government authorized advances to the Persian Govern
ment through the Imperial Bank of Persia, obtaining as 
securities the revenues of the Caspian fisheries, of the posts 
and telegraphs and, if need be, of the customs collected 
at Fars and the Persian Gulf ports. During the same 
period the British Government put its support behind 
British projects of road building in South Persia, naviga
tion of the Karun, the extension of the network of the Indo
European Telegraph Company, the establishment of pro
vincial agencies by the Imperial Bank, and the D' Arcy 
Oil Concession from which the Anglo-Persian Oil Com
pany was later built.• 

'Britilh DocvmMd•, IV, 866. &Jbid., p. 8'10. 
IIJbid., pp. 8'1G-8'13, and Sir A. C. Hardinge, ..4 Diplomotilt itt thl 

Bad (London, 1928), pp. 828-829. The former Ambassador to Persia 
also relates in this volume of memoirs, pp. 2'18 •t uq., the circumstances 
under which the grant for the D' Arcy Oil concession was obtained. The 



The Financing of Persia 365 

During the succeeding years the Russian-British ri
valry remained tense not only in Persia but in Afghanistan 
and Tibet. The Persian financial administration grew 
poorer and more spendthrift rather than more careful as 
its burdens increased. There was no fixed budget, no sys
tem of public accounts, mismanagement of the farmed-out 
taxes, and dishonesty in the others. Corruption sat in every 
branch of a government which was both tyrannous and 
cowardly, and unable to keep order. Under these condi
tions the gradual extension of foreign intervention was 
inevitable. Throughout the country agitation spread 
against the mismanagement and the foreign control it 
invited. 

LENDING IS CONTROLLED 

IN August, 1906, in response to the continued demand, a 
constitution was granted. A parliament (the Medjliss) 
was established under a system of group representation, 
with effective powers of control over finances, concessions, 
and foreign policy. The Shah and the Medjliss fell almost 
immediately into conflict over financial questions. The 
Medjliss was controlled by a Nationalist party, among 
whose leaders were a scattered few with a developed sense 
of European political standards. It desired to avoid the 
further foreign intervention that further financial im
providence would necessarily produce. Its first actions were 
to oppose a new loan which the Shah had negotiated with 
Great Britain and Russia, under conditions which con
veyed control over public expenditure and further control 
of the customs. An abortive attempt was made to found 

Grand Vizier was willing to grant it and advised Hardinge to draw it 
up in the Persian language for necessary submission to the Russian 
Embassy, in the knowledge that the Ambassador could not read Persian 
and that hill secretary was absent from Teheran. This concession eon
Yeyed exclusive rights to exploit the oil resonrces of all of Persia acept 
ftve proYinces. Later the British Government bought eontrolling owner
ship in the company formed to exploit it, the Anglo-Persian Oil Com
pany. 
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a National Bank, financed by the Persians, to enable the 
government to do without the aid of the British and Rus
sian banks. The Belgian adviser who had been engaged 
in 1899 to supervise the administration of the customs, 
was dismissed. A limit was set upon the Shah's civil list. 
All these actions roused the antagonism of Russia, which 
disliked the Nationalist movement, and perhaps paid it 
the tribute of fear as an honest and real opposition.1 

British official sympathy had been extended to the Na
tionalist movement throughout 1906 and 1907, to the point 
of giving offense to Russia. But the Russian enmity was 
costly and affairs on the continent were troubling. Rather 
than attempt to place faith and give continued support to 
a movement which might easily deteriorate and engender 
further Russian hostility, British policy turned to con
ciliation with Russia and protection to British interests 
thereby, no matter what the future consequences to the 
Persian state. 8 

RUSSIA AND GREAT BRITAIN DIVIDE THE FIELD 

THE negotiations for this agreement were laborious and 
checkered. As early as 1899 the Secretary of State for 
India being of the opinion that a policy of joint Russian
British cooperation in Persian r~form was out of the ques
tion since Russia was interested in the decay of Persia, 
not its reform, suggested a sphere of influence agreement 
for Persia.' This was the era in which China was being 

1 For the record of these events, see Great Britain, Pertia (No. 1), 
1909 (Cmd. ~81, 1909). 

8 E. G. Browne, The PIJrlia• Bll11olutiotr. of 1905-1909 (London, 1910), 
p. 193, explains the action of the British Government by (a) desire for 
peace with Russia, (b) the wish to avoid further responsibilities of Em
pire, (e) the wish to economize on military expenditure in India. Tbe 
British diplomatic documents support this analysis, but also bring out 
the fact that the wish to check German action within Persia and growing 
hostility to the general political aims of Germany were also moving 
considerations in bringing Great Britain together with Russia on the 
Persian question, 

• BritwA Documtmt•, IV, 869-862. 
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partitioned in spheres. From time to time the proposal had 
reappeared but Russia, living with the idea that the whole 
of Persia would fall under its influence, had avoided the 
suggestion.10 Now the discussions between the two gov
ernments became connected with the loans which the Shah 
was trying to contract with both, and the loans which 
Russia wished to contract in Great Britain. Great Britain, 
sympathetic to the rising constitutional movement, was 
reluctant to provide the Shah with funds to combat it. 
But in September, 1906, impelled by fear of Germany, it 
agreed to join Russia in an advance. In return for this 
advance the British Government suggested the imposition 
of conditions which forecast the application of the spheres 
of influence idea. The contemporary internal and financial 
difficulties of Russia seemed to make a good opportunity to 
wrest its consent to the boundaries of division desired by 
Great Britain.11 Russia was reluctant still so to divide 
place in Persia with Great Britain and feared besides that 
by connecting these conditions with an advance Persia 
might be driven to offer still stronger invitations to Ger
many.12 During these months, September-November, 
1906, the Russian Government was most seriously nego
tiating with Germany over the possibility of an agreement 
whereby Germany would avoid interference in North 
Persia in return for a cessation of Russian opposition to 
the Bagdad Railway. Finally in February, 1907, Great 
Britain gave in and the advance was made without seek 
ing political recompense.13 The negotiations between Lon
don and St. Petersburg were resumed. Russia was per
suaded to compromise its desires and to run the risk of 
offending Germany. By Februl\ry, 1907, the Anglo-Rus
sian agreement was in sight.14 

This agreement dealt with Persia, Afghanistan, and 
Tibet. It was negotiated without consultation with the 

to Ibid.., p. 270. 
n Ibid., p. 391. 
l' Ibid., pp. 442-4.43. 

u Ibid.., pp. ~94, 897. 
u Ibid., p. 427. 
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Persian Government and was not recognized by that gov
ernment despite the elaborate attempt of the signatories 
to prove that it would benefit Persia. Above all, it gives 
explicit recognition of the fact th~t in a country like 
Persia, foreign financial and economic enterprises have 
political consequences,. when connected with a national 
policy of the. lending states. The preamble of the agree
ment pledged the signatories "to respect the integrity and 
independence of Persia." The remainder of the agree
ment divided Persia into spheres of influence. In the 
northern of three indicated zones the British Government 
promised to seek no concessions for British subjects. The 
Russian Government gave the same pledge as regards the 
southern zone. The central zone was left open to the enter-

, prise of both nations. A similar geographical division was 
established as regards the customs revenues which might 
be pledged for loans by the British and Russian banks, 
or put under control in the event of default. The British 
Government defended the agreement by arguing that the 
cessation of rivalry between Russia and Great Britain 
would lessen the necessity of an aggressive stand in Persia. 
This might have been the actual outcome if Russia had 
not had aggressive intentions on other accounts; but Rus
sian policy being as it was, the agreement merely made 
the pursuit of Russian purposes easier, and caused Great 
Britain to subordinate its action to Russian action. 

Fear of German action in Persia, as has already been 
indicated, played its part in bringing Great Britain and 
Russia together. Upon the first opportunity offered it to 
facilitate the entry of German enterprise in Persia-the 
offer in 1895 of a concession for a railroad from Teheran 
to Khanikin-the German Government had turned its 
back, not wishing to challenge Russia's treaty rights.11 

But the mere offer was sufficient to alarm the government 
of British India.18 During the subsequent decade of Rus-

u DY Gro11e PolUik, Vol. XXV, No. 8567. 
11 Britull. Docvm•tr.tl, IV, 857. 



The Financing of Persia 869 

sian and British penetration, Germany, occupied in Tur
key, stood aside. In 1906 it began to take vigorous ad
vantage of the openings which presented themselves. But 
probably from the very beginning it had no lasting in
tention of winning place in Persia for German enterprise. 
It was seeking rather to embarrass the progress of Russian 
understanding with Great Britain, to win from Russia 
consent for the Bagdad Railway plan, and to assure as 
large a measure of equality of treatment for German trade 
in Persia as might be possible. 

In the late spring of 1906, the Shah in extreme need, 
for his extravagance grew no less as his position grew 
weaker, hoped to secure from Germany the financial aid 
which was being refused by Russia and Great Britain. He 
encouraged the establishment of a German steamship line 
to Persian ports, and the establishment of a German bank 
in Teheran. The steamship line was started. The bank 
concession was granted in July, 1906, the German Gov
ernment refusing to date back the concession, as asked 
by the Persian Government, to make it appear to antedate 
the current loan discussions with Russia. To the Russian 
and British governments, the German sought to give as
surance that it was executing this bank concession solely 
for commercial reasons and that it would pursue no politi
cal aiiDB in Persia.17 In fulfilment of these assurances the 
Foreign Office turned aside from the enthusiastic schemes 
presented by its representative at Teheran, dealing with 
railway, tariff, and other advantages to be obtained 
through the bank.18 In September, 1906, it refused the 
Persian Government's loan requests.18 Doubtful of its 
ability to secure any real place in Persian affairs, it did not 
wish to provoke the two other rivals to any decisive action. 
It would show itself willing to step out when compensation 

u Du Gro11t Politik, Vol. XXV, Nos. 8571-8672, 8576-8578, and 
Britula Do~. IV, 896. 

liDu Gro~tt PoUtik, VoL XXV, No. 8578, and Britvl Do"--atl, 
IV, 4118. 

u Du Gro111 Politik, Vo!. XXV, No. 85711. 



870 Europe: The World' a Banker: 1870-1914 

was accorded. Meanwhile enough activity was maintained 
to show that it had to be taken into account. 

During the closing months of 1906 and the early months 
of 1907 the German Government induced the Deutsche 
Orient Bank to take up the Persian bank concession, while 
renewing its previous assurances in London, and em
phasizing the fact that the bank would be operated as a 
private bank, not a state bank. Finally in April, 1907, 
the Deutsche Orient Bank negotiated an agreement with 
the Persian Government which gave the bank the right tO 
issue silver money, and left the way open for further 
negotiation with the Persian Government for concessions 
for mining rights and waterworks at Teheran, if these 
were granted to foreigners. 20 This agreement the German 
Government censored to bring it in accord with the 
promises given toM. Isvolsky in October, 1906. It erased 
clauses whereby the bank promised to share in advances 
to the Persian Government on guarantees left to future 
determination, and others by which·the bank acquired the 
right to share in loans and railway concessions.21 For the 
German negotiations with Russia at the time seemed likely 
to produce agreement, a draft of terms having been pre
pared in February, 1907.23 

But the strategic position of Great Britain proved 
stronger than that of Germany, it having the financial 
power Russia so eagerly courted. While the discussions 
between Great Britain and Russia marched to definite ac
cord in March-July, 1907, those between Germany and 
Russia lagged. Attempts to connect the two sets of dis
cussions were made by the French banker, Count Vitali, 
and the Banque Imperiale Ottomane, which wished to end 
the ban of the French Government on Bagdad railway 

20 Di.fl Gro88t1 Politik, Vol. XXV, No. 8578, note. 
11Ibttl., No. 8589. 
12]bid., No. 81l80. For an interesting and detailed analysis of German 

PUl'JXIK'8 as seen by the Russian Government, see the "Protocol of 
Deliberations of the Russian Ministerial Council" of February 1, 1907, 
printed in Britiltl Doet~.mltatl, IV, 270-271. 
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loans, but they failed. 28 Russia became more demanding 
and Germany reluctantly gave up hope of immediate ac
cord. At about the same time the Deutsche Orient Bank 
decided not to make use of the Persian concession. 24 

After the 1907 agreement the Russian and British 
governments took for granted their right to veto con
cessions which were not to their interest, and to demand 
that their consent be obtained in important financial 
operations. The Medjliss was, during the next few years, 
almost constantly in dispute with Russia. Russian help 
was given the reactionary Shah in his attack upon the 
Medjliss. At this juncture the British policy was hesitant 
and hard to analyze. Faced with the Russian wish to give 
financial support to the Shah, it wavered, seeking assur
ance that the Shah would remain faithful to the constitu
tion; at the same time it used the occasion to secure pledges 
that Persia would not borrow elsewhere, and would have 
sought railway concessions, had it not been for Russian 
disfavor.25 Despite Russian support, the Shah was over
thrown in 1909. Thereupon Russia again fomented civil 
war. There was chaos in the capital, tribal revolt through
out the provinces, and an empty treasury. 

The possibility of German interference was eliminated 
in 1910. The German Government had continued to main
tain a stubborn front against the Anglo-Russian assertion 
of dominance in Persia. It did not recognize the Anglo
Russian agreement, and tried to insist upon the open door 
for German commerce and finance. When it was proposed 
that French financial advisers be appointed in Persia, 
German objections were vigorously heard." To show that 
it was still a factor to be reckoned with, the German Gov
ernment gave support to an expedition sent by the 

II DUI Gro111 Politik, Vol. XXV, No. 8580. 
Ulbid., No. 8597 and footnote. 
u Briti.rl!. Doct~.mMtl, V, 241. For the details, see al&o Great Britain, 

P~rm (No. 1), 1909, and P•r•itJ (No.1), 1909. 
n B. De Seibert, Eat1ttt1 Diplomacy att4 tu World, pp. 67, 75; 

Dw Grot~• Politik, Vol XXVII, Nos. 1~10091. 
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Deutsche Bank t.o study railroad possibilities. The expedi
tion was designed in part to make "Isvolski amenable to 
our desires in the Bagdad question.m7 Thus was the cam
paign carried on in the form.of support for private enter
prise. Finally in March, 1910, the German Government 
warned the Russian Government that this support would 
take a more vigorous form. 28 Still it refrained from re
sponding to the appeal of the Persian Government that it 
should, under a treaty of 1878, use its good offices to settle 
Persia's disputes with Russia and Great Britain. The Ger
man policy gained its end when in November, 1910, Russia 
promised to put no future obstacles in the way of the com
pletion of the Bagdad Railway, and to construct, as the 
first railway in Persia, a line to connect with the Bagdad 
Railway at Khanikin. In return Germany renounced all 
claim to railway and public works concessions in the Rus
sian zone of influence in Persia. German enterprise had 
shown little eagerness to enter it. 

Persian financial need after the overthrow of the Shah 
was extreme. The means of maintaining internal peace 
and order were lacking. The Medjliss showed little ca
pacity to master the difficulties by which it was beset. The 
financial administration and tax system were still so dis
honest and disorganized that it was doubtful whether any 
further borrowing would have any durable result beyond 
adding to the government's burdens. Russia and Great 
Britain insisted that any further loans should be con
tracted through them. There was solid reason for asking 
for a reform of Persian financial administration and su
pervision of the expenditure of proceeds, as conditions of 

11 Dt. Groll• PoUtUc, Vol. XXVII, Nos. 10013, 10102, 10108. 
"ll& For the det&lls of German policy, see ibid., Vol. XXV, especially 

Nos. 8666-8603, and VoL XXVII, Nos. 10090, 10091, 10094, 10096, 10102, 
10105, 10108, 10118. How badly it had the British Government worried 
even up to 1912 is indicated by the fact that Sir Edward Grey proposed 
to the C&ar, September, 1912, that they should Join to secure railroad 
concessioos in tbe neutral sone, to remove them from German reach. 
UDr• Noflr, II, 861. 
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further loans. But the demand of reform as coming from 
the two dominating governments smacked of guile, for it 
was to their policy, especially Russian policy, that much 
of the internal disorder and financial distress of Persia was 
to be traced. Besides, the demands of reform and control, 
when made, went beyond the necessities of the case. In 
March, 1910, the two governments asked as the conditions 
of financial aid (a) that the borrowed funds be spent in 
accordance with an approved program, under the super
vision of a commission of six members, of whom two were 
to be Europeans; (b) that seven French be engaged to 
occupy various executive posts in the Ministry of Finance; 
(c) that Great Britain and Russia be assured a prior right 
to construct railroads within their zones; (d) that Russia 
be given a monopoly of navigation on Lake Ourmiah; (e) 
that a police force be organized under foreign officers.19 

Upon these terms the Medjliss would not borrow, despite 
the unveiled pressure of both governments. 

These in retaliation prevented recourse to sources be
yond their control. Thus, when, just as the Anglo-Rus
sian conditions were being put forward, Sir Edward Grey 
heard that a British firm had been offered an option to 
make a loan in Persia by the International Oriental Syndi
cate (presumably German, for the Potsdam agreement 
had not yet been reached), he took swift action to prevent 
Persia from proceeding with the negotiations.80 Again in 
April, 1910, an individual understood to represent a 
French syndicate tried to arrange for the issue of a loan 
in P.Ltris, having received an option pledged on the reve
nues of the Customs and Telegraph Services. Both govern
ments protested and the French Government refused to 
sanction the loan.81 As early as 1907 the French Govern
ment, eager to foster the progress of the Anglo-Russian 

IO M. Sauve. "La Situation en Perse," Quuti.ou Diplomatique• '' 
Colo.W.U111, July 16, 1909, and Great Britain, Penia (No.1), 1911. 

10 Great Britain, Per•ia (No.1), 1911, No. 87. 
11 G. L. Dickinson, Tu Ifl.tent4tioftGJ .A.tto.rchy (New York, 1926), 

pp. 262-268; De Seibert, op. ti.t., p. 85. 
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agreement, had shown itself willing to use its control of the 
Paris market to prevent financial transactions which might 
interfere with their joint plans in Persia.32 During the 
latter part of 1910 Seligman Brothers of London ar
ranged to loan 1~50,000 pounds to be spent for designated 
purposes under supervision; 700,000 were to be used to 
pay off an advance made by the Imperial Bank of Persia, 
and so remove their lien upon the customs of Southern 
Persia, freeing them for the larger loan. The British 
Foreign Office appears to have induced or compelled Selig
man to retire from the transaction on the ground that it 
would be detrimental to the Imperial Bank. 83 By that time 
some willingness to c.ompromise was being shown by the 
Persian Medjliss and Great Britain did not want its posi
tion weakened, or concessions taken out of its hands, de
spite its genuine desire to see order established in Persia. 
In January, 1911, a convention was reached between the 
Persian Government and the Russian bank which con
solidated all but two of the previous Russian advances 
into a 7 per cent debt pledged on all Persian customs save 
those of Fars and the Persian Gulf. And the following 
month Great Britain authorized some small advances pend
ing a larger loan, to enable Persia to maintain a police 
force. The larger loan was arranged in May. It paid only 
5 per cent, and bore no conditions except the pledge of 
the Persian Gulf customs. Because the British Government 
had not wished to go to the extreme of actually occupying 
Persia, the will of the Medjliss in a large measure pre
vailed.3' 

Even after receiving this aid Persia continued to be in 
want of funds to maintain a police force, security on roads, 
and to establish the authority of the Central Government 
in the provinces. Thinking to improve its credit and to 

a2 Briti81t Docum6ntl, IV, MS. 
aa See letter signed "Jus" in the Economillt, November 12, 1910, p. 

976, also Ec01t0millt, November 26, 1910, p. 1081. 
afo Great Britain, Perria (No. ll}, 1911, Nos. 91, 97. 
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escape conditions that gravely limited its independence, 
the Persian Government in May, 1911, engaged Mr. Mor
gan Shuster, an American, and a group of assistants, giv
ing him full power to control and centralize the collection 
of all Persian revenues, and audit government expendi
tures. Mr. Shuster undertook his work in a vigorous, 
systematic, and downright fashion-setting aside both the 
traditional privileges of certain parasitic Persian office
holders and nobles, and the arrangements entered into 
between Great Britain and Russia as regards Persian 
affairs. Within three months he was the center of a dispute 
in which the Medjliss backed him dramatically against 
both internal opposition and Russian and British pres
sure. Despite Russian opposition his will that the Belgian 
customs officials be under his authority prevailed. He set 
about to organize a Treasury Police to enforce the col
lection of legal taxes. But his plans of fiscal reorganization 
were soon brought to a halt. 

Russian plans left no place for the presence of such an 
official as Mr. Shuster, who took seriously the Persian 
stand of independence, and who might have, besides, so 
improved the Persian Government that all foreign domina
tion might have been thrown off. One of the things feared 
was that the Medjliss would give Shuster control of the · 
granting of railway concessions, in the exercise of which 
he would not show sufficient consideration to Russia. The 
Russian Government created new difficulties for the smal.ltr 
country by aiding an attempt of the ex-Shah to return to 
power. It multiplied ground of complaint against Mr. 
Shuster's actions. Sir Edward Grey bent his decisions to 
Russian wishes. Mr. Shuster sought to save himself by an 
appeal to British opinion, through the British press, but 
his obstinacy was of no avail!' Finally in November, 1911, 

" For a full account of the nrious epllodes which brought Shuster 
Into conflict with Russia, see Great Britain, Per1itl. (No.8), 1911; Perria 
(No. 4), 1911, P•rria (No. 6), 1911; M. Shuster, Tu Btt'G'Afllift.g of 
P•r•itl. (New York, 1912). 
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Russia delivered an ultimatum demanding, among other 
matters, the dismissal of Shuster, and the appointment 
of no foreigners to the Persian government service without 
Russian and British approval. The Medjliss at first re
fused unanimously. But under the threat of an immediate 
Russian march upon Teheran, a cabinet which accepted 
the demands took power and dismissed the Medjliss (De
cember, 1911). The attempt of Persia to reform its own 
financial affairs was prematurely killed; with it went for a 
decade the attempt at democratic control. Thenceforward, 
to the outbreak of the war, Persia was to exist only by the 
sufferance of the Powers and their occasional advances. 

The negotiations over these advances fill the record of 
the years 191~-14. The British Government took the lead 
in proposing and making them. For anarchy had gone so 
far in the country, largely as a result of Russian inter
ference, that British trade could not be conducted in 
safety. They were a substitute for the costs of an expedi
tionary force. In January, 191~, Great Britain was will
ing to make advances without conditions, but Russia 
insisted upon the contrary course. A joint advance was 
made in February, 1912; its expenditure was put under 
control. 88 As part of the price of receiving it, the stagger
ing Persian Government undertook to observe the princi
ples of the Anglo-Russian Convention of 1907. Russia 
had her way. In return for further advances, Russia asked 
now for the concession of a railroad to traverse Persia, 
now for a revision of an old concession to construct a short 
road from its border into North Persia. Great Britain, 
though anxious to restore order and to keep out of power 
the reactionary group which Russia was favoring, asked 
the concession of a railroad in the neutral zone from 
Khoramabad to Mohammerah. 11 The British Govern-

ae Apparently after the failure of the Russian Government to organise 
a British-French banking syndicate under the leadership of the Banque 
de Parill et Pays Bas. LWr• Noir, I, 187-188, 194.-195. 

n Great Britain, Pw.to. (No. 1), 191/J, Nos. 276, BOIS, 833, Ml, 892. 
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ment appears to have been moved to make this demand 
largely through its fear that Russia would admit German 
capital to participate in its concession. Then, too, it sought 
this Mohammerah-Khoramabad concession so that it might 
be able to dictate the terms of any project for extending 
the Russian lines southward. 

The railway concession to Russia-North Persian 
border to Tabriz.-was granted. It carried with it the 
right to work the coal and oil deposits for forty miles on 
each side of the line. Russia obtained at the same time 
preference on equal terms for another railroad in its zone 
-Kazvin to Tabriz.'' But the Persian Government and 
the British syndicate found it difficult to come to terms 
upon the railway of the neutral zone, despite the attention 
of Sir Edward Grey to .every feature of the negotiations. 
An option was finally arranged in March, 1918.81 Then 
further advances were made. For those made by Great 
Britain, there were pledged the customs revenues of South 
Persia, the opium receipts, and the spirits excise tax. The 
English syndicate to whose direction the acquired option 
was turned over united all the business and financial 
groups which had been sustaining British trade and con
cessions in Persia. Among them were the Imperial Bank 
of Persia, the Anglo-Persian Oil Company, and the Eller
man line. The list of original stockholders included Lord 
Strathcona, Lord Lamington, Lord Cowdray, Lord Inch
cape, Sir John Ellerman, lfr. Lynch, and Mr. D'Arcy.'0 

Their spokesman in Parliament had kept after the Secre
tary of State for Foreign Affairs. English engineers were 

•• Ibid., and L' ~,;. F~•. February, 1918, p. 11. The eontrad: 
gave mining and oD rights withiD 60 versta of the Une. The tom
pant to which this eoncesslon was conveyed wu given au Imperial 
Charter. All the shares were to be held by the RUIIiau Government, who 
would appoint the higher o8iclala. For the terms of the eontract and 
eharter, lee L'.A..W Fra~1, AprU, 1918, p. 191, June. 1918, p. 286. 

*'Great Britain, Pnrill (No. 1). 1914, Nos. 14, 15, 25; Pari. D•bat,, 
Howe of c--. 5th lei'., VoL LXIV, pp.l888-1389 . 

.. L' JI..W Fntltfall•, June. 1918. 
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sent to survey the route. Meanwhile efforts were being 
made to arrange a large long-time loan in connection with 
a Trans-Persian railway project. 

By 1914 there was some promise of permanent order in 
Persia. With the help of the foreign officers paid out of 
the advances, order was being reestablished in the prov
inces. The customs revenues were increasing, and the fi. 
nancial administration was improving. The foreign loan 
obligations were not beyond the capacity of the country, 
if it was left in peace. They approximated, as of J nne 30, 
1913, 6.5 millions of pounds for the service of which about 
!5 per cent of the pu~lic revenue was required. ' 1 Virtually 
the whole of this debt was to the British and Russian of
ficial institutions in Persia. It is obvious that Persian fi· 
nancial fate was within their hands. The Russian troops 
were still in occupation, and the Russian hold on the 
northern provinces was almost complete. The resistance to 
this aggression was at its low ebb; all of the former parlia
mentary leaders were either dead or in hiding, and their 
means of assertion were gone. The financing of Persia had 
brought it under dominance, not because of the pressure 
of outside financial interests, but because its territory lay 
in the path of ambition of stronger powers. The Persian 
people continued to endure the lack of conveniences, of the 
orderly ways and means, the sanitation of industrial Eu
rope. They could not organize themselves to use the new 
technique or equipment of industry to build roads, towns, 
better houses; nor could they by maintaining order and 
steadiness of purpose, induce outside groups to place their 
investment in the hands of the Persian Government and 
people. The weakness and incompetence of the country 
attracted only those who wished to dominate, not those 
who might have cooperated. 

u Memorandum by H. L MacLean, Great Britain, Pwllo (No. 1), 
191-f, No. 295. 
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THE TRANS-PERSIAN RAILWAY PROJECT 

THE project of a railroad to traverse Persia, to run from 
the Caspian Sea to the Persian Gulf, to connect the Rus
sian railways with British India, had been seriously dis
cussed in Great Britain as early as 187!!l-7S, when Baron 
Reuter was in possession of a concession which would have 
permitted the construction of such a line. At various later 
times it was the subject of earnest discussion between the 
British Foreign Office and its diplomatic representatives. 
But the British Government had repeatedly reaffirmed its 
traditional policy of maintaining buffer states between 
Russia and British India, and of not encouraging any 
railroad building headed toward the Indian frontier. In 
1908 the British Government would go no farther than to 
"approve of a line passing through Persia to the Persian 
Gulf at l\Iohammerah, from which place a British road 
concession as far as the Russian zone of Khoramabad al
ready exists."62 

But in 1910-12, while England was unhappily trailing 
Russia in its Persian policy, the plan received serious 
diplomatic and financial backing. A French-Russian fi
nancial group was formed which in turn founded a "So
ciete d':Etudes" in which British participation was invited, 
to make surveys, to secure the necessary concession from 
the Persian Government and to win over the other gov
ernments. The support of the Russian Government was 
willingly granted, as Russia saw the project as an op
portunity to offset the influence acquired by Germany 
through the Bagdad Railway. In November, 1911, Is
volsky, Russian l\Iinister at Paris, wrote to the Russian 
Secretary for Foreign Affairs: 

I would make that expulsion (of Shuster) our first demand. 
Then after that lesson to the Persian Government, do you 
not think the time has come to busy ourselves with the con-

n Briiilla Docutnnt•. V, 242. 
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struction of the Persian railroads, especially the through 
line of the Trans-Persian? Here the preparatory financial 
work has made material progress recently ... But as far 
as I know the diplomatic preparation of that affair has not 
gone far, and without that foundation no financial combina
tion is possible . . . 48 

The Russian Government attempted to make the grant of 
a concession for such a line a condition of advances to the 
Persian Government. 

The British Government appeared to favor the plan 
until opposition appeared. Lord Morley in July, 1912, 
asserted that only negative aid had been extended, adding 
that the plans had been studied by the General Staff in 
India, who had advised against it. 44 The Foreign Secre
tary informed the House of Commons not long thereafter 
that it would not receive the assent of the British Govern
ment until a satisfactory agreement had been reached with 
Russia regarding the construction of branch lines, the 
control of the road within the British zone in Persia, and 
the equality of treatment of British trade. The British 
Government permitted the British participants in the So
ciete d':Etudes to proceed with the effort to obtain an op
tion on the whole line, on condition that its consent be 
secured before the line was extended into the British 
sphere. 45 It also took the precaution, as has been observed, 
of -seeking for itself alone a concession in the neutral zone 
so as to be able to block any project which it disliked. 

The effo~t was eagerly carried along by the Russian 

•a Livre Noir, I, 165; Documents Diplomatique• Fran~aia, 1871-1914, 
Sd ser., Vol. I, No. 422. This company bad 24 directors of which at least 
8 were to be Russian and at least 8 French; included in the French 
group was an influential member of the Chamber of Deputies, M. Bluy
sen, and M. Raindre, former Director of Political Aft'airs in the Foreign 
Office. 

"Parl. Debate/1, House of Lordll, 5th ser., XII, 471-479; E. Cam
maerts, "Le Transpersan et Ia Question Persane," RevuB Econ{lmiqtul 
IntBmati.onale, April, 1912. 

45 Great Britain, Persi4 (No.1), 191!1, No. 341. 
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Government. It held already the right to build the first 
section of the line to Teheran. The scheme was connected, 
at any rate for a time, with the granting of a long
time loan to the Persian Government. The Russian 
Ministry of Foreign Affairs discussed financial ways and 
means with the English and French financiers, and with 
the French Government which gave its favoring aid.*' But 
the British and Russian governments could reach no 
agreement as regards the route. The Russian Government 
desired that the trunk line run from Resht (on the Cas
pian Sea) through Teheran, thence in a southeasterly 
direction through Baluchistan to the Indian frontier. The 
British Government, doubtful as to whether any road at 
all should be built, was willing only to consider a more 
southerly course that would connect the Persian Gulf with 
the northern trade centers, thereby aiding British com
merce and coming largely into the zone of British influ
ence. On that difference of purpose, on British doubt, on 
Persian opposition which made the prospects of adequate 
financial guaranties slight, the whole project faltered. 
Russia was preparing to start construction on a shorter 
line when the war broke out. In 1914 there were no rail
ways in Persia except one tiny local line. 

"LWr• Now, II. 849-350. Report of Sazono:tf to the Ot:ar. 



CHAPTER XVII 

FINANCE AND FATE IN NORTH AFRICA 

1. THE FINANCING OF EGYPT 

EGYPT, nominally a province of the Turkish Em
pire, was granted the right to borrow on its own 
account in 1841. Many separate races lived within 

the land. Of them, the Turkish upper class approached in 
status and privilege the European residents. Almost all 
the other people strained throughout long days to get a 
bare subsistence from the soil. As in all other states of the 
North African littoral, the will of the ruler was the sole 
rule, and the improvidence of the ruler was a heavy 
scourge. No administrative system capable of carrying on 
the proper tasks of government existed. In the political 
outlook of two important European countries, Egypt held 
a major place. France nourished old ambitions, spectacu
larly acted upon by Napoleon. Great Britain maintained 
a firm determination that Egypt, as the land of passage 
to India and the Far East, should not be dominated by 
any third Power. These were the vital facts and circum
stances which shaped the course of events after Egypt 
began to borrow abroad.1 

1 The literature on Egyptian finance is enormous. Among the sources 
of special importance, besides the volumes of diplomatic correspondence 
issued by the British and French governments, the following may be 
mentioned: Anmud Report1 of the Fi'llancial Advilter to the KhedWe 
reproduced in the Rt~porll of the Council of Foreign Bondholdw1; 
A-.al RtJportl by Hil M11j111ty'• Agent and Comul General on thf 
Financlll, •tc., of Egypt, published as Parliamentary Documents; Lord 
Milner, England and Egypt (11th ed., London, 1914); Lord Cromer, 
Modrrn. Egypt (London, 1908); C. L. Freycinet, La Queation df l'~gypt1 
(Paris, 190?); R. G. Levy, "Les Finances j::gyptiennes," Rti'VUII dfl1 DeWl 
Mond61, February 1, 1899; M. H. Haekel, La Dlltt11 Publiqu• ~gypti6fane 
(Paris, 1912); A. Andreadl!s, Lu COfltr6l•• Finaracilrl lntflnwtio'/UIWJ 
(Paris, 1925). 
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THE KHEDIVE GOES BANXRUFT 

WHEN Ismail Pasha became Khedive of Egypt in 1863, 
he inherited a substantial debt, contracted in part for the 
construction of the Suez Canal, from which Egypt derived 
little obvious benefit. During his reign, which lasted until 
1879, the debt rose from 367 to 1,71~ million francs. His 
subjects, almost entirely peasants, with nothing beyond 
their huts and daily food, numbered less than eight mil
lions. Ismail Pasha, once engaged in borrowing, lost all 
sense of its significance and prescience of its ultimate out
come. His mind and spirit surrendered to the taste of 
novel grandeur, to wish-inspired notions of Egypt's 
wealth, to fantastic dreams of glory and plans of imitating 
western civilization. In part, he was a dupe of his friends 
and advisers, Egyptian and European, who turned his 
good nature, his ambitious purposes, his generosity, to 
their own ends. He built a road system, tried to model 
Cairo after Paris, built an opera house to hear "Aida" 
sung, attempted to operate factories, and extended his 
property until it included one-fifth of the country's arable 
land. Always, until bankruptcy loomed as inevitable, he 
found some European lenders to extend him credit. The 
ordinary investor did not realize the financial state of the 
country. Banks were willing to take the risk of loss for 
large return and special pledges, matching their powers 
and calculations against his profligacy. When one banking 
group retired, another entered the field. For foreign loans 
from 7 per cent upward was paid on nominal sums of 
which he received four-fifths, two-thirds, or less. On some 
of the issues, short-time treasury bonds, the interest soared 
to 30 per cent. With the growth of the debt burden, taxes 
were increased. These taxes had no fixed base and there 
was no official register. With the intensification of need, 
the revenue collection became a system of tribute rather 
than of taxation. If the docile peasants could not pay, 
their possessions were confiscated. 
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The borrowing continued as long as new loans could be 
procured to pay old interest. By 1875 no new sources of 
revenue could be found, no new pledges or inducements 
could be arranged. Despite the collection of taxes in ad
vance, the issue of a forced loan, and the sale of govern
ment shares in the Suez Canal, interest payments could 
not be met. U pan the creditors, M. Freycinet has passed 
just judgment. 

The simple enumeration (of debts) indicated the bottom
less pit into which the capitalists were tossing their savings. 
If they complain it must be remarked that the risk was patent 
and ought to have enlightened. The sympathy they awaken 
would be much keener if they had not voluntarily taken such 
great risks to increas~ their profits inordinately.2 

But from this time on, foreign governments intervened 
in support of the bondholders' committees which were 
formed. Among the most important of the creditors was 
the Credit Fancier over which the French Government ex
ercised supervision. The necessity of safeguarding the in
terests of this institution was among the moving considera
tions of French policy.' 

THE CREDITORS TAKE CONTROL 

GIVING in to his creditors and desiring to forestall foreign 
governmental intervention, Ismail established in 1876 a 
receivership--the Caisse de la Dette. Under the control 
of the representatives of the creditors were put the long 
list of revenues which had been assigned as security for 
the loans : the provincial government taxes, the local cus
toms duties of Cairo and Alexandria, the foreign customs 
of main Egyptian ports, the salt and tobacco taxes, among 
others. The Caisse or Commission was composed of four 
representatives appointed by the Khedive on the separate 

2 Freycinet, op. cit., p. 154. 
a Lord Newton, LifB of LortJ Lyou, II, 175. 
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recommendation of the French, English, Austrian, and 
Italian governments. They were to have the status of 
Egyptian officials, not recallable by their government 
without khedival consent. The Egyptian Government 
pledged itself not to modify the assigned revenues without 
the consent of the Caisse, and not to borrow without its 
permission. Upon the establishment of the Caisse, various 
types of existing debts were unified into one 7 per cent 
debt (this being less than the average rate due). The old 
debt was exchanged for the new at rates ranging from 80 
per cent of new debt for 100 per cent of old debt, to 
parity. Outside of the conversion were left (a) the loans 
of 1864, 1865, and 1867, bearing 7 and 9 per cent, (b) 
the preference stock which had been secured on port and 
railway revenues, (c) the Daira-Sanieh debt (pledged on 
the Khedive's lands, mainly in upper Egypt, planted in 
sugar cane). This Daira debt was the subject of a special 
settlement in 1877 after the bondholders had obtained a 
verdict in the Egyptian Mixed Tribunals, pro tanto, set
ting aside the 1876 agreements and authorizing them to 
foreclose. As part of the settlement, these pledged domains 
were put under the management of two representatives of 
the creditors. 

Another khedival decree named two European con
trollers, one French and one English, to watch over the 
state finances. The one was to direct the collection of the 
revenue, the other to control the accounts of the Treasury. 
It created also a separate commission of three, one French
man, one Englishman, one Egyptian, to manage the rail
ways whose revenues were pledged to the Preference Debt, 
and the port of Alexandria. But this commission had only 
limited executive powers. Thus Egyptian finances and 
economic life, as a result of bankruptcy, were put under 
the supervision of four international bodies--the Caisse, 
the Controllers, the Daira-Sanieh Administration, the 
Railway and Port Commission. It is interesting in view 
of Great Britain's later stand that its government at the 
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time refused to make nominations for the posts assigned 
to Englishmen. Lord Derby declared that "Her Majesty's 
Government cannot accept any responsibility for these 
nominations, but however, makes no objection to them." 

The total government debt, after these settlements, ap
proximated 91 million pounds; the debt service was over 
8 million pounds; the total government revenue did not 
exceed 9 million pounds. The new arrangements quickly 
revealed their defects. The revenues were not sufficient for 
the debt service and the elementary needs of government 
though the peasants were coerced and taxes were collected 
with the whip. The two European controllers were power
less before the confusion of Egyptian public accounts and 
the demoralization of the financial administration. Despite 
the criticisms of the bondholders and the warnings of the 
French, English, and other governments, the sovereign 
did not meet his obligations. In response to a joint pro
test of the governments, he created in January, 1878, an 
expert Commission of Inquiry to study the means of im
proving the situation. 

The commission reported that among the important 
causes of Egypt's difficulties were the arbitrariness of the 
tax system, the lack of a budget system, the absoluteness 
of the Khedive's power, the concentration of so large a 
part of the lands of the country in his inefficient hands. 
The Khedive accepted, or appeared to accept, the conclu
sions of the committee. A constitutional government was 
ordained, in the cabinet of which an Englishman was 
made .Minister of Finance and a Frenchman was ap
pointed .Minister of Public Works (in place of the system 
of controllers established in 1876). In the same year the 
Egyptian Government was enabled to borrow again from 
the Rothschilds to meet its deficits and pay its floating 
debt. The property pledged to this loan (khedival prop
erty transferred to the state) was put under a Dominial 
Commission of three--one nati;-e, one Frenchman, one 
Englishman, named by their respective governments. 



Finance and Fate inN orth Africa 387 

Thus a fifth agency of international financial control was 
established in Egypt. 

It is doubtful whether the Khedive had any genuine in
tention of parting with his personal power in accepting 
the first set of recommendations of the Committee of In
quiry. The reform offe~ed the chance to place upon the 
Foreign Ministers the onus of increasing taxation and 
reducing expenditure if repudiation were to be avoided, or 
of repudiation if that became inevitable. The Khedive did 
not try to help the Foreign Ministers and they excluded 
him from their counsels. The British officials tended to be 
of the opinion that debt reduction must precede recon
struction and there was strong support for such a step in 
the British Parliament; but the French bondholders and 
government did not share the opinion.' The newly formu
lated plans for improving the financial situation of the 
government required the taxation of the Egyptian upper 
classes and the dismissal of army officers. The Khedive 
fostered the resistance of both these groups and gave in
direct support to antichristian agitation. Finally, in 
1879, he refused to accept the final recommendations of 
the commission which would have further curtailed his 
power. He dismissed the cabinet of which the European 
officials were members, and created an all-native cabinet. 
The Europeans were asked to resume their posts as con
trollers. 

The Powers protested and demanded that the Khedive 
abdicate. 1 The French and British governments feared 

'Thus Lord Salisbury, commenting upon the situation brought about 
shortly thereafter by the Khedive's dismissal of the European cabinet 
ministers, wrote to Lord Lyons, April 10, 1879, "Egypt can never 
prosper as long as some 25 per cent of her revenues goes in paying in
terest on her debt." Lord Newton, op. cit., II, 175. 

• Various authors attribute this action to the initiative of Rothschild 
and Bismarck, who became anxious lest all debt obligations be re
nounced. Their initiative, it is said, forced Great Britain to act lest 
Germany obtain some advantage. See W. Blunt,. Secret Hiltory of thiJ 
Occupatio" (London, 1907), p. 65, and T. Rothstein, Egypt'• Rum 
(London, 1910), for assertions along this line. G. Young, Modu., Egypt 
(London, 1927), p. 95, also credits this explanation. 
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that he planned to seize again absolute pQwer, with all of 
his faulty use of it. With him in control they decided po
litical reform was impossible. Neither wished to assume 
direct responsibility for the government of Egypt; neither 
was willing to permit the other to assume it. Yet the bond
holders' interests and the Canal required a stable and well
governed Egypt. By decree of the Sultan of Turkey, 
June, 1879, Ismail was deposed and Tewfik Pasha was 
put in his place. Anglo-French control of finances was 
established again by the appointment of two Controllers
General with an advisory voice in the cabinet. They were 
given powers of "inquiry, control, and surveillance" and 
charged with the duty of reorganizing Egyptian finances. 

It was admitted, at last, that the ~urden of debt resting 
upon the Egyptian Government had to be reduced. The 
first report of the newly appointed Controllers-General 
announced the fact. After investigations by an interna
tional committee and prolonged discussion among the gov
ernments of Europe, the financial obligations of Egypt 
were modified in the Liquidation Law of 1880. The prin
cipal of the debts was increased slightly by new loans 
to help Egypt meet the existing emergency, but the in
terest of most of the debt was reduced to 4 per cent. How
ever, a heavy amortization program was arranged at the 
same time. The five international institutions or arrange
ments were left in existence. The powers of the Caisse 
were extended and defined. It was made into an interna
tional body in law as in fact and its subordinates were 

. freed from the authority of the Egyptian Government. 
The Egyptian Government could issue no long-term loans 
without its consent. The administrative expenses of the 
Egyptian Government were limited to 4.9 million pounds, 
and its power to contract short-term indebtedness on cur
rent account was limited to 2 million pounds. 

The liquidation arrangements and the change in ruler 
did not meet the requirements of the situation. The bond
holders, supported by their governments, had continued 
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to insist on more than the Egyptian Government could 
pay and carry out its functions effectively. Lord :Milner 
wrote afterward: 

The arrangements embodied in the Law of Liquidation, 
the·work of able and conscientious men who had made them
selves masters of the subject, was based on just and reason
able ideas, but it left no margin for contingencies. \Ve can 
see now, looking back upon it, that it was a mistake to make 
at that time any immediate provision for a Sinking Fund. 
The institution was excellent, but Egypt was not yet in a 
position in which she could afford to begin to reduce her 
liabilities. . . . It was good-indeed, it was essential-to 
check administrative waste; but the Law of Liquidation went 
further. It not only suppressed the extravagances, but it 
touched upon the necessaries of government. By reducing 
too rapidly the expenditure on public services, and especially 
on the army, it contributed in some degree to that revolu
tionary movement which was destined to upset the financial 
equilibrium of Egypt almost as soon as it had been re
established.0 

Disputes arose immediately between the foreign con
trollers and the Egyptian Assembly over financial ques
tions. Great Britain was willing to compromise the matters 
at issue but yielded to France's opposition, probably be
cause a French-English commercial treaty was under 
negotiation at the time.7 Thus can utterly unrelated situa
tions determine the fate of a debtor nation. The two gov
ernments sent a strong note upholding the position of the 
controllers. This note, wrote Lord Cromer, made inter
vention an almost unavoidable necessity.• The controllers 
further recommended dismissal of many army officers and 
the curtailment of other state activities. Discontent grew 
in all corners of the land, in the Assembly against the 

• Lord Milner, op. cit., pp. 182-183. 
1 Young, op. cit., pp. 113-115, and Lord Cromer, op. cit., p. 221. 
8 Lord Cromer, op. ti.t., p. 385. 
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checks to which it was subject, in the army because of its 
treatment, among the merchants and overtaxed peasants, 
among the officials accustomed to prey upon the Treasury. 
It acquired a religious fervor and awakened a sense of na
tional unity; it assumed an anti-European character. A 
leader came forward-a Colonel Aluned Arabi, Egyptian, 
of peasant origin. By 1881 he was virtual ruler of the land 
and government. Grave disorders ensued. Bondholders 
took fright, and _European governments grew anxious 
about the safety of their residents. 

Upon the murder of Eure>peans in Alexandria and the 
fortification of the town, the English forces occupied 
Egypt. France had been invited to join in the act of in
tervention; but preoccupied with continental affairs and 
afraid of new adventures, it abstained. Gladstone had been 
gradually pushed into an action which he did not like. 
Mr. Moon is probably right in regarding Ireland, bonds, 
and the Suez Canal as the three underlying considerations 
and circumstances that led to the final decision." The Brit
ish occupation was the result of twenty years of corrup
tion and extravagance on one side, of ambition and greed 
on the other. Between Great Britain and France it created 
antipathy for over twenty years. French opposition ex
hausted itself in a series of sterile efforts to hinder and end 
the occupation. 

THE BRITISH TAKE CHARGE 

WITHIN a few months after the British took charge, the 
Anglo-French Dual Control of 1879 was abolished. The 
French controller was dismissed. The British Consul-Gen
eral was given authority over all the English advisers that 
were placed in the Egyptian ministries. From 1883 to 
1907 Lord Cromer (then Sir Evelyn Baring) held this 
place, and under the Egyptian Constitution of 1883 was 
the real governing power of Egypt. The Khedive was de-

• P. T. Moon. Imperialilm aniJ Worll:l Politic•, p. 228. 
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pendent upon him. The Egyptian representative bodies 
could advise and criticize the executive branch of the gov
ernment but could not directly oppose it. Their consent 
was necessary to the imposition of new taxes, but not to 
the disposition of the income of the existing ones. The most 
important of the other English advisers was the financial 
adviser who had a seat in the Council of Ministers. 
Though he possessed no vote, the British Government en
forced the rule that "no financial decision should be taken 
without his consent," which gave him an extensive power 
over all government operations.10 

But his power to modify Egyptian financial affairs was 
restricted by the previous agreements with the bondhold
ers, and by the powers of the Caisse. The French still held 
two-thirds of the government debt. They and their gov
ernment refused to permit any reduction in the authority 
of the Caisse, hindering as the insistence was. 

The revolution and occupation had put still new bur
dens on the Egyptian finances. An indemnity of 100 mil
lion francs was imposed for the victims of the violence 
in Alexandria. Operations carried on by Great Britain in 
the Soudan were costly. The budget was in deficit, the gov
ernment without means for public undertakings. Upon the 
advice of the British representative, the debt service was 
temporarily suspended. The dissatisfied bondholders' rep
resentatives on the Caisse challenged this action in the 
Egyptian Mixed Tribunal and had it annulled. There was 
no longer any alternative to a further resort to foreign 
lenders. England, anxious in the knowledge that fresh 
bankruptcy would offer an occasion for demanding a fur
ther extension of international control, summoned a con
ference which met in London in June, 1884. After a month 
of sterile bickering, it failed. The French held that Great 
Britain should bear the special budget expenses since hers 

10 For an excellent brief summary of the arrangements and methods 
by which the British authority was exercised, see G. L. Beer, .A.frieaft 
QtUittoftl at tlw PIIUI CO'Aflrtlfle•, pp. 884.-838. 
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was to be the benefit. Bismarck at the time was dissatisfied 
with the British response to his colonial plans and proved 
obdurate. By a variety of emergency measures, the British 
administration managed to keep the government running 
while the London Cabinet continued its negotiations. 

Finally in February, 1885, an agreement was reached 
which enabled it to go ahead with its plans. The British 
Government took the initiative in arranging a loan and 
in so modifying the international engagements of Egypt 
that some, though still inadequate, funds were put at the 
administration's disposal. A new loan of 9.4 million 
pounds, paying S per cent, was issued with the guaranty 
of the six Powers who were represented on the Caisse (Ger
many and Russia being given place, thus bringing the to
tal to six). The amortization program for some of the 
older loans was suspended. The maximum limit of the ad
ministrative expenses of the government was raised from 
4.9 to 5.!e million pounds, and the government was given 
a share in any surpluses of pledged revenues which might 
appear, such surpluses having been hitherto assigned 
wholly to amortization. Sinking fund payments were sus
pended. The British Treasury shouldered some of the 
special expenses. Thus acknowledgment, still somewhat 
meager, was made of the too great strictness of previous 
arrangements made in the bondholders' favor. 

The Caisse was kept in existence with undiminished 
powers. A virtually steady quarrel, thereafter, prevailed 
between the British advisers and the majority of the 
Caisse, led by France, because of Great Britain's desire to 
use funds accumulated by the Caisse for badly needed pub
lic works, irrigation, and drainage undertakings, railroad 
rolling stock and the like. The majority of the Caisse re
strained this expenditure so that amortization payments 
should be more amply protected and carried out. The op
posed purposes of the two Powers became sharply manifest 
when in 1896 Great Britain wished to draw upon there
serve to finance an expedition to conquer the Soudan. The 
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Caisse, over the strong opposing votes of the French and 
Russian members, authorized an advance of 500,000 
pounds. The French representative, asserting that unani
mous consent was necessary for such action, appealed to 
the Mixed Tribunal, which sustained his argument. The 
advance was repaid to the Caisse by the government. 

This was but one phase of the conflict of British and 
French purposes which centered upon the financial re
habilitation of Egypt. As Egyptian credit improved, the 
British administration wished to convert the debt. The 
French bondholders refused to sanction any conversion 
and their government upheld them. A partial conversion 
was arranged in 1890-93; Germany joined France in re
stricting its scope.11 Immediately thereafter dispute fol
lowed over the disposition of the savings resulting from 
conversion. France refused to permit their expenditure, 
even to substitute paid labor for forced labor on irrigation 
works, until recompense was secured in the form of im
proved pay and position for French officials in the Egyp
tian service.12 

The English rule slowly restored strength to Egyptian 
finances. The total debt remained in the neighborhood of 
100 million pounds, but the burden grew lighter. l\Iore im
portant still, the public revenues increased from 9.1 mil
lion pounds in 188~ to 12.7 million pounds in 1903. Under 
the guidance of the English officials, per capita taxes were 
reduced, especially the taxes on land, salt, sheep, and 
cattle. Out of the limited budget surpluses, roads, rail
roads, irrigation works, and drainage canals were built. 
The area of cultivatable land was extended. Hospitals and 
courthouses were constructed, maps and a census were 
completed. Private foreign capital, especially French 
capital, began to enter in large volume. In 1898, by favor 
of the British Government, the National Bank of Egypt 

u Da. Gro111 Poli.tik, Vol. VII, No. 1543; Vol. VIII, Nos. 1777, 1779, 
1791, 1818, 1849. 

u Lord Milner, op. cit., pp. 195-198. 
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was established with the exclusive privilege of note issue. 
The appointments for president and vice-president were 
made subject to the approval of the. Egyptian Govern
ment. The system of public accounts was ·revised, the 
treasury control of expenditure enforced, and the system 
of tax collection regularized. The market valuation of 
Egyptian bonds began to rank among the most secure. 
The place of the British Government in Egypt, and its 
determination to remain, became plainer. French opinion 
came to recognize the ineffectiveness of its opposition and 
to ponder the possibilities of securing some compensating 
advantage for giving up the remaining restraints it pos
sessed upon British action in Egypt. 

In 1903 the British desire to convert further the out
standing debt and to lessen the control exercised by inter
national administrations led to discussions between the 
two governments.18 It was only by winning over the 
French Government that the British Government hoped 
to persuade the French bondholders to permit their obliga
tions to be paid off or made exchangeable for a security 
bearing a lower rate of interest. 14 The discussion of con
version merged with negotiations of broader range by 
which a settlement of many outstanding differences be
tween the two countries was sought. In their final outcome, 
Great Britain was given freedom in Egypt in return for 
freedom granted to France in Morocco. 

The Anglo-French Declaration of AprilS, 1904, deal
ing with Egypt, provided that France "will not obstruct 
the action of Great Britain in that country by asking that 
a limit of time be fixed for the British occupation or in 
any other matter.'m The Khedival Decree which accom
panied the Declaration changed the financial management 

uSee Brituh Docum~mts, VoL II, Nos. 378 et uq. for the discussions. 
u Report ..lfBiociatioa Nati.onal1 de1 Porteur1 Fran.gail, 1902-3, pp. 

31-38. 
15 :S. Politis, "La Declaration Concernant L'£gypte," Revue G6B6ral1 

dt! Droit Internati.onal Public, November-December, 1904, is a good 
study of this document. 
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of Egypt. 1. For the many sources of revenue pledged to 
the three main types of debt, one tax was substituted-the 
net revenue of the property tax. As a result of this change 
the international body in control of the railways, tele
graphs, and port of Alexandria was abolished. 2. The 
competence of the Caisse was reduced to merely the re
ceiving and paying out of the pledged revenue. It was 
provided that its consent was no longer necessary for the 
emission of government loans. 3. The reserve funds which 
had been accumulated by the Caisse were entirely freed 
and all limitations on the administrative expenditures of 
the government were removed. 4. The holders of the two 
types of debt that had been guaranteed by landed prop
erty, the Daira-Sanieh and Dominial Debt, were protected 
against conversion until 1905. The holders of the Privi
leged Debt were protected until1910, of the Unified Debt 
till1912. 

These arrangements restored to Egypt, or rather to the 
English financial administration, the liberty that was lost 
by the bankruptcy of 1876. The international administra
tion of the Daira-Sanieh property was brought to an end 
in 1905 when this part of the debt was extinguished. The 
administration in charge of the Domains property was 
likewise ended in 1913 when that debt was paid off. The 
record of the international bodies in charge of these prop
erties was a striking contrast between western purpose and 
order, and eastern ignorance and carelessness. 'Vhen the 
Domains administration, by way of illustration, took over 
its bankrupt properties in 1885, it was highly doubtful 
whether their value was as great as the principal of the 
debt to which they were pledged. But as a result of their 
improvement and sale, the administration paid off the in
terest and principal of the loan and in 1913 turned back 
to the government a substantial part of the original 
property.18 

u A. D' Antbouard, "La Dette Dominiale ~gyptienne," RI'Dtl4 Poli.
t\q•• •t Pllrl•m•at<W-e, October, l911J. 
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The merits of the Caisse cannot be accorded such un
stinted praise. Its part in Egyptian financial affairs be:
tween 1876, the year of its establishment, and 1885, was 
blackened by the fact that it had to execute arrangements 
which imposed upon Egypt too heavy an obligation-so 
heavy an obligation as to produce the cruel oppression and 
outright misery of the taxpayer. Thereafter, up to the 
1904 arrangement, it hindered rather than helped the 
development of Egypt because it was made to serve po
litical purposes by the Powers who were represented upon 
it. The French Government made use of it, first, to try to 
force Great Britain to evacuate Egypt, later to create 
such difficulties for the administration that Great Britain 
would buy off Fren<rh interference. Other governments 
used their places for a similar purpose from time to time. 
Thus Viscount Grey has recorded the fact that Germany 
used its place to force Great Britain to moderate its com
petition for railway concessions in Turkey, by threatening 
to withdraw its support. 

Instructions in this sense were actually sent without delay 
to the German representative at Cairo, and the German ul
timatum was followed, almost accomplished, by a despairing 
telegram from Lord Cromer pointing out that it would be 
impossible· to carry on his work in Egypt without German 
support in face of French and Russian opposition.17 

The existence of the Caisse, it is true, brought benefit to 
the bondholders by increasing their security and prevent
ing earlier conversion of their loans. Its powers of control 
over Egyptian expenditure would have been valuable if 
they had been less strictly and more impartially exercised. 
As used, they almost threw Egypt back into financial ruin. 

After the 1904 agreement Egyptian finances were put 
in excellent shape and Egyptian government credit en
tirely restored. During the thirty years of British ad
ministration up to 1913, the Egyptian external debt was 

11 Yi.scount Grey, Tum.ty-Fw• Year., 189Z-191S, II, 9-10. 
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reduced from about 10~ million pounds to 94 million 
pounds (of which 5.4 million was held by Caisse and the 
government in reserve funds), despite the financing of 
numerous important public works and the reduction of 
taxation. The government revenue was increased from 9.1 
million pounds to 17.8 million. In its financial aspects at 
least the British Administration succeeded extraordinarily 
well. It relieved Egypt of a crushing receivership, of an 
overbearing burden of debt. It attracted foreign capital 
to agricultural and commercial enterprise. Whether as a 
result of the example and instruction of this administra
tion Egypt would retain some measure of the same com
petence in the event of British withdrawal, the event alone 
can decide. The reestablishment of Egyptian independ
ence would afford an interesting opportunity to measure 
how much the world has changed since Ismail Pasha bor
rowed at 10 per cent to turn Cairo into a second Paris. 

~. THE FINANCING OF MOROCCO 

As in Tunis, so in the larger Mohammedan state of Mo
rocco, the borrowings of the government ended in bank
ruptcy, the advent of foreign capital brought conflict. 
The vision presented to the ruler when the purse strings 
were opened was too large for his incompetent and reck
less character; when the purse strings closed, Morocco 
was within the purse. 

The Sultan held only a loose and uncertain authority 
over the tribes of the interior. Commerce was scanty and 
hazardous, roads poor, currency mixed and fluctuating. 
The taxes were mostly direct, collected by tribal au
thorities who used whatever means were necessary. The 
principal tax was the "achour" imposed upon landowners 
--one-tenth of the harvest or :flocks in money or in kind. 
The public expenditures were small and highly variable, 
going mainly for the support of the Sultan's civil list and 
the army. The judicial system was complex, corrupt, and 
accustomed to administer a law far different from that 
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of European countries. Under it foreign commerce and 
business felt insecure and soon discovered that economic 
advantage was to be obtained by personal favor or the 
support of their governments. Such was the country which 
put itself in debt. 

Morocco, it will be recalled, adjoins Algeria, France's 
earliest North African possession. The French lenders and 
French Government steadily asserted a predominant in
terest in Moroccan affairs. From the time of the acquisi
tion of Algeria the extension of French power over 
Morocco was indicated, but the idea did not assume com
pulsive force until economic and financial activities turned 
the country into a center of dispute. No natural frontiers 
exist between Algeria and Morocco and the inhabitants 
of the two states shared the same race, religion, and cus
toms. It was difficult to exercise authority over the tribes 
in one while the tribes outside were free. The wish to con
strain the Moroccan tribes, the advantages of extending 
the colonial domain, the fear that other Powers would ob
tain strong vested interests therein, the insecurity faced 
by foreign enterprise-these combined to give gradual 
strength to the French purpose. The disorder and back
wardness of the country made the idea of control inviting 
and justifiable; the colonial ambitions of France made it 
alluring; the claims of enterprise and finance made it 
actual. That its execution was so long delayed, that the 
process was so halting and devious, are not to be traced to 
the recuperative or restraining powers of the Moroccan 
Government, but to the mutual fears of European govern
ments. Before the assertion of control was completed Eu
rope was brought twice to the verge of war. 

In 190fl the Sultan had miscellaneous debts to local and 
European bankers, and no adequate means of paying 
them. Tribes were in rebellion, and their rebellion inter
rupted commerce between Morocco and Algiers. The Sul
tan desired to increase taxes and change their administra
tion. He wished, too, to end the tax exemption of the 
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numerous subjects and proteges of the European powers 
who lived in 1\Iorocco. For the contemplated changes the 
permission of these Powers, especially of }"'ranee, was not 
immediately forthcoming.18 The Sultan turned to Eu
ropean bankers. Three loans were contracted by a French 
bank, an English bank, and a Spanish syndicate. They 
paid 6 per cent, were secured by a special assignment of 
the customs duties, and were purchased by the bankers at 
6!! per cent of their nominal value; in other words, their 
effective interest cost was about 10 per cent, as high as the 
Sultan's credit was doubtful.18 This did not improve after 
the European governments gave consent to part of his 
plan of tax reform. The state expenditure still outran the 
state income. The tribes refused to pay the new taxes 
despite the pressure of the Kaids. Nor did the deliberate 
debasement of the currency prove a more effective way of 
meeting too large a need. By the end of 1908 suspension 
of the debt service was again imminent. Assistance at such 
a time, under such circumstances, inevitably carried its 
price. Lenders would provide no more unless their loans 
were given protection. The French Government had pre
pared by a series of understandings with other European 
governments to assume direction of affairs in the fore
shadowed crisis. 

FRANCE BARGAINS FOR A FREE HAND 

IN April, 1902, an accord had been signed with the Sultan 
under which French support was promised to consolidate 
his authority over the tribes. Arrangements had been made 
also for the establislunent of customs posts, markets, and 
guards along the frontier. Economic, military, and fiscal 
collaboration was encouraged. But the accord had not 
worked well, and was always under suspicion by the other 
Powers who feared that it 1rould result in French domi-

1e Britul Doet~mn.t•, VoL II, No. 325. 
lt Prance, Dott~tltftU Diplotaatiqu•, .AfGiru a Jfsroe, 1901-1906, 

N OIL 82. 66, 108. 
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nance. France engaged in discussion with Italy, Spain, 
and Great Britain as to the action "they might be con· 
strained to take in the event of Morocco passing into 
liquidation.mo Italy was granted freedom of action in the 
Turkish provinces of Tripoli and Cyrenaica to step out 
of the situation. With Spain a tentative agreement was 
reached defining spheres of influence. 

English official policy was hesitant but traditionally 
opposed to French aggrandizement, though relatively in
different to Moroccan trade. But the interested British 
groups feared that the establishment of a French protec
torate would shut Morocco to English trade and invest
ment, as the French Congo had been shut. The English 
representative in Morocco, Kaid MacLean, was eager to 
extend British interests and gave a lead to his govern
ment. That representative counseled the Sultan against 
further reliance on France, and enjoined him not to go 
farther into debt.21 He appears to have persuaded the 
Sultan, in fact, to intrust him with financial control, and 
appeared in London in October, 190~, charged with the 
duty of arranging a loan and the privilege of granting 
railroad concessions. "The Sultan," the British Foreign 
Secretary informed the French Ambassador, "was pre
pared to divide both the loan and concessions between 
France, Germany, and England." The French Ambassa
dor observed in reply "that if, in his opinion, Kaid Mac
Lean were to go to Paris for the purpose of borrowing 
the!'e, the French Government would endeavor to dissuade 
him from borrowing.mz The British banks were probably 
not willing to make a loan, and the English Government 
was willing to renounce any part in Moroccan affairs for 
advantages elsewhere. Lord Lansdowne persuaded King 
Edward, whom Kaid MacLean had approached, to treat 
him with reserve for Lansdowne wished an understanding 

to Brittlla Doc11mtmt8, Vol. II, No. 822. 
11 Ibid. zz Ibid., No. 825. 



Finance and Fate inN orth Africa 401 

with France.28 In the face of Germany's growing strength 
and expansion, amity with France appeared newly desir
able. 

The two countries adjusted their interests in a joint 
declaration of April 8, 1904. In return for freedom of 
action in Egypt, Great Britain stepped aside in Morocco. 
The British Government recognized "that it appertains 
to France as bordering power to keep order in Morocco, 
to lend its assistance in administrative, economic and fi
nancial reforms." France pledged itself not to discriminate 
as regards tariffs, taxes, and railroad rates, while reserv
ing a right to see that concessions for roads and ports were 
made under conditions that would leave the authority of 
the state over these great enterprises of general interest 
intact. The language of the provision concerning conces
sions is here paraphrased, but the curious concealment 
and obscurity are in the original language. It is not to be 
wondered that the German Ambassador at London asked 
for its interpretation, stating that his government was 
not sure that they could depend upon fair treatment in 
regard to concessions and industrial enterprises. 24 In the 
Anglo-French declaration as published at the time, France 
repudiated any intention of changing Morocco's political 
status. But the treaty had secret clauses, published only 
seven years thereafter, which provided that when the Sul
tan ceased to exercise sovereignty over Morocco, the 
northern part should come within the sphere of influence 
of Spain, the rest under French influence. Yet the British 
Secretary of State for Foreign Affairs wrote, not long 
after the publication of the declaration, "The policy of 
the French was to avoid a partition of the country and to 
render the process of peaceful penetration either under 

II Sir Sidney Lee, Kimg Ed.fD<Irtl VII, II, 220-221. 
u Britil1l Doct~~n~tmtl, Vol. II, No. 62. As a matter of faet in the 

secret treaty between France and Spain in 1904, the two governments 
agreed that enterprises for public works in Morocco should be under
taken by French and Spanish groups whom the two governmentJI pledge 
themselves to favor. 
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the Spanish· or French side as gradual and unobtrusive 
as possible."25 If the British Secretary of State for For
eign Affairs could crowd so many contradictory thoughts 
into one sentence, outside opinion, especially in Germany, 
took a more definite view of the situation. As enveloped in 
imprecision as the language of much of the declaration 
was, as positive as the formula of repudiation was, this 
opinion took the English-French agreement to indicate 
that Morocco would come under French political control. 

While the French Government was executing these 
agreements with Italy, Spain, and Great Britain, a 
French banking group headed by the Banque de Paris et 
Pays Bas was discussing with the Sultan terms of the loan 
essential to the financial and military reorganization of 
Morocco. The group had already made short-time ad
vances at the instance of the French Government. A repre
sentative of the French Government, under instructions 
from the Foreign Office, participated in the discussion 
of loan terms.•• The loan as arranged was of nominal total 
of 6!!.5 million francs, sold to the bankers at 80 and to the · 
public at 96. u The customs revenues were pledged as 
guaranty. These revenues were placed under the super
vision of the bondholders, whose representative was given 
the right to appoint an assistant in each port to watch 
over the collection. The representative was appointed by 
a procedure intended to give his nomination an official 
character, if the French Government cared to make use 
of that fact, but to leave it in the background otherwise. 
He was selected by the contracting banks, but the nomina
tion was passed on to the Moroccan Government by the 
French Government. For this post the French Govern
ment detached M. Regnault, Consul-General at Geneva. 
Most of his assistants were drawn from the consular or 

ts British DoC'I.VIMfat•, Vol. III, No. 54-. 
"4ffa4rt~l du Maroc, 1901-1905, Nos. 188, 140, 170, 184. 
lilT H. CoDas, La Banque de Paris et de Pays Bas (Paris, 1908), p. 

179; also statement by M. Gustave Rouanet, D8bat1 Pari. Claambre d• 
D~puU1, February 7, 1907. 
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Tunisian colonial service; all were considered to be "on 
mission.m8 Finally the loan provided that the contracting 
banks should have "priority on equal terms for all future 
:Moroccan Government loans." The customs control was 
undoubtedly necessary if .purchasers were to be found for 
the loan, though the concurrent negotiations in which 
France engaged gave it a political significance. Such con
trol was inevitable unless France and the other Powers 
were willing to let the debtors of Morocco swallow their 
losses and let the :Moroccan Government struggle along as 
well or badly as it could. But the state of European poli
tics prevented that alternative policy from receiving se
rious attention. For the priority in :Moroccan public bor
rowing conferred upon the contracting banks, no adequate 
justification can be found; a clause prohibiting further 
borrowing would have been harsher but more useful. The 
provision was a special favor conferred upon the contract
ing banks and afterward supported strongly by the French 
Government. 

The flotation of this loan was but one element in the 
program of financial change inaugurated after the Anglo
French declaration of 1904. Moroccan currency had been 
debased; this disturbed commerce and reduced public 
revenues. There was need for a central bank of issue to 
improve the currency and regulate monetary policy. The 
French bankers asked the Sultan for a concession for the 
creation of a State Bank. Its formation was delayed by 
the French Government until its wishes were clarified by 
events. It was only after agreement with Spain that the 
French Government entered into discussion with the Sul
tan, as to the composition, form, and powers of the State 
Bank, which was to be public treasurer for the state. u The 
arrangements drawn up tended to put virtual control of 

tB Bull11titt du ComiU iU ll.4friqtU Fratu;ai.ll, July, 19M, p. 238, 
21.4ffair,_ du Maroc, 1901-1905, Nos. 170, 203, 208, 209, 220, 228, and 

P. Bonnet, La Ba.n.qu• d'lttat du Maroc •t du ProbUme Marocam (Paris, 
1913), p. 136. 
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the financial actions of Morocco in the hands of the French 
Government, a control that could check even if it could not 
command. 

GERMANY DEMANDS INTERNATIONAL CONTROL 

THIS prospect of financial control (combined with that 
provision of the Anglo-French Declaration that seemed 
to imply control over concessions) was undoubtedly 
among the matters which moved the German Government 
to intervene, and thus to make the financing of Morocco 
an issue of grave international concern.30 German business 
and financial circles were stirred by the conviction that 
opportunity in Moroc((o was being foreclosed. As early as 
1880 Germany had insisted upon the open door in that 
country. When a change in the status of the country 
seemed likely, the government apparently decided at first 
to put the best possible face on the event. The German 
Chancellor upon being informed of the Anglo-French 
Declaration asserted "that the interests of Germany in 
Morocco were mainly of an economic order ..• Germany 
had no reason to fear that her economic interests in Mo
rocco will be injured by any other power."81 But behind 
this assertion there was some disappointed hope and dis
pleasure. The government, apparently on the suggestion 
of its representative in Morocco, tried to induce the Ger
man banks to compete for the 1904 loan, but they refused. 
An J~.ttempt had also been made to have the concession for 
the State Bank given to a German firm. German displeas
ure grew as the complaints of German enterprise were 
heard and the scope of French plans became clear. Be
sides, the German Government, despite its public state
ment, probably felt cheated on political grounds. Great 

ao Certalnly the instructions of the German delegation at the Algeciras 
Conference emphasized the importance of internationalizing the bank. 
DUI Gro111 PolUik, Vol. X.."!(I, No. 6922. See also .LJ.ffawe~ dt1 Maroc, 
1901-1905, No. 211. 

11 Bt~Uetia d4l ComiU d• l'.Ll.friqt~tJ Franrail•, July, 1904, p. 238. 
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Britain, Spain, and Italy had all been consulted and had 
received some political compensation for standing aside 
in Morocco; Germany had been passed over in these re
spects. The Foreign Office proposed a naval demonstra
tion but this the Kaiser opposed. Instead, after grave 
hesitance, he landed in March, 1905, at Tangier and in 
two speeches affirmed the independence of the Sultan and 
warned him against the acceptance of the French plans 
of reforms. The move immediately checked their applica
tion. 

The Sultan, after rejecting the French plans, then pro
posed that they be submitted to an international confer
ence, and Germany made the same demand. For France 
the choice seemed to be one between war and consent. Rus
sia was still weakened by war with Japan. French consent 
was given in July, 1905, and the conference of Algeciras 
was arranged. The task of the conference was to determine 
what reforms were necessary for Morocco and the proper 
means and agents for executing them. Public finance and 
currency, public administration, especially the police and 
military branches, all obviously required attention and 
new plans. Before the deliberations began, the German 
representative in Morocco, Count Tattenbach, secured 
concessions for German enterprise to build port works. 
This action the French Government asserted to be in con
travention of an agreement that no concessions would be 
sought until the conference ended. French firms were 
charged by Germany with similar violations. The German 
banks made a short-time advance to the Sultan which, it 
was asserted, violated the priority privilege of the French 
banks.32 Only after protracted days of conciliatory efforts 
were these matters patched up in compromise, and the con
ference enabled to begin its anxious course. 

In the outcome of the conference (January to April, 
1906) German expectations were poorly met, and France 

u For 8ll account of these di11iculties, see .JJ.fla.wu 4u MMoe, 1901-
1905, Nos. 289-298. 
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was able to a substantial degree to work its will. The 
Powers with which she had alliances and those which had 
benefited by treaties dealing with Morocco brought the 
necessary support. Still Germany succeeded in submitting 
the process of economic and political penetration of Mo
rocco to a certain measure of international control. The 
General Act of Algeciras, which issued from the conference 
(April 7, 1906), in laying down a political regime for 
Morocco, recognized its independence. The State Bank 
was made into an elaborate international institution in 
which the distribution of influence was decided only after 
intense diplomatic effort.83 Its ownership was lodged in 
the hands of banking syndicates of twelve countries, each 
nominated by the government of its own country.3* Its 
capital was divided into fourteen parts. Twelve were for 
the owning banks, two for the French banking syndicate 
which had issued the 1904 loan and held a priority over 
Moroccan government loans, which they now renounced. 
This French banking group accepted the arrangement 
only because of the pleas and pressure of the French Gov
ernment. The new State Bank was made Agent-General 
and Treasurer-General of the Empire and given the sole 
right of note issue and of the negotiations of treasury 
bonds. This last provision was intended to restrain the 
government from accumulating a floating debt, but as 
such was ineffective. This was as far as the Powers could 
agree to go in limiting Moroccan borrowing. By virtue of 
the- three French votes and of more or less formally 
pledged aid of friends and allies, French influence was 
preponderant in the bank's operations. Morocco had been 

sa See A. Tardieu, LtJ Myat8rt1 d!Agadir (Paris, 1912); Bonnet, op. 
cit., pp. 156 et seq., and Die Groue Politik, Vol. XXI, Nos. '1081-704.0. 
7048, '1055, 70'10, '1072, 7078-1079, 1129, 72'18, for details of the con
troversy. The French and Germans brought in competing projects. The 
main points of the controversy were distribution of capital ownership, of 
representation on the governing board, on the importance of the priority 
privileges claimed by the French banks, and over the power of the new 
bank to make loans. 

u The United States did not accept its part. 
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granted a share in the administration of the bank with the 
provision that the Sultan could designate a private bank 
to exercise the subscription right for the Moroccan Gov
ernment. Germany endeavored to persuade the Sultan to 
give the privilege to a German bank but the French Gov
ernment opposed the transaction.311 The establishment of 
this internationally owned bank was an attempt, grudg
ingly accepted, to take, partly at least, the question of 
Moroccan financial affairs out of the area of international 
competition. 

A similar purpose led to the formulation of imperfect 
rules to regulate the awarding of concessions for public 
works, rules which required public and competitive bid
ding. These were poorly drawn and inadequate for their 
purpose. Whatever effectiveness might have been in the 
idea was spoiled by the complicated character of the pro
cedure provided and the weakness of the Moroccan Gov
ernment. The nature of the efforts of private groups and 
governments to secure concessions was little changed by 
their enactment. 

FRANCE PUSHES AHEAD 

THE notions of international control of Moroccan affairs 
(of which only some have been given), expressed in the Act 
of Algeciras, were soon to fail of effect, and the state of 
Morocco to grow more disturbed than before. During 
1906-7 the disorder among the tribesmen grew chronic 
and widespread and the Sultan's government grew less 
able to subdue it. The revolt was, in part, induced by the 
opposition to the measures of European control which had 
been accepted. In 1907 the Sultan was forced to yield to 
his brother, Moulay-Hafid. This tumult of revolt had re
duced the finances of the former Sultan to the last ex
tremity and made him dependent once again upon French 
financial aid. Three times before his overthrow the French 

aa DU1 Gro111 Politik, VoL XXI, Nos. 7278-7282. 
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Government had persuaded the French banks to grant him 
advances. 86 The State Bank of Morocco had loaned him 
almost all its capital. The new ruler had no funds to con
duct his operations. Large claims for damages faced him. 
The French Government assessed the throne with the cost 
of a military expedition undertaken after the murder of 
five Frenchmen by tribes excited by a rumor that a rail
road was to be run through a Moslem cemetery at Casa
blanca. The Spanish Government presented a similar de
mand. Due debts and claims of all sorts at the beginning 
of 1909 totaled about 150 million francs. 11 The new Sul
tan had a total disposable revenue of about 9 million 
francs. Obviously the whole structure of government and 
reform had gone to pieces before the internal and external 
difficulties. 

The promulgation of the Algeciras Act had not helped 
the government's finances. The provisions of that act con
cerning the creation of new revenues (Chapter IV) had 
not been carried out because they required negotiations 
on the part of the Sultan which were too difficult for the 
elementary structure of his government. 88 The customs 
revenue, it is true, showed a distinct improvement in yield 
under foreign supervision, increasing from 6 million 
francs in 1907 to 13 million francs in 1910. The claims 
and loans of private institutions made up between 70-80 
million francs of the government's obligations, all ac
quired since 1904. The French and Spanish governments 
in demanding the expenses of their military expeditions 
denied any intention of oppressing Morocco. France as
serted its willingness to accept an annual remittance at a 
low rate of interest and its intention of aiding Morocco 
to secure a new loan. 89 Spain followed the same line of 
policy. No matter what the intention may have been, the 

ae .J.ffairll du Maroc, 1906-190'1, Nos. 4.85, Mol, 445, 502; ibid., 190'1-
1908, Nos. 139, 14.0, 152, 156, 157, 162. 

aT Bonnet, op. rit., p. 804.. &&]bid., pp. 299--800. 
89 M. Pichon, Secretary of Foreign A1fairs, Dllbat1 Pari. Bllnat, De-

cember 28, 1909. 
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event proved that the addition of these claims to Moroc
co's other obligations made the burden of the government 
an unbearable one, even when aided over the crisis by a 
new loan. 

The new Sultan, Moulay-Hafid, was made to face the 
debts and claims. The only means by which this could be 
done even temporarily was by contracting another large 
external loan which was certain to be conditioned upon an 
extension of the creditors' control over his revenues and 
actions. If this firmer control had been imposed earlier 
when the debt burden was smaller, it might have worked 
to the ultimate advantage of the country, but combined 
with too large a debt, it inevitably meant future difficulties. 
The Sultan endeavored to evade his responsibilities and 
for a time refused to accept the proffered loan terms. But 
a French ultimatum ended his resistance. 1\I. Pichon, the 
Minister of Foreign Affairs, declared: 

The response needed most urgently {from Morocco) is 
that concerning the loan. It interests foreign governments as 
much as our own. It would be dangerous for the Sultan to 
delay the matter and exhaust the patience of the powers; 
already their nationals protest vehemently and claim "Vigor
ously the repayment of sums long due them. The English, 
German, and Italian press indicate that they share the views 
of the French Government and approve measures that we will 
be led to take to protect our interests in Morocco . .., 

French evacuation was delayed until the loan was ar
ranged. The French Government appears to have forced 
the issue partly out of fear that German firms, with the 
support of the German Government, might resort to direct 
seizure of Moroccan property. These fears centered upon 
the firm of Renschausen to whom the Sultan was indebted 
for port construction work at Tangier, for which debt sea
coast property had been pledged under terms which gave 
the creditors power to sell it. The French Government 

•o D4batl Pa,.l. Chamb,., d8 Deputll, November 23. 1909. 
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feared too that the creditors might suggest another inter
national conference thus taking the lead again out of 
French hands. The French ultimatum was effective. The 
loan contract was signed. The privnte claims were sub
mitted to an arbitral commission upon which the Moroccan 
representative was in reality nominated by France. Thus, 
the new sovereign was forced to meet the expenses of his 
climb to power, and thereby prepared his fall from power. 

The loan contract was signed with the same group of 
banks that had secured the 1904loan. It was accompanied 
by accords between the two governments which provided 
for French evacuation, the appointment of a French en
gineer as adviser on public works to the Finance Minister, 
and the use of French instructors in the Moroccan army 
which was to be reorganized along with the police. These 
were constructive arrangements which at the same time 
increased French power. The German Government in dis
arming the criticism of their terms that arose in Germany 
indicated that it had asked the German banks to consider 
the loan business, but that they had not been disposed to 
do it. At the time the two governments were pledged to a 
measure of joint economic activity in Morocco, and the 
German Government was agreeable to the loan and con
vinced of its necessity. The loan was for 107 million francs 
and bore 5 per cent interest. It was sold to the bankers at 
89, and to the public at 97. To its service and to the an
nuity due the French Government there was pledged most 
of1he still disposable revenue of the Sultan. The creditors' 
control of customs was turned into a general debt control. 
Their powers of supervision of customs revenues had been 
incomplete and unsatisfactory. Now they were made effec
tive by being extended to the actual work of collection. 
The new ceded revenues-the remainder of the customs, 
the net product of the tobacco taxes, of the tax on landed 
property in port areas, of the urban tax, and others-were 
put under their direct administration. An increase of 2.5 
per cent in customs duties was permitted. and this revenue 
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was left outside the loan pledges. It was reserved for pub
lic works under a plan formulated in collaboration with 
the Powers and controlled by a special international com
mittee. 

The French Government of the day held the view that 
these obligations were within the capacity of the Sultan, 
and that these plans would pave the way to peace and 
foster economic development. The State Bank had stabi
lized currency; the control would increase revenues, the 
public works plan would stimulate economic activity, the 
new loan funds would permit the reorganization of the 
army and thereby assure order. But events immediately 
disproved these conclusions, if they were genuinely held. 
The Sultan's expenditures soon outran the disposable 
revenue. This was but little over 3 million francs in 1910. 
Out of a total revenue of 24 million francs, approximately 
16.5 millions were required to meet the annuities of the 
debt service and war cost payments to the French and 
Spanish governments. It was on the evidence of these facts 
that M. Jaures remarked of the 1910 loan that it took 
away from the Sultan all financial autonomy, all military 
strength, and all moral authority.41 It was almost inevi
table that some responsible power should step in to assume 
charge of events; anarchy could not indefinitely continue. 

The Sultan within a few months was without resources. 
An attempt to borrow further in Paris did not succeed 
because of the lack of further security to offer. The French 
Government remitted part of the annual payment due to 
it. The Sultan tried to impose new taxes and increase ex
isting ones. The Powers still opposed the taxation of their 
subjects and the growing numbef." of their proteges, argu
ing that the administration could not be trusted to be 
just. The new taxes were imposed upon the tribes that 
remained loyal, and the tax rights were sold to chiefs who 

n Dibo.t1 Pari. Clumr.br• d.t Dlf*UI, March 24, 1911. See also the 
debate of December 19, 1911. Hill powerful addresa had no eftect upon 
government poUcy, however. Tbe Ministers in power continued to assert 
that the Sultan could manage. 
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sought to increase their yield by the use of force and 
cruelty. When the Sultan tried to turn some of the taxes 
payable in kind into a money tax and create a register 
of taxable people, both the chiefs and the religious orders 
opposed, and aroused the tribes. Tax receipts fell rather 
than rose. The tax gatherers resorted to pillage. The 
French commander of the expedition that ushered in the 
French protectorate declared, "It is to the crying abuses 
and shameful exactions that the revolt of the tribes must 
be attributed."'2 

Before the spreading revolt, the bankrupt Sultan was 
helpless. On March 13, 1911, to keep himself in power 
he offered France a complete and intimate understanding 
to inaugurate a regime of general reform." The tribes 
around Fez joined in revolt and threatened the Sultan, 
the city, and its European colony. The French Govern
ment, asserting that Europeans were in danger and 
promising to evacuate when the danger was ended, dis
patched an expeditionary army of 10,000 men which oc
cupied Fez. The course of bankruptcy and borrowing, the 
anarchy, had come to its inevitable end. 

ON THE VERGE OF W A.R 

THE German Government did not accept the argument 
or the promise given. Before the expedition was sent, it 
expressed distrust; when it was sent it declared that the 
A~t of Algeciras was violated. It nourished the determina
tion that the crisis should not be turned to French account 
unless national advantage were secured as compensation. 
Under a pretext generally recognized as thin, a German 
gunboat was dispatched to a Moroccan port--there to 
remain as a sign of German power until German interests 
were satisfied. Its ambassador explained to the French 
Government that the German Government considered that 

'' Cited by Tardieu, op. cit., p. 376. 
M Rapport Gaillard, Bulletira de l'.4frique F~a.il,, Bupplemmt, 

1911, p. 261. 
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the Act of Algeciras had failed of its purpose and that the 
situation required fresh discussion. Over the territory of 
a chaotic l\lorocco, the whole European continent was 
brought to the verge of war. 

The German action was not the result of a sudden im
pulse. It indicated the complete failure of a formal at
tempt on the part of France and Germany to adjust their 
purposes in Morocco. From the record of that attempt it 
becomes clear that international economic cooperation in 
backward areas is not possible without candor, trust, and 
singleness of purpose. It indicates also how well-nigh im
possible it is for the banking and business groups of two 
hostile countries to avoid the influence of that hostility, 
and in the end not to enter into it, and augment it. 

The Act of Algeciras, though confirming Moroccan in
dependence and planning international cooperation in 
Morocco, had been regarded with resentment in France 
and distrust in Germany. Each scrutinized the action of 
the other with quick suspicion. The French interventions 
of 1907-8 were regarded in Germany with great uneasi
ness, and out of the trifling incidents which arose from 
time to time, national feeling created exciting issues. Ger
man enterprise had pushed its way forward in Morocco 
with the support of the government. German merchants 
were active in every trade center. German steamship lines 
called at Moroccan ports, mining prospectors marked out 
claims, and banking syndicates sought and acquired con
cessions for public works with the ,·igorous aid of their 
government. 

Dut beginning in 1908 Germany inclined to ease her 
effort to check the measures of France to secure order and 
internal peace in Morocco, even though these measures 
might infringe on Morocco's independence. She inclined to 
come to terms with France in the hope that the lessening 
of French antagonism might facilitate German policy 
elsewhere. German preoccupations in the Balkans and 
Near East ·were growing serious and the sterility and in-
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effectiveness of obstruction in Morocco were becoming 
manifest. The change was indicated in the handling of a 
diSpute which arose from the Mannesman concessions. This 
powerful band of German brothers had obtained in Octo
ber, 1906, with the aid of the German Minister at Tangier, 
an oral promise of important mineral concessions, after 
two years of skilful negotiation." Morocco had no mining 
laws--a code was being considered during 1906-7. The 
promises to Mannesman were kept secret and confirma
tion was delayed until a mining law should be drafted and 
put into effect. The two governments vied with each other 
to get a mining law suitable to their respective interests. 
The proposals made during 1907-8 under French in
fluence would have handicapped the projected concession. 
The German Government threw its weight into the scales 
to secure an immediate confirmation of the concession. The 
French Government opposed. So did an international syn
dicate that had been formed to work Morocco's mineral 
resources--L'Union Miniere. In this syndicate a French 
group owned 50 per cent of the capital, a German group 
!tO per cent. Creusot was represented in the French group, 
Krupp in the German. The L'Union Miniere was willing 
to negotiate with the Mannesman group but they, fearing 
poor terms and having official backing, refused. Up to 
the summer of 1908 the German Government supported 
the Mannesman group, but thereafter changed its atti
tude and urged conciliation and an agreement between the 
groups. Conciliation fitted in better with its changing in
tentions. n Other financial groups were giving proof of 

u L. Pobl, "Morokko und Mannesman," Zeitschrift fur Politik, 1912. 
'"See W. E. Von Schoen, Memoir~ of "" Ambossodor (London, 1922), 

pp. 115-120. The history of the subsequent negotiations between the two 
syndicates and their governments is too much a matter of detail and 
too involved to be given here. There was a French interest in the Man
nesman syndicate--nd there were numerous internal disputes within 
each. In 1911 a fusion was fi.nally arranged. The Kaiser intervened in 
the negotiations (through Herr Rathenau) to try and persuade the 
French Government to press the other group to accept proposed terms, 
and also to bring the groups together. In the later negotiationa he prob-
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willingness to enter into cooperation. French and German 
interests joined together in the State Bank, the tobacco 
monopoly, enterprises for public works-in all of which 
the French held preponderance. Still the program of joint 
enterprise did not flourish. 

Its basis was formally defined in an accord reached be
tween the two governments in February, 1909. The ac
cord read: 

The Government of the French Republic, being completely 
devoted to the maintenance of the integrity and independence 
of the Cherifien empire, resolved to safeguard economic op
portunity there, and consequently not to hinder the German 
commercial and industrial interests there, 

And the Imperial German government, pursuing only eco
nomic aims in Morocco, and recognizing on the other hand 
that the special political interests of France are closely 
linked with the establishment of internal peace and order, 
and determined not to hinder these interests, 

Declare they will not pursue or encourage any measure of 
a kind which creates in their favor or in the favor of any 
power whatsoever, an economic privilege and that they will 
endeavor to associate their nationals in enterprises which 
they are authorized to undertake. 

This agreement, it may be reasonably argued, violated, 
beneath its phrases, the letter of the Act of Algeciras 
(though not perhaps the expectation of the signatories 
of that Act) politically in fayor of France and economi
cally in favor of Germany. It proved not to fit the needs 
of the Moroccan situation, the proper handling of which 
needed both greater authority than it, or the Act of AI-

ably wished to coerce Mannesman but did not have the power, and fur
thermore German public opinion tended to support the Mannesman 
da.ims. The difficulties eneountered in the formulation of the mining 
law also make a prolonged and intricate tale. For an aceount of the 
situation and the defense of the German Government for ceasing to sup
port the Mannesman Claims, see LO'Ildoa Tilm.,, January 18, 19, 20, 1910. 
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geciras, gave, and greater singleness of purpose than 
either party showed. The last clause could not be turned 
into actuality. For true admission of vigorous German 
enterprise into partnership in the economic development 
of Morocco, under the troubled political circumstances, 
would almost certainly have led to a limitation of French 
political in1luence; and France would never accept that 
prospect. When the significance of such partnership be
came plain France drew back, and the idea of joint un
dertakings faltered and weakened. 

Germany urged at once that this accord be promptly 
turned into account as the basis of an extensive program of 
public works. It was undoubtedly the prospect of sharing 
in an economic program after Moroccan financial affairs 
were put in order which induced Germany not only to 
accept but to facilitate the arrangements for the large 
liquidation loan of 1910. From 1909 to 1911, discussions 
between the two governments and two sets of financial 
groups were intermittently carried on. The full extent 
of German hopes and claims became evident. The German 
Government in general urged that in order to avoid 
"sterile and injurious competition," bids for public works 
should be limited to groups designated by the two gov
ernments, although the Act of Algeciras provided for open 
and competitive bidding. 46 It also at first claimed a half 
share in such projects as might be undertaken; any parts 
given to British or Spanish groups were to be part of the 
other half share.•7 This desire it appears later to have 

"Bonnet, op. cit., p. 814; P. Albin, L11 Cot~p d'Agadir (Paris, 1912}, 
pp. 33 tit seq. 

67 Tardieu, op. cit., p. 29. It is asserted by certain French writers, 
e.g., Mermeix (pseud.), La ChroniqutJ diJ l'An 1911 (Paris, 1912), p. 14, 
and supported by certain circumstantial episodes which occurred during 
the special French parliamentary investigation of Moroccan affairs, that 
the 1909 accord was accompanied by an exchange of letters between 
M. Cambon and Herr Von Schoen which formed a secret understanding 
to the effect that Germany acknowledged that the French economic in
terest in Morocco was greater than the German interest, and that Ger
mans should not seek places in the public services in Morocco. 
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completely relinquished, approving and supporting in
ternational groups in which the German interests held 

· only a minority part. 
But mutual distrust and the differences of purpose con

tinued to block every attempt to carry forward joint en
terprise. For the execution of public works the two gov
ernments had encouraged in October, 1909, the formation 
of an international syndicate to build and operate them. 
In this "Societe Marocaine des Travaux Publiques," 
French interests held 50 per cent of the capital, and elected 
six out of the twelve directors. German interests held 30 
per cent of the capital and elected four directors. The 
remainder of the capital and representation was distrib
uted among Spanish, British, Belgian, and Swedish in
terests. The same proportions were to be observed in the 
distribution of public works, an arrangement which was 
difficult to interpret and even more difficult to apply, ex
cept by creating spheres of influence. To this syndicate 
the German Government had wished to turn over all 
public works construction in Morocco, including railway 
construction and operation. But the maintenance of such 
a monopoly the French Government opposed. Its refusal 
was supported by reference to the terms of the Act of 
Algeciras, but the real reason was probably a dislike of 
giving German enterprise any real foothold in Morocco 
through this condominium. Monopolistic support of this 
syndicate would have meant constant discussion with 
'Vilhelmstrasse and a loss of freedom which the French 
Government wished to retain. In certain enterprises it was 
judged desirable that Germany should have no participa
tion. Thus, despite many meetings and the consideration 
of many projects, the syndicate never commenced actual 
operations. The project nearest realization, one for light
house construction, had been opposed by the British Gov
ernment because the share given to its nationals was so 
small; that government had demanded that open com-
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pcti tive bids he asked in accordance with the terms of the 
Act of A lgeciras. 48 

Similar conflicts and difficulties had beset the plans 
for the cooperation in raih-oad undertakings. The desires 
of the German Government turned out to be substantially 
different from those of the French. The former urged that 
all railway concessions be given to the Societe Marocaine 
des Travaux Publiques. The latter wished to keep open 
the possibility of carrying through projects through its 
own services (it had ah·eady built two short military 
roads), or to submit them to open bidding. Even upon 
these schemes which it was agreed might be granted to the 
Societe Marocaine, differences arose upon essential de
tails such as the distri'bution of orders and the positions 
to be held by German personnel. In addition, the British 
Government would not promise to discourage British com
petition. The discussions were long and fruitless. The dis
agreement was marked shortly before the Fez expedition 
was dispatched. The outcome was inevitable as long as 
France feared that the German Government would use 
every vestige of German interest as the basis of a claim 
in case of the ultimate downfall of the Moroccan Govern
ment, as long as Germany believed that France wished, by 
skilful negotiation, to shut German enterprise out of 
1\Iorocco completely so that it might have freedom in dis
posing of the country. 'l'he wish for reconciliation between 
France and Germany, shared by a few statesmen and bank
ers -of each country, could find no effective realization 
under the Circumstances. Indeed, these persons were sus
pected of trying to serve a private purpose in contraven
tion of their country's interest. 

48 That act provided, as stated in the text, that concessions for public 
works be. offered by public tender, after submission of the project to 
the Diplomatic Corps which was to draw up regulations in cooperation 
with the Moroccan Government. There, also, was created a special 2.5 per 
cent customs tax for public works, which was not collected, however, 
until 1910. The first undertaking to be paid out of this tax was con
tracted only in 1910. 
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The negotiations just reviewed had become curiously 
entangled with a joint French-German project in the 
French Congo. This situation arose out of the claims of 
one of the }""rench concc:ssionary companies in the Congo, 
the N'Goko Sangha Company, against the French Govel'l1-
ment for alleged violation of its lnnds by German traders. 
The French Government, in order to settle the horder 
troubles and to cut short court action taken by the N'Goko 
Sangha Company against the German traders (and 
against British traders who had been compensated by the 
French Government for dispossession), had lent its active 
attention to plans for a joint consortium which would 
operate on both sides of the frontier.· There was a hope 
that this project might partly compensate Germany for 
the checks suffered in 1\Iorocco. The original demands of 
the company were presented by Andre Tardieu who was 
then political correspondent for the Temps. When the 
consortium idea came under attention, 1\I. Tardieu also 
took a leading role in its formation. The N'Goko Sangha 
Company agreed to enter the consortium if the French 
Government admitted in principle responsibility for past 
damages. An arbitration was arranged to decide their 
amount. This condition had been accepted and discussions 
had been undertaken with the German Government. The 
status of the company had been approved at the Quai 
D'Orsay and accepted by the Germans. Rut parliamen
tary opposition in France led to the rejection of the plan 
after negotiations had been virtually completed. The op
ponents of the concession system had opposed this re
newal of it. In many quarters doubt had been entertained 
as to the justice of the company's claim and as to the 
legality of the arbitration in which its amount had been 
decided. The honesty of the participants had been brought 
into question. Fears grew that the proposed arrangements 
would give Germany preponderance. These and socialist 
opposition made any arrangement impossible. 49 

to D•batt Parl. Claambr• d• DepuU1, April 6, 1911; Blnat, June 30, 
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The 1\Ionis Cabinet in 1911 had renounced the idea of 
the German-French consortium. An attempt had then been 
made by Caillaux, Minister of Finance, and l\Iessimy, 
:Minister of the Colonies, working with the German Am
bassador, to find some other scheme which might satisfy 
German hopes.10 A plan had been formulated for the joint 
construction of a railway to join the German colony of 
Cameroons and the French Congo. One aim of the plan 
was certainly to satisfy the outcries of the German colo
nial groups which were led by the German Deputy Semler. 
The French ministers were cautious, however, in their 
promises, and in the final outcome the scheme was buried 
in the vortex of Frenf?h political controversy. France sus
pected double design in Germany. Besides, a stale odor of 
personal and financial intrigue was scented by the popu
lar nose when the negotiations were exposed. 

With the dispatch on July 1, 1911, of the Panther to 
Agadir the long course of controversy over the financing 
and economic penetration of Morocco came to its final 
stage. The governments had attempted to bargain through 
their banks and enterprises; now they bargained directly 
with each other. The results of the bargaining were em
bodied in the treaty of November, 1911. If Germany had 
hoped to secure political authority over part of Morocco, 
as was widely believed in France, the hope was disap
pointed. France received unimpeded right to take Moroc
can affairs in charge. There was no alternative save 
genuine international administration and the Powers had 
not developed for that alternative either a political atti
tude, or a technique. Germany received compensation by 

1911. For two opposed accounts of the negotiations, see, also, a book by 
M. Viollette. La N'Goko..S(I;flgh4 (Paris, 1914), and the book by Tardieu, 
op. cit. 

ao Later, when Moroccan affairs were under investigation it was 
charged that these ministers bad acted without the knowledge of their 
colleagues,. and that they bad made unauthorized promises. The incident 
caused a storm and contributed to the fall of Caillaux, who bad suc
ceeded Manis as Prime Minister. 
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the transfer of some territory in Central Afriea. The 
rights of the signatory powers of the Act of Algeciras to 
equality of economic treatment were protected in the new 
treaty; their chances of equality in obtaining concessions 
for public works and highways were guarded by rather 
vague phrases (Article 6) .11 The 1909 Franco-German 
accord was abrogated; but France promised that there 
should be no export tax on minerals, nor special tax on 
mineral production, and that mineral enterprises would 
be permitted to build connections to main lines and ports 
(Articles 5 and 7). The constitution of the State Bank 
was left intact. For years previous it had been under the 
effective control of the French Government and the Banque 
de Paris et Pays Bas. 

A treaty of 19a with Spain divided Morocco into zones 
of influence, a small fractional part being assigned to 
Spain. A French protectorate was declared, and the effort 
to subdue the will of the tribes to French rule, a task costly 
in human life, was begun. 1\forocco became part of the 
European state system. 

51 The first paragraph of this article provides that public works 
construction and .materials should be distributed by "the rules of ad
judication." The third paragraph provides that the exploitation of these 
works will be reserved to the Moroccan state or ceded by it to third 
parties who would furnish the necessary capital. 



CHAPTER XVIII 

JAPAN IS HELPED TO BECOME A GREAT 

POWER 

JAPAN in 1870 was a small feudal island empire, 
making the grim beginning of the political and eco
nomic adjustments necessary to sustain itself as an 

independent force among a world of Great Powers. By 
19141 it had become one of the Great Powers, and was am
bitiously extending its hold and economic connections 
throughout the Far East. In this transition foreign capital 
rendered vital aid. Japan had need of it to provide itself 
with armament and to conduct war, to unify its railways 
under an effective national administration, to foster large
scale industry, to acquire and develop Korea and Man
churia, to equip its cities with public services. For all 
these purposes Japan borrowed abroad. About half its 
total public debt in the years before the war was foreign 
debt. The technical knowledge and equipment of the 
world were drawn upon, but the capital came mainly from 
Great Britain. By virtue of that capital no less than 
through its political allegiance Great Britain may be said 
to have made a great power of Japan. 

Japan's two earliest foreign loans, the railway loans of 
1870, and the pension loan of 1873, were both issued in 
London. So was the larger loan of 1897 by which the ex
penses of the war with China were defrayed. It is of in
terest to observe that while 9 per cent was paid for the first 
loan, and 7 per cent for the second, the loan after victory 
was disposed of at 5 per cent. In 1899 the first of the 4 
per cent Sterling Loans was issued. 

In the years following its victory over China, Japan 
felt a need both for foreign allies and foreign financial 
aid. The coalition of Powers which forced her to renounce 
territorial conquest in China had brought home her isola-
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tion. The sense of isolation was accentuated by the hastily 
devised agreements into which the European Powers were 
entering to safeguard or increase their place in China. 
Foreign loans were needed to meet expenditure for arma
ments and railways beyond the capacity of the budget. 
The financial discussions which were commenced became 
entwined with the political discussions. 

Japan entered into loan negotiations in all of the chief 
capital markets in 1901. In Paris the negotiations 
dragged. The Russian Government in July offered to use 
its influence in Paris to assist them. Japan refused, pre
sumably because of the concessions it would have been 
called upon to make.1 Without Russian mediation Japan 
found the Paris market closed. The French bankers enter
tained fear of war between Russia and Japan over affairs 
in Korea and Manchuria. The French Government con
veyed the intimation that it would permit no loan that 
might be used against its ally.2 It counseled that Japan 
seek assurances from Russia to satisfy the bankers and 
itself! Japan undertook to discuss the situation with Rus
sia, but no headway was made toward an understanding. 

At the same time the British market and government 
were also being sounded, and a more accommodating spirit 
met. Great Britain had ~:eason to watch Japanese ambi
tions in China, but these were not difficult to reconcile with 
its own. In the first loan discussions with the British Gov
ernment, in July or August, 1901, conditions appear to 
have been put forward which Japan found unacceptable.' 
Just what these conditions were, the documents do not 
clearly state. The Japanese had apparently first wished 
that the British Goverhment guarantee a loan pledged 
on Chinese indemnity bonds, which proposal the British 
Secretary for Foreign Affairs, Lord Lansdowne, found 

1 Baron Von Eckardstein, L•blftiiNMruagea tmd Politilclt.n Dnk
'lllfirdigkeitn (Leipzig, 1920), II, 262; Diil fho111 Politi.k, Vol. XVII, 
No. 60410, 

• Dill Oro111 Politi.k, VoL XVII, No. 6042. 
• Britill& Do-e., II, 67. 
'Diil Oro11e Polili.k, VoL XVII, No. 11028. 
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impracticable.~· But that Minister was eager that Japan 
receive the aid it sought.8 Negotiations were begun with 
the British banking houses, which asked German banks 
to participate. The German banks refused.1 While these 
financial discussions were under way, the British and 
Japanese governments were giving thought to a project 
of alliance.' The political arrangements succeeded before 
the financial. In January, 190~, the Anglo-Japanese 
agreement was signed. Loan arrangements were concluded 
immediately thereafter. In the course of 190~ British in
vestors bought not only a large Japanese government 
loan, but various municipal and industrial loans. Between 
the two sets of arrangements there was a natural coordina
tion of interests. It is unlikely that the British Govern
ment had to interfere with the course of financial discus
sions. The British bankers and investors had standing 
faith in Japanese securities. The elaboration of the politi
cal agreement extinguished fears that political circum
stances might endanger the investment. In Japan, the 
knowledge that such would be the result of an alliance 
undoubtedly stimulated the desire for it. 

During the war with Russia, British capital staunchly 
stood by Japan. Before the outbreak of war, Japan sought 
direct aid from the British Government in the form of a 
government loan or loan guaranty. 9 But Great Britain 
feared that such action would be judged unneutraV0 It 
proved unnecessary. British investors readily purchased 
the series of loans issued in 1904 and 1905, as did Ameri
can investors.11 In one of -the 1905 loans German bankers 

• Britu1a Docummtl, II, 58. 
e Ibid.., and Von Eckardstein, op. cil., II, 870. 
' Ibid.., p. 868. 
s Britill Docummt•, II, 114. These hung in the balance up to almost 

the last week. The Japanese discussions with Russia were not dropped 
untU Deeember, 1901. 

a Ibid.., pp. 227-230. 1o Ibid. 
11 An indication of the benevolent attitude taken by the British Gov

ernment i& to be found in the appreciations indireetly conveyed by King 
Edward to the American banker Scbiif for his initiation in selling 
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took a share, urged by the Kaiser .12 The British and 
American financial aid was undoubtedly essential to the 
Japanese victory. It followed upon numerous issues of 
Japanese industrial loans in London which enabled that 
country to build up its economic organization; it was to 
be followed by numerous further loans which served to 
enable Japan to solidify the strength obtained through 
victory. 

Throughout the war the French official market had re
mained closed to Japanese loans. It was the cheapest and 
most receptive to government loans. By 1907, Japanese 
anxiety as to securing the means of refunding obligations 
maturing abroad, on the one hand, and the curtailed as
surance of Russia on the other hand, prepared the way 
for a new three-party understanding whereby French fi
nancial resources could be drawn upon for the further up
building of Japan. Enmity between Germany and the 
allies was becoming pointed and ominous ; the Anglo
Russian agreement was in the making. To the French 
Government the inclusion of Japan in the system of al
liance was a natural step; if it could be arranged, Russia 
would no longer be menaced in the East in the event of 
war with Germany. French diplomacy labored to reach 
an understanding with Japan, and to foster a second un
derstanding between Japan and Russia. Negotiations were 
begun early in 1907. Before much headway had been made 
Japan broached its financial needs. The French Minister 
at Tokio informed the Japanese Government that "ac
cording to my instructions . . . the inclinations of the 
French market and Government are clear, and that they 
could count upon our help as soon as negotiations between 
St. Petersburg and Tokio come to a clear issue, and that 
an accord should follow immediately that between Japan 

Japanese securities in New York. JtJ.tJob H. Bclaif!-Uf• GM L1tt1r1, 
I, 216. 

Ulbi.d., P· 224. 
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and France.ms The British financial groups whose inter
ests were engaged in the refunding loan were asking simi
lar assurance.u By March, 1907, Japan reached accords 
in principle with both France and Russia. The accord 
with Russia provided for mutual support of each other's 
claims in China.16 American initiative in Manchuria was 
at the time disturbing both countries, and stimulated their 
combination. Now the path was cleared for Japanese bor
row4Ig. The French Government immediately gave its au
thorization. The French Ambassador described the action 
as "the first augury and gage of the new relations, politi
cal as well as financial, between Japan, France a.nd 
through France's agency, Russia.'no After the flotation of 
the loan, negotiations 'with France and Russia passed from 
the stage of formula to precision. The accord with France 
was signed in June, 1907, that with Russia in July, 1907. 
Certainly one of the chief benefits which the Japanese 
hoped therefrom was regular communication with the 
Paris market.11 

To facilitate the investment of French capital, Count 
Hayashi, who had negotiated the loan agreement, proposed 
the foundation of a Japanese-French bank. The French 
Government looked with favor on the project and a bank
ing mission headed by an executive of the Banque de Paris 
et Pays Bas was dispatched to Tokio, where it was received 
by Japanese bankers and government officials. The dis
cu_ssions were halted by the difficulty of adjusting already 
existing contracts with British banks to French desires, 
and then interrupted by the panic. Only in 191~ were the 
discussions renewed and successfully concluded.18 The 
bank was opened in July, 191!!. Almost at once it under-

u A. Gerard, Mrs Milrioft.- Jo.ptm, 1907-1914 (Paris, 1919), pp. '1, 12. 
u; Dw Gro111 Politik, Vol. XXV, No. 8527. 
n Ge~ard, op. tit., p. 18, and Briti111a Doevml!ntt, IV, 480. 
11 Gerard, op. tit., p. 13. 
11 Ibid., p. 1., and T1al! Blt:f'IC MHRoirr of Co1lflt Ho.yo.rhi (New York, 

1915), p. 218. 
11 Lt MarcM Fino.ncWf', 1911-12, pp. 566-567. 
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took the emission in Paris of a Japanese loan for coloniza
tion purposes. 

Japan had continued to resort to the Paris market in 
the meantime. The }-..rench bought a large share of the con
version loan of 1910; the French Government extended 
the privilege of official listing not only to the share 
originally sold in Paris, but to the whole issue.19 In 1913 
Japan sold treasury bonds in Paris to convert part of its 
internal debt. Between 1907 and 1913 France loaned or 
invested almost a billion and a half francs in Japan.20 The 
alliance was working smoothly. Japan and Russia had 
found strong common ground in their resistance to Ameri
can plans and loan proposals. France was assured of 
Japanese friendship in the event of world conflict. 

Still London remained the chief financing center for the 
Japanese Government and J apanesc industry. It con
tinued to hold the largest share of the Japanese external 
debt, which rose in total from 779 million yen in 1905 
to about double that amount in 1914.21 In London, too, 
the capital was chiefly found to develop those agencies 
through which the Japanese Government exerted itself to 
create a strong modern industrial system. 

The government had early determined that its support, 
organizing power, and command over national will were re
quired for that task. It subsidized ironworks, smelters, 
navigation companies, banks, telephone companies, among 
other forms of enterprise. It has early perceived also that 
foreign capital would have to be solicited. On the one hand 
that capital would require security; on the other hand the 
government wished assurance that its employment would 
be in accordance with Japanese desires and under J apa
nese direction. To meet these various requirements there 
were established a series of semigovernmental organiza
tions to which were turned over the main tasks of industrial 

•• Gerard, op. rit., p. 132. 10 Ibid., p. 327. 
11 Tla• Fmarr.cialarul EcotWmic Annual of Japan, 1912, estimates the 

total outstanding, as of March 81, 1912, 1,4.87.5 million yen. 
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development and national expansion. Over all of them 
the Japanese Government exercised effective supervision. 
These were the agencies through which much of the J apa
nese investment in industrial enterprise in China was chan
neled. Some of them secured funds by borrowing abroad 
in their own name, with or without the guaranty of the 
government; others did not borrow abroad but were as
sisted with part of the proceeds of the government's for
eign borrowings. Outside of the fields allotted to them the 
range of opportunity open to foreign capital was limited. 
The railways were nationalized. :Foreign rights of owner
ship in land and mining properties were limited by law.22 

Notable among these semiofficial agencies was the 
South Manchuria Railway Company, to which were 
turned over the properties and privileges in Manchuria 
which were won from Russia. Later, too, the railways of 
Korea were unified with this enterprise. In London, before 
1914, the South Manchuria Railway was enabled to bor
row 14 million pounds to extend its lines, develop its ports, 
and build its workshops. The Yokohama Specie Bank, 
which was the agency through which the government 
assured participation in the general and railway loans of 
China, did not borrow abroad. But funds secured abroad 
by the government made easier the large government 
participation in its ownership. The Industrial Bank of 
Japan, organized to finance industry in Japan and Man
churia, did borrow abroad; this bank helped to finance 
the South Manchuria Railway and Hokkaido Colliery 
among other ventures. 28 In similar fashion the Oriental 

22 The land and mining laws prohibited ownership by foreign in
dividuals or companies. They permitted, however, foreign participation 
in companies. formed under Jap!inese law, and long leases of surface 
property. See Foreign. Relation~ of the United StateB, 1911, p. 286. When 
Japan annexed Korea it was feared that the same restrictions would be 
applied there. Great Britain took the lead in safeguarding acquired 
rights. Great Britain, Japan. (No.!), 1911 (Cmd. 5717). 

2a The Industrial Bank, which was under close government super
vision, was authorized to issue bonds to the amount of ten times its 
capital stock. 
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Development Company sold its bonds in foreign markets. 
This company was organized in 1908 to operate especially 
in Manchuria, but it soon extended its field to other parts 
of China. 

Japan, of all the countries of the Orient, proved itself 
capable of using to good advantage the capital of Europe. 
Its government succeeded in the threefold task of pro
moting internal industrial development, extending and 
reinforcing Japanese economic interests in Korea and 
China, and adjusting its plans to the political rivalries 
of the European continent. All three were connected with 
each other. Western Europe financed its armaments, its 
wars, and its economic development, drawing it in to its 
system of alliances. The growing strength obtained from 
the use of that capital made Japan a better credit risk 
for investors and a more important ally. By 1914 the small 
island empire had become a great power in its own right 
and might. During the war in Europe it was to try to 
use its newly acquired might to obtain a position of domi
nance throughout the Orient. 



CHAPTER XIX 

THE FINANCING OF THE CHINESE 
GOVERNMENT 

THE vast and fertile territories of China, and the 
hardly to be numbered millions of its industrious 
population with none of the technical equipment 

of contemporary economic life, lay open to foreign enter
prise and capital. The record of the pre-war movement 
of that enterprise and capital into China leaves a need of 
explaining not so mu~h why it sought opportunity there, 
but rather why the loans and investments in that land were 
not much greater, why the government's financial capacity 
was so low, why foreign enterprise grew so slowly. The 
explanation is to be found in the condition of the people, 
the traditions of Chinese economic life, the character of 
the government, and the rivalries of the foreign Powers. 
The poverty of the people, their ignorance of industrial 
technique, their attachment to their ancient ways of life 
and labor, created an indifference--often a hostility-to 
large-scale industry of machines, steam, and electricity. 
The weakness of the central government, its incompetence 
in tasks requiring disciplined organization, its revenue 
system designed to do little more thn support a court, 
all contributed to limit government credit and capacity. 

The record of the borrowing and lending relations be
tween China and European lenders cannot be understood 
apart from the course of Chinese political relations with 
the Great Powers. 

THE CHINESE GOVERNMENT AND THE POWERS 

THE warships of the European Powers caused the Im
perial Government at Peking to open the country to for
eign commerce and merchants, overcoming the determined 
isolation which the country had sought to maintain. A uni-
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form customs tariff was installed in place of the many 
local charges and imposts previously paid by foreign mer
chants. Though this tariff was but 5 per cent, at the time 
it was fixed it brought a clear fiscal gain for China. Later, 
however, the limitation increased the Chinese need to bor
row. The Powers obtained extraterritorial rights for their 
subjects and cessions of land in various Chinese cities 
which were put under the government of their citizens. 

Step by step parts of the sprawling, loosely connected 
Chinese Empire were detached; first the outlying sections, 
bound loosely by past conquest or heritage to China, but 
hardly integral parts of it; later, parts of its central 
domains. In 184~ Great Britain acquired the island and 
port of Hong Kong. In the fifties the territory that be
came the maritime provinces of Siberia was attached to 
Russia. In the eighties France added Annam and Tonkin 
provinces to its Indo-Chinese colony, and Great Britain 
put Burma under its Indian administration. Thereafter 
the struggle grew more tense. During the last five years 
of the nineteenth century, the demands of foreign coun
tries beat like hammers upon the seams of the ancient em
pire. To Japan the Island ol Formosa was ceded, and 
Korea was given independence-the obvious object of 
Japan's further ambitions. Russia, as a reward for frus
trating the Japanese demand for possession of the end 
of the Liaotung Peninsula (the southern end and ocean 
access to Manchuria), acquired possession itself, in addi
tion to the right to construct railways across Manchuria. 
France contented itself with a lease of the territory in 
Southern China, around the Bay of Kuang-Chow-Wan, 
and exclusive economic privileges in the three southern 
provinces bordering Tonkin. Germany secured a lease of 
Kiachow Bay in the center of the Chinese coast, and eco
nomic control of the province of Shantung. Lest it fall 
behind in this reach for dominion, Great Britain insisted 
upon leases of territory along the coast near Hong Kong, 
and of Wei-Hai-Wei, on the northern coast of Shantung; 



482 Europe: The World/a Banker: 18'10-191.4 

in addition a prior claim was established over the Y angtse 
Valley. 

The investment of foreign capital in China was at the 
.time small, as were the foreign loans to the Chinese Gov
ernment. The movement of division of China had been 
·carried out by aims and forces far beyond those which 
participated in the few financial transactions that had oc
curred. Without the push of governments these transac
tions might have occurred without unusual consequences. 
But the strivings for empire, for greater economic and 
financial advantages, ruled the Foreign Offices. To each 
government it seemed clear that economic or financial op
portunity extended to the citizens of other Powers must 
result in political domination; thus each stepped in to 
assure its share in advance. In 1899 the lines of future 
division seemed clear. The Y angtse Valley region would 
fall to Great Britain; Shantung to Germany; the three 
southern provinces to France; Korea to Japan; Man
churia and the territory north of the Great Wall to Rus
sia. This was not as a consequence of the entry of foreign 
capital and enterprise, but rather as a preparation for it. 

But strikingly enough, the division of China now came 
to a pause. An Italian attempt to secure leased territory 
was successfully resisted. The Dowager Empress fostered 
agitation against foreign methods, ideas, and aims. The 
Chinese people rose in a fanatical attempt to kill or expel 
all foreigners and thrust out their influence. Though the 
Boxer Rebellion was crushed, though it left China with 
heavy financial obligations, it awakened European under
standing to the difficulty of subduing the Chinese national 
state. Great Britain had already leaned away from this 
idea, seeking to keep the whole of China unified and open 
to British commerce. During the Boxer Rebellion, Great 
Britain and Germany joined, with American support, in 
a declaration upholding the integrity of China and agree
ing not to use the complications of the time to obtain 
territorial advantage. The same position was aftirmed in 
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the Anglo-Japanese Treaty of 190~. The Russo-Japa
nese lVar halted for a time the Russian efforts to secure 
possession of Manchuria and other parts of Northern 
China. As a consequence of victory, Japan acquired the 
leased territories. held by Russia in South Manchuria; a 
few years later she annexed Korea. 

The years between the Russian-Japanese war and 1914 
were a period of uncertainty and confusion, of awakening 
to the necessity of reform along western lines, of attempts 
to recover Chinese ownership of railroads and other con
cessions, and finally of revolution. Within China the ele
ments that believed that the country would be benefited 
by developing its industrial resources, and had confidence 
that China could control the forces thus introduced into 
its life, clashed with those who feared political change and 
the growth of foreign interests. The revolution of 1911 
rose from the mounting antagonism against the Manchu 
Dynasty, the irritated humiliation caused by their incom
petence and submission to Foreign Powers, and from the 
force of the republican ideas brought back from the west. 
Into its making went many memories, many theories, many 
personal interests. The immediate provocation was the in
sistence of the Imperial Government that railway con
struction and finance should be under its control. Provin
cial interests, which nourished illusions of their capacity 
to build with their own resources and which suffered fi
nancial loss because of the imperial policy, organized an 
opposition which turned into a revolutionary tide. 

The Republic was born in poverty, in confusion and 
dissension. Despite the financial aid of the Powers, the 
president, Yuan-Shih-Kai, could restore neither order nor 
unity. Because of the suspicion that he was aiming tore
store the empire, and because of the concessions he made 
to secure foreign financial assistance the representatives 
of the people put themselves in opposition to him. In 1914 
an impoverished Central Government at Peking exercised 
doubtful power over some central provinces. Numerous 
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resistant provincial governments of a semimilitary order 
ruled their sections. A broad line of antagonistic purpose 
and allegiance divided North and South China. 

In the course of internal difficulty, the Powers had re
sumed their march. Japan strengthened its interests and 
claims in Manchuria. In 1913 Russia compelled China to 
recognize Outer Mongolia as an autonomous province; 
Great Britain took the same action as regards Thibet. The 
debt of the Chinese Government to foreign lenders had 
greatly increased. Virtually all the surplus revenue that 
could be secured in the divided land by a broken govern
ment was pledged to the indebtedness. 

Such was the tumul~uous course of change, the cracking 
of old forms, the molding of new political sovereignties 
midst which foreign capital carried on its negotiations to · 
finance the government and put forward its proposah to 
introduce the equipment of western industrial life. The 
Chinese mind, its ruler and its people, hesitated between 
recognition of the fact that, without this aid, strent,cth 
could not be built to meet the pressing outside world, 
mingled contempt and admiration for the achieved 
strength of this outside world, and fear lest the capital 
and enterprise that entered to aid would be made the 
means of ruling. It swung from philosophy and submission 
to resistance. To the governments of Great Britain, Ger
many, France, the movement of capital and enterprise in 
China represented a healthy and irresistible push forward 
of their economic vigor, promising financial and commer
cial benefit. In the face of a shattered empire which might 
fall to the control of outside Powers, the undertakings of 
their capitalists conferred means and grounds of asserting 
political control when and as any issues affecting the 
political destiny of China arose. In addition each was con
vinced that without political support, economic and fi
nancial opportunity would be shut to it by rival Powers. 
Hence these governments sought place for their capital 
and enterprise by official action, supported them, often 
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directed them. Their desire to establish a regime in which 
such action might be diminished, by which cooperation 
could in some measure supplant distrust, led them to sup
port the arrangements for an international financial con
sortium which took form in 1910-13. To Russia, its loans 
to China, its railroad ventures, were primarily~ means of 
extending political dominion over the regions bordering 
its already vast territories. To Japan they were the sub
stance of plans by which its discipline and power, proven 
in the wars with China and Russia, might build a greater 
Japan on the Asian mainland. 

The financing groups invoked their governments' help 
because they could hope for no equal consideration with
out it, and because special profits might be found in spe
cial concessions. But beyond these aspects of the situation 
was the further on< that loans and investments in China 
could not be secure, unless some measure of control were 
exerted over their expenditure and some special pledges 
were granted and put under their care. In the rivalry of 
financial groups, and in the disturb~d and suspicious con
dition of China, such guaranties were not easily secured 
or protected. The financial groups looked to their govern
ments for protection against these risks and for support 
of advantages obtained. 

THE FINANCING OF GOVERNMENT NEEDS1 

BEFORE the war with Japan in 1894-95, the Chinese Gov
ernment contracted almost no debt. The Imperial Court 
spent little either for the administrative, economic, or mili
tary activities that require most of the revenue of western 
governments. For the maintenance of the court, the an
cient system of taxation, intrusted mainly to the pro-

1 For the terms of the loan eontraets, agreements, treaties, ete., re
ferred to in the chapter I have relied on W. W. Rockhill, Tr11atis1 
an.d Con.vemiou CO'Memi.ng Chin.~~ tln.4 Kona, 1894-1904 (Washington, 
1904), and W. W. Willoughby, Forei!Jft Right. an.d lflot6rut1 ill ChiM 
(Baltimore, 1927). 
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vincial authorities, had supplied enough. When the gov
ernment sought to borrow, only foreign lenders came 
forward. An attempt to sell a domestic loan during the 
Japanese war failed. A second attempt, made -in 1898 
when the terms offered by foreign groups were judged 
dangerous to the independence of the government, like
wise found insufficient support. The wealthy Chinese mer
chantS did not trust their government, and had no re
course against it. The government had no organized 
system of selling its securities. Later during the revolu
tionary period, both the Yuan-Shih-Kai Cabinet at Peking 
and the Nanking Government appealed to their followers 
to support them by p~rchasing loans, all to no end. Dur
ing the era before 1914, the Chinese Government was en
tirely dependent upon foreign lenders for the means of 
meeting new and special burdens. 

Most of these burdens before the revolutionary period 
arose as a consequence of indemnities imposed upon China 
after defeat in war and antiforeign uprisings. During the 
war with Japan, the Hong Kong and Shanghai Bank (the 
official financial representative of Great Britain in the Far 
East) issued two loans, secured on the customs. The terms 
of peace imposed an indemnity of 230 million Kuping 
taels (about 170 million dollars), payable in instalments 
running over seven years. The French, Russian, and Ger
man governments had joined to force Japan to renounce 
the territorial conquests demanded by Japan as a condition 
of peace. Their success in this action gave France and 
Russia up to 1898 an ascendancy in Chinese political cir
cles which they used to secure economic advantages and po
litical claims for themselves. The first step in the program 
was the arrangement of a loan whereby China was enabled 
to pay off the first instalment of its indemnity to Japan. 
The British and German governments had also moved to 
extend the required aid, aware of the political advantages 
to be gained thereby.1 But the British independent effort 
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failed against the wiles of Count Witte, the Russian Fi
nance Minister, and the compliance of the French bank
ers. The German banks had wished to participate in the 
transaction, but this wish was balked by Russian-French 
opposition. • The first indemnity loan was guaranteed by 
the revenue of the Maritime Customs (to be supplemented 
if necessary). In addition, the Russian Government gave 
its guaranty. In return it secured, among other advan
tages, the pledge that China would not grant any foreign 
power any right or privilege concerning the administra
tion of its revenues, but in the event of such right or 
privilege being granted, it was to be shared with Russia. 
The French Government secured, in return for its aid, 
promises of railway and mining concessions in China which 
were soon after realized. It also secured the promise that 
French membership in the Chinese Customs Service would 
be increased.' 

In 1895 the main British and German banking groups 
made an agreement to share Chinese business. For the 
next two decades the agreement held in regard to loans 
for general governmental purposes; it was gradually. 
given up in the field of railroad and industrial financing. 
The German interests were represented by the Deutsche
Asiatische Bank in which all the large German banks in
cluding the Prussian State Bank, the Seehandlung, held 
shares. In the establishment of the Deutsche-Asiatische 
Bank, the German Government had been active, and to 
this institution was intrusted later the task of developing . 
the German leased area and German railroad and mining 
rights in Shantung.' The Anglo-German group bid with 
the support of their governments for the loan needed in 

• Despite earlier promises to the eontrary. The Russian Government 
attributed the action to the French Government, which denied it. DW. 
Gro111 Politik, Vol. IX, Nos. 2280-2288, 2297. 
. • A. Gerard, Jfa. Jfvlimr. ,. C'lairwl, 189/J-189'1 (Paris, 1919), pp. 68-73. 

• See testimony of Mr. Mas Schioekel, Director of the Diskonto
Geaellschaft, G•f'ti'WI• B~~~&ll: Iaquiry, 1908, Bter&OgrtJfJ'Iail: Beporu (Na
tional Monetary Commission, Washington, 1910), Ill, 16. 
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1897 to pay the second instalment of the indemnity due 
to Japan. The loan terms offered were much less favorable 
than those of the first indemnity loan. China sought other 
lenders.• The French Government with Russian support 
offered easier terms for a loan it would guarantee, if it 
were given in return control of the Customs Administra
tion and various special privileges in three of the Chinese 
provinces. The Anglo-German group modified its terms. 
The French Government could find no French group will
ing to surpass them. The loan was sold in England and 
Germany, a 5 per cent loan at 94, secured by the surplus 
of the customs and some internal . tariff duties (likin 
taxes). Included in th~ loan conditions was the provision 
that for thirty-six years the loan should not be redeemable 
and that during its currency no change should be made 
in the Imperial Maritime Customs. Thus the bond buyers 
were protected against the vacillations of the Chinese 
Government. 

In 1898 the Chinese Government moved to pay off the 
remaining instalments of the Japanese indemnity in order 
to free territory in Japanese possession, and to save in
terest. Again the necessary credit was to be obtained only 
abroad. The Russian Government offered it in return for 
the privilege of "financing, construction and control of all 
railways in Manchuria and North China and on condition 
that a Russian should be appointed Inspector-General of 
Cu~toms when the post became vacant."' China turned to 
the Anglo-German group. To the loan the British Gov
ernment attached conditions also deemed harsh. These in
cluded control of special revenues, the extension of British 
railway rights throughout the Yangtse Valley, and the 
pledge that territory in that region would not be alienated 
to any other Power. Grer..t Britain, despairing of the at
tempt to prevent other governments from securing ex
clusive fields of economic opportunity in China, had set 

e CAtinG Y '"" Book, 1914, Chap. XVI; Gerard, op. cit., pp. 127-128. 
'Great Britain, CAtinG (No.1), 1898, p. 1. 
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its mind upon obtaining the Yangtse Valley as its sphere. 
Upon receipt of news that the Russian Government was 
prepared to guarantee another loan on easy financial 
terms, but with conditions affecting British vested or 
claimed interests, the British Government put forward 
easier tcrms.8 It appears to have been prepared even to 
guarantee the loan for the Chinese Governmcnt.9 The 
Russian Government in turn protested against the possible 
change in the balance of power, and, supported by France, 
threatened China with force. The contending governments 
were angry, and the presence of British ships at Port 
Arthur set rumors of war in currency ,10 

China deferred its borrowing in the hope that Japan 
might postpone payment of the maturing indemnity in
stalment. Great Britain, put off by this attitude and fear
ing Russian action, which was materializing itself with the 
seizure of the end of the Liaotung Peninsula and the ex
tension of the Chinese Eastern Railway, exacted in Feb
ruary, 1898, from the Chinese Government promises that 
(a) it would not alienate the Yangtse Valley to any other 
Power, (b) that the Inspector-General of the Maritime 
Customs Administration should continue to be British as 
long as British trade with China exceeded that of any 
other Power. Upon being further disappointed in its ap
proach to Japan, China contracted the necessary loan 
with the Anglo-German group. It was guaranteed by the 
surplus of customs, the salt taxes of some provinces and 
certain Won revenues. These were put under the super
vision of the Maritime Customs Administration. Upon the 
return of the territory of 'Vei-Hai-,Vei from Japan 
shortly thereafter, China was forced to yield it to British 
control, to be held as long as Port Arthur remained in 
Russian hands. 

The loans required to pay the Japanese indemnity had 

• Memorandum by J. A. C. TUley, Britull Do~m1111ot.r, I, 1 11t .req. 
I Great Britain, CAW. (No. 1), 1898, p. 16. 
1• Memorandum by J. A. C. Tilley, BritiJtA Doeume11ot1, I, 1 lit lt!IJ. 
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thus hurried the mortgaging of the Chinese Empire. They 
exposed China to necessities which were made the occasion 
of claims to territory and privileges. They took from other 
possibilities of use the most certain and easil.v collected of 
Chinese revenues. The Central Government was left more 
dependent upon taxes collected by the provincial authori
ties, and by ordering these to be increased, contributed to 
the antiforeign feeling that broke forth in the Boxer Re
bellion. When the wild and bloody course of tlus rebellion 
was run, when foreign troops controlled Peking, China 
had to face its costs. By the Treaty of 1901, China was 
made to compensate states, companies, and private in
dividuals whom the rebellion had injured. The indemnity 
totaled 450 million taels (about 335 million dollars). For 
the service of this indemnity, which was payable over forty 
years, various 'Sources of revenue were pledged. To assist 
it in meeting this new annuity, China was permitted to 
revise its customs duties so that they might represent an 
effective 5 per cent, for the course of price change had 
reduced them far below this level since first they were set. 
Now the Maritime Customs were burdened almost to their 
limit, the salt tax largely so in the absence of improve
ment of its administration, and even the arbitrary and 
hindering likin taxes confirmed in existence, and partly 
absorbed. Not much was left to finance railroad or in
dustrial construction, even though the will might exist. 

For the next decade Chinese loans were contracted only 
for railroad and industrial undertakings; these were 
mainly financed _from the proceeds of the railways them
selves. In 1908 the Chinese Government determined to go 
forward with plans for reforming its currency and taxa
tion system, thereby hoping to allay discontent in the 
provinces. Throughout China a variety of silver coins, all 
of fluctuating value in terms of gold, were in use. The sys
tem burdened. commerce and increased the difficulties of the 
Chinese Government whose external indebtedness wns pay
able in gold. Seeking to avoid the concession of further 
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control to European groups, the Chinese Government 
asked the American Department of State to arrange a 
loan with American banks. Besides the wish for currency 
and tax reform, funds were wanted to construct the Chin
chow-Aigun railway and for industrial enterprises in 
Manchuria, for which objects American private interests 
had been vigorously pressing. A preliminary loan agree
ment was signed in October, 1910. By that time the Man
churian railroad project had been dropped and the field 
of effort of the American banking groups had shifted, ow
ing to the opposition of the Russian and Japanese govern
ments. The American banks decided that the plan required 
the participation of European groups, and out of their 
discussions a four-power consortium was formed. The 
French banks had joined the Anglo-German agreement 
in March, 1909. 

The Chinese Government disliked the formation of tllis 
four-power consortium as limiting its borrowing oppor
tunities. Despite the difficulties of the negotiations and 
the wish of the Chinese Government, the consortium main
tained unity, though at times the British and German 
groups were lukewarm. The American group, urged by 
the State Department, asked as a condition of the loan 
that an American adviser be appointed to supervise the 
expenditure of the loan proceeds and the execution of the 
reform program. Because of this condition and the con
templated use of part of the funds for the promotion 
of industry in Manchuria, the Russian and Japanese gov
ernments tried by all measures to prevent agreement from 
being reached. In the activity of the American group they 
saw an intention of thwarting their ambitions in China. 
Despite the opposition, the loan contract was signed in 
April, 1911. The loan was to pay 5 per cent and to be 
issued at 95. The consortium had carried the search for 
special security into the internal taxes. The taxes on wine 
and tobacco, various production and consumption taxes 
in the Manchurian provinces, and a new surtax on salt 
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were assigned to its service. In the event of default the 
administration of these taxes was to be turned over to the 
Maritime Customs Administration. The consortium was 
to be given preference on such further loans as might be 
required to complete the operations contemplated in the 
agreement. The contract provided for a neutral adviser 
to be nominated by the banks. The American banks 
yielded in their desire for an American adviser in the hope 
of allaying the fears of the Russian Government.11 This 
adviser was given no actual executive power. The loan 
proceeds were to be spent in accordance with plans drawn 
in advance and approved by the consortium; the adviser 
might guide and check their execution. The Chinese Gov
ernment was required to report to the consortium when 
drawing upon the loan funds, and periodically to the Na
tional Assembly or Senate. The Manchu Government had 
made as many concessions as it dared in the face of a 
public opinion hostile to the increase of the foreign debt, 
and the private interests opposed to the reform. Still it 
is doubtful whether the control provisions would have 
proven effecti_ve; such was the disorganization of the gov
ernment and the wavering intentions of some of its offi
cials.12 The loan was never issued. For in June, 1911, the 
revolutionary movement began to take possession of the 
country. 

The revolution brought into power as Provisional Presi
dent at the head of a constitutional regime, Yuan-Shih
Kai. Called by the emperor to serve against the revolu
tionaries, he had entered into a friendly agreement with 
them, whereby the emperor was to be dethroned. The sup
port given him by the revolutionaries of the South began 
to wane shortly after his accession to power. Yuan-Shih
Kai turned to the consortium for financial aid. The nego
tiations that followed became the focus of fierce national 
purposes, occupied the continuous attention of the For-

nDw Gro111 Politik, Vol XXXII, No. 11741. 
12 Eco110mid, May 27, 1911, pp. 1128-1129. 
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eign Offices of seven Great J>owers and more strikingly 
than ever before led governments to compel banks to be 
obedient to their will. To be weighed, the record must be 
related in some detail. 

The loan was known as the "Reorganization Loan." It 
was to enable China to pay off claims and accumnlatcd 
unfunded debt, to facilitate troop disbandment, to finance 
industrial enterprise, especially in l\Ianclm1·ia, and to pro
vide the means of improving the governmental system. As 
a condition of advances made in }'ebruarv-:\[arch, un~, 
Yuan-Shih-Kai had promised to give prC'fereuce on equal 
terms to the four-power consortium. The consortium had 
made the advances out of f~ar of losing the larger loan 
and of possible Japanese action.13 Difficulties had come 
into sight even before the option was obtained. 

Russian opposition had become clear as early as Oc
tober, 1911, for Russia feared that its exclusive claims in 
l\Ianchuria and l\Iongolia might be brought into question. 
It sought, by most insistent demands, to break up the con
sortium hy having the French group w.ithdrawn by the 
order of the French Government. u But neither the Banquc 
de L'Indo-Chine nor the Comptoir National would consent 
to that action, and C'aillaux did not attempt to force them, 
wherefore, Isvolskv declared him to be under their influ
ence and was aggrieved.16 Failing in the effort the Hussian 
Government next attempted to han• the uses of the loan 
limited. The Russian Ambassador at Paris wrote in De
cember, 1911, "'Ve desire to br(•ak up the syndicate by 
urgin~ the Fn•nch group to withdraw and we should only 
Le willing to enter the syndicate were tl1is latter so trans
formed that a privileged position would l•e granted us in 
enterpri,.;(•s north nf the Great 'Val1."11

; The bankers re-

II Fflr EuHI~rn Rrf'ieu•. VIII, aa. 
u Doctml.rtll Diplomafiqu~• Fraru;au, 1871-1914, 3d ser., Vol. I, Xu. 

448; Ut•r' .Yoir, I, PI'· 152, 175 l'f •eq. 
u R. Poincare, Au St-roke dtJ In Franrt!, I, 34.7 et 6t~q .• ll, lOo; Lit•r.: 

1\"oir. I, 1115-190. 
ld B. De S('il,('rt, Entente Dipwtnary and tl1t World, p. 39. 
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fused to insert these conditions though the French Gov
ernment supported its ally. The French Government 
served notice to the bankers and the governments con
cerned that it would not grant official listing to the Chinese 
loan unless the objectionable Article 16, dealing with 
Manchuria, were suppressed, and gave support to Russian 
claims in Manchuria, Mongolia, and Turkestan.17 The 
British Government could not be induced to coerce the 
British banking interests; but it also sought to soften 
Russian anxiety by promising support in future contin
gencies.18 In the Russian documents there appear many 
expressions of mistrust of the leading part assumed by the 
American group in t~e negotiations.19 As a way of gaining 
its end the Russian Government next bent its energies to 
the formation of a Russian-Belgian-French-British syn
dicate (headed by the Banque Russo-Asiatique-its official 
institution) to divide Chinese loans with the consortium. 20 

But the consortium banks would not share the business. 
In 1\Iarch, 19U, the syndicate fostered by the Russian 

Government, or at least certain of the banks that had come 
together in that connection, loaned Yuan-Shih-Kai a mil
lion pounds. The British participants acted against the 
expressed wish of Sir Edward Grey. 21 Y uan-Shih-Kai had 
been seeking escape from the control arrangements asked 
by the consortium, which was refusing further advances 
till their terms were met. It was currently believed that 
this advance was needed to enable Yuan-Shih-Kai to buy 
off his political opposition.22 Certainly he was pressed to 
supply funds to the provincial authorities. In return the 
prior option on equal terms for the Ueorganization Loan 
was transferred to this new group of creditors. 28 Though 

11 Poincare, op. cit., I, M'l' et tl'q.; Documll'lltl DiplomatiqtUB Frafl-
~ai.r, 1871-1914, op. cit. 

1s Livr11 Now, II, 487. tel bid., I, 282-234. 
20 Ibid., I. 206-215; II, 491 et 86q. 
21 Great Britain, Chifla (No.!), 1911, No. Hr; Livre Noir, II, 353. 
22 EcO"IIOmi.rt, June 29, 1912, p. 14.50. 
n Clllft4 Year Book, 1913, pp. 850-&'iB. 
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it was hardly likely that this group had the financial 
strength required for the larger operation, the members of 
the consortium besieged their own and the Chinese Gov
ernment in protest. To their account stood the previous 
Chinese promise, and the fact that their governments had 
given official approval to the earlier advances made to 
strengthen the de facto Chinese Government. 24 The Ameri
can and German govemments gave direct support to the 
arguments of the consortium; they did not have to reckon 
with the purposes of an ally or the claims of rival banking 
groups for a free field. The British Government refused 
to permit itself to be committed fully to a program of 
exclusive support for the consortium. But it instructed 
its ambassador in China to refuse to receive the customary 
notification. of the loan. On the other hand, it urged the 
Hong Kong and Shanghai Bank to admit into the British 
group some of the competing institution~. 25 \Vhen the 
Hong Kong and Shanghai Bank took no move in this di
rection, the matter was allowed to drop, and in the next 
crisis in negotiations government support was vigorously 
extended. In thus standing behind the consortium, the 
governments were moved by various considerations. A suc
cession of small advances, made by outside banking groups 
and quickly dissipated, would absorb the special securi
ties that were available for the larger loan and leave the 
Chinese Government no firmer or more effective than be
fore. \Yithout some measure of supervision over the ex
penditures of the })rocecds, they might be di,·crted for 
private or party purposes. \Vithout some arrangements 
for improving the revenue system, the debt would prove to 
be a heavy weight and insecure. And lastly, the Chinese 
Government might sign away to other Powers, under some 
secret pressure or panicky need, rights of political con
sequence. 

Shortly thereafter, the Russian and Japanese govern-

a.Gn!'at Britain, ChiM (Yo. f), 191!!, Nos. 5, 6. 
Ulbid., No. 6. 
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ments were, through the influence of the French Govern
ment, invited to join the consortium.26 Both, it was 
true, were borrowers in foreign money markets. But the 
French Government, in particular, was eager to soothe the 
irritation displayed by the Uussian ally at the unwilling
ness of the French banks to withdraw from the consortium. 
Both Russia and Japan, particularly the former, put for
ward conditions that thl' German and British banks and 
governments found unacceptable. Russia planned to dis
pose of any part of the Ueorganization Loan which it 
might take through British banks which were not included 
in the consortium. This prospect of competition displeased 
the Hong Kong and Shanghai Bank. 27 Besides, Russia 
and Japan both continued to try to limit the field of ac
tivity open to the consortium. Their aims were forcibly 
described by Mr. J. 0. P. Bland at the time. 

Russia and Japan having decided upon a common policy 
for the dismemberment of Northern and Xorthwestern China, 
have availed themselves of the activities and proclivities of 
international finance, and of its influence in the counsels 
of commercial powers, to secure official recognition of their 
political schemes in Manchuria and ~longolia.28 

But during the weary negotiations that ensued, the bank
ing groups would not yield to this demand, and no precise 
r~strictions were imposed upon the consortium's activity.29 

Russia had to be content with various vague formulas in 
the proces-verbal and the assurance of the French Gov
ernment that it would refuse official listing to any loan 
judged injurious to Russian interests. so It joined as the 
onl:y means of maintaining watch and contro] 0\·er the use 
of funds loaned to China. So did Japan. The four-power 

26 Poincare, op. cit., I, M7 et 1eq.; II, 107; Documents DiplomatiqWJI 
Fraft~air, 1871-1914, op. cit., No. 448. 

27 Tbe Russian share of the loan was finally handled through a group 
of French, English, and Russian banks. 

zs Ec011omirt, April 27, 1912. 
zt Li:ore N oir, II, 51()..-516. 30 Ibid., pp. 51()..-519. 
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consortium became the Sextuple Group in April-June, 
191!!. 

During these months of dispute over the admission of 
Russia and Japan, and over the h·nns of the loan, ad
vances were withheld from the Chinese ruler, who was 
suffering from the delay. The Sextuple Group, as a condi
tion of reopening negotiations, secured a cancellation of 
the loan option given to the other syndicate. In return for 
the loan the consortium now asked first, that the use!'; of 
the loan be carefully specified in advance; second, that au 
audit system, headed by their representatives, be created 
to supervise the expenditure in accordance with the speci
fications; third, that the specially designated revenues, of 
which the salt tax was most important, be put under the 
administration of foreigners; fourth, that China appoint 
an agent of the syndicate to assist during five years in 
the work of financial reorganization; and lastly, that the 
group be given an option on future loans. 81 All the gov
ernments concerned were insistent upon the establishment 
of this measure of control. The British, ~'rencl1, and Rus
sian governments endeavored to obtain theit· immediate 
acceptance. No agreement had been reached among them, 
however, as to the nationality of the foreign (lfficials to 
be appointed, and in their individual reflections this left 
not a little concern. Yuan-Shih-Kai's financial need grew 
more acute with the passing days, yet these terms meant 
a sacrifice of independence for which he was not preparl'd. 
Strong elements in Chinese opinion, more or less hostile to 
him. were strongly opposed to any further forci[:,rn lmr
rowing.•• 

An independent British syndicate proved willing to 
take greater risks than the consortium, and willing to 

Ill For these terms and the dt>to.ils of the uc:p:othltions, Kl'e Foreign 
Rlll.atioru of tll11 Uaited Statu, 1912, and H. D. Crolv, Willard Straiqht 
(New York, l!t.H). · • 

n The many abortive borrowing efforts by Yuan-Shih-K11i and the 
ft'Yolutionaries are traced in an infonned fashion by P. Redus, R~<t i«l 

£-iqu• l11111"f14tional•, February, 1913. 



448 Europe: The World/a Banker: 1870-1914 

gamble that Chinese affairs would be put into order with
out foreign supervision, and eager to contest the privileges 
of the consortium. In the view that the British Govern
ment had no right to give exclusive support to any one 
financial group, most of the City stood behind this inde
pendent syndicate (known as the Crisp Syndicate and 
made up of three or four large banks and a few stock ex
change houses). A general fer ling prevailed moreover that 
the Sextuple Gl'oup was being made the servant of Rus
sian and Japanese political purpose. The Crisp Syndicate 
agreed in August, 19Hl, to make the required loan. Ac
cording to the contract, China was to be loaned 10 million 
pounds, secured by tlie salt tax. The syndicate was given 
a preference on equal terms for future loans. Sir Edward 
Grey made his disapproval known and tried in vain to 
stop the execution of the contract.83 The British Ambas
sador in China was instructed, "You should accordingly 
warn the Chinese Government in the most serious manner 
of the unwisdom of their persisting with the loan at this 
juncture . . . " 84 A 11 British c1aims outstanding against 
the Chinese Government were presented for immediate 
payment. Other governments took similar action. But the 
first half of the loan was issued in September. According 
to the Economist 60 per cent of it was left. in the under
writers' hands. sa The second half was never issued, though 
this may be attributable to the serious Balkan crisis which 
held the financial world in anxietv at the time. The in
cident shook the consortium's posi'tion for a time, but in 
the final outcome it remained as strong as ever. Yuan
Shih-Kai was in a chastened mood, though searching in 
every possible quarter for funds. Torpedo boats and de
stroyers were bought from an Austrian syndicate not so 
much because they were greatly desired, but because the 
loan thereby secured yielded a small amount of ready cash. 

Before the consortium consented to resume negotiations, 

.a Great Britain, CAi11a (No.1), 1911!, Nos. 22, 28, 29. 
It Ibid., No. as. a1 October ll, 1912. 
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it de~a.nded and obtained a cancellation of the option 
given to the Crisp Syndicate. That cost China 150,000 
pounds. Fresh causes of difference .delayed the conclusion 
of an agreement-first, the Balkan wars, then dispute 
among the participants as to the nationality of the officials 
to be appointed. Mutual suspicion caused these pla.ces to 
be regarded as opportunities to serve the politica.l interests 
of the governments concerned. The first set of appoint
ments which were made brought French and Russian pro
tests. After long bargaining, the division of places was 
finally agreed upon in February, 1918.18 Almost im
mediately thereafter the America.n group retired from the 
consortium. President Wilson had refused to renew the 
request of the Taft administration that the America.n 
bankers participa.te.n He gave as reasons that the condi
tions of the loan ca. used the imposition of antiquated taxes, 
touched the independence of China., and might lead to in
tervention in its political affairs. 18 

The five remaining participants signed the loan con
tract on April 26, 1913, having already begun to make 
advances. The terms asked by the syndica.te for this loan 
of 25 million pounds were substantially met. The securities 
paid 5 per cent and were to be sold to the bankers at 841 
and the public at 90. One-half the proceeds was pre
sumably to be used for paying off the standing debts and 
claims (costs of the revolution). The other half was to 
serve to aid troop disbandment, to reorganize the ad
ministration of the salt tax and for other governmental 
purposes. As security, the proceeds of the salt tax, the 
surplus of the customs, and certain internal provincial 

ae For det&lls, Bee CAt- Y•ar Book, 1914, p. 382. 
" The preceding haggling ereated in the mind of the American State 

Department mistrust of the situation created by the Consortium loan 
e\'en before Wilson entered office. See ForlligA B•k&tiotal of tile U.U•cl 
Stat.,, 1913, pp. 1M eC ••q. 

•• See 4mH'&caa Jo.ntal of lratM'flt.l.tiotlal LmlD, 1918, pp. 886-3fol, for 
the st.t.-rnents of the President and the American banking group; For
eiga Bek&tiou of CA. UtMUcl Btate•, 1918, p. 110. 
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revenues were set aside. In the event of default, the salt 
tax was to be put under the management of the ~Iaritime 
Customs Administration. 'fhe Chinese Government under
took to reorganize the administration of the system of col
lection of the salt revenues in accordance with a plan out
lined in the loan agreement. To the bankers was given a 
preference, on equal terms, on any future loans that were 
Hecured on the salt tax, or devoted to the same purpose 
as this loan. A German was appointed director of the 
Loan Bureau, with the duty of assuring jointly with a 
Chinese director that the funds were used for the desig
nated purposes. An Englishman was installed as associate 
chief inspector and foreign adviser of the salt tax, ·with 
powers of advice, inquiry, and audit. Fr('nch and Russian 
advisers were introduced into the Audit Bureau. 

The Chinese Government made an official declaration 
to the five interested Powers, accepting the obligations of 
this loan; they in turn "took cognizance" of this obliga
tion. Of this exchange the Economist commented, " . . . a 
term which, though it might not get much money from a 
banker on a private account, is accepted as an 'endorse
ment' in the case of a national loan almost amounting to 
guarantee.m9 

These loan arrangements were ill conceived. The sys
tem of supervision of expenditure and reforms introduced 
was not sufficiently prepared or sufficiently firm to pull 
th~ Chinese Government out of its disorganized state, to 
compel it against wavering will to follow a wise path. 
~lore extensive and stronger control arrangements could 
not be obtained in the existing state of Chinese opinion. 
But those established were sufficient to restrain to some 
extent, to represent an interference that could be cast off 
without too much difficulty. They therefore would have 
been almost certain, had the war not come, to lead to fur
ther political intervention. Some of the loan proceeds were 
almost immediately turned from their purposes, and signs 

39 Economut, May, 1913, p. 1278. 
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of altercation began to appear almost as soon as the loan 
was issued. This was what }>resident \Vilson foresaw. The 
altcrnati,·e possibility of more thoroughgoing control 
was, however, at the time both impracticable and undesir
able. The Chinese officials were not prepared to accept 
further outside checks and guidance-partly because of 
a belief in Chinese unitv and steadiness which the outside 
world did not share, p~rtly because it seemed likely that 
the political ambitions of competing states ~vould shape 
the terms of such control. It was not till after the war that 
the example was given of international financial control 
freed from political design. 

Still other reasons exist for expressing doubt concern
ing the transaction. China was divided when it was con-· 
eluded. Southern China and the elements dominating the 
National Assembly under Sun-Yat-Sen were opposed to 
the loan. According to the newly promulgated constitu
tion, parliamentary sanction was required, but neither 
the Chinese Senate nor Assemhlv was consulted. The con
tract was signed in strain and ~panic.!o The Chinese op
position feared to see the loan used to crush Parliament 
and finance civil war. Direct}~' or indirectly it served these 
purposes. Furthermore, in view of the state of Chinese 
politics and of the further fact that at the same time the 
Chinese Government was contracting inifebtedness lavishly 
from groups outside the consortium and was accumulating 
new unfunded debts, it was highly doubtful whether this 
loan was sufficient for reorganization purposes. *1 The 
likelihood was that this loan would be followed by others 

•o J.'orei.gn Relali.ofl.ll of the Cnifed Stat.e11, 1913, pp. 123 et 1eq.,· ChiTUJ. 
Ytar Book, 1914; EcoMmiJlt, May, 1913. All describe the circumstances 
as suspect. 

•1 The current budget dl'ficits were very lar,re, a great amount of 
poorly secured paper money was in circulation. The costs of demobiliza
tion Wt>re sure to be ,.rrea.t. Only thoroughgoing reforms and economy 
rould have made the sum suffice. For one thing almost one-tenth of it 
was needl'd to pay advances already made on the loan. E. Rotta.ch, "Les 
Finances de Ia Republique Chinoise," RII'()UIJ PoiUique et Parlementaire, 
June., 191::1. 
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till the last special pledge had been assigned, the last 
item of security put aside. Events were taking that direc
tion. In badly governed countries the course of borrow
ing on pledges of particular resources has usually ended by 
depriving them of the means of meeting current expenses. 
To avoid this outcome China needed a stable government 
in which Parliament controlled finances, thoroughgoing 
tax reform, and industrial development. Neither the con
temporary internal situation, nor the provisions embodied 
in the loan permitted serious hopes of the immediate 
achievement of these conditions. Failing them, if the Eu
ropean war had not occurred, further intervention in 
China could hardly ·have been avoided. That outcome 
might not have been entirely unwelcome, especially to Rus
sia and Japan. 

Still, the loan was oversubscribed. Investors looked 
merely at the private credit aspects of the situation. The 
issuing houses possessed authority and prestige. A general 
sense prevailed that European governments would not 
permit default; the special pledges would be put under 
the Maritime Customs Administration, if the need should 
arise. On these considerations the ordinary purchaser, 
with correctness, relied. Moreover, the lenders were im
pressed by the fact that the service of previous loans was 
being met despite the revolutionary troubles. That this 
had been made possible only by virtue of fresh borrowing 
was not perhaps sufficiently realized. 

During the negotiations with the consortium, and after, 
the Chinese Government found lenders outside. German
Austrian groups loaned 5. 7 million pounds, most of which 
was designated for the purchase of armaments and muni
tions fr9m Austrian shipyards. It was reported that these 
securities were resold in London. The Japanese banks 
made various advances for railway and construction 
projects. The French and British banks made railway and 
other loans. But above all, a new institution, the Banque 
Industrielle de Chine, came into the field with elaborate 
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hopes and a willingness to finance projects from which 
more conservative institutions stepped aside. 'I'he creation 
of this bank was encouraged by Yuan-Shih-Kai's govern
ment to avoid the restrictions of the consortium. 'l'he 
Chinese Government contributed part of its capital and 
gave it valuable railway concessions and the right of note 
issue. Control of the institution rested in France. In 1914 
it issued a Chinese loan for 100 million francs for public 
works and general governmental purposes. As security 
there were pledged, though not put under control, the 
municipal taxes of Peking, the tol>acco and wine taxes in 
various provinces, and the revenues derived from the works 
to be undertaken. The issue of the loan in France was 
characterized by an interesting incident. In the prospec
tus prepared there was reprinted a letter of the French 
1\Iinister of Foreign Affairs which gave the illusion of an 
official guaranty. Parliamentary protest led to the with
drawal of the letter. The emission was reputed not to have 
met with much success. But not long thereafter the same 
bank signed a contract for a vastly greater loan--600 
million francs. This was never issued.42 

It is impossible, unfortunately, to make any precise 
estimate of the foreign indebtedness of the Chinese Gov
ernment in 1914. No complete and reliable official record 
exists, especially of the short-time loans and advances 
made by or for the various departments of the govern
ment. But the total long-term direct government debt ap
proximated 600 million dollars. Substantially equal parts 
of the total had been incurred to meet, first, war and in
demnity burdens; second, railroad construction; third, 
general governmental purposes. A short-time scattered 
indebtedness perhaps came to as much as 50 million dol
lars. In addition, the country was under the obligation of 
paying almost 15 million dollars a year upon the Boxer 

n The bank in fact went into bankruptcy in 1920. For an account 
of its early llCtivity and rivalry with the consortium, see F. Farjenel, 
R•vue PuliliqtUJ It Parl11mentai.re, June, 19B. 
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indemnity. For a country of the J>opulation and dimensions 
of China, the sum total of this indebtedness was singularly 
small. Yet it was ~>ufficient to require a substantial part 
(approximately one-half, before the reorganization of the 
Salt Gabclle) of the two most dependable sources of reve
nue of the Central Government, eYen when allowance is 
made for the fact that most of the interest on the railroad 
debt was paid out of railway revenues.•• The land tax, 
alone of China's important sources of revenue, remained 
untouched. The foreign obligations were payable in gold. 
The revenues were paid in silver currency which varied 
in value in terms of gold. Therefore, only approximate 
calculation is possible. Besides, most of the revenues of 
the Central Government varied according to the state of 
peace and relations with the provincial authorities. The 
expenditure was subject to even greater uncertainties. 
Budget-making in any country undergoing vital change is 
a baffling problem; in China in the years before 1914 it 
was little more than a blind game of chance. The reve
nue of the customs had slowly but steadily grown under 
foreign administration. The salt tax showed an immediate 
and great increase in yield after the reforms which were 
introduced in accordance with the Loan Contract of 1913. 

The price and condition of further Chinese Govern
ment foreign borrowing would ha'lte been, had the war not 
COI!le, a continued !flaking over of its govcmmental and 
financial administration, independently, or by gradual 
extension of outside control of Chinese financial affairs. 
The first flush period of easy and unfruitful borrowing 
was past. Capital and enterprise require a political and 

43 These calculations are of necPssity rou,11;h and drawn from a variety 
of sources. The most careful compilation of Chinl'se loans known to me 
is that in F. E. Lee, Currtnl:)/, Bankin!l nnd Fimtnt:l' in China (United 
States, Bureau of Foreign and Domestic Commerce, Trude Promotion 
Series, No. 27, Washington, 1926). The China }'taT Buob are also a use· 
ful source. In the Ec01Wmi4t, September 21, 1912, J>P· 518-019, an in
dependent estimate was made which is in general accord with my 
estimate. 
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social life fitted to their operation. Those who seck to com
mand them are either induced to reshape their life in con
formity with the necessary standard, or ha'e their life 
reshaped against their will by the slow movement of events. 
Such were the alternatives presented to China in 19 H; 
such they remain. 

A NOTE ON THE CONSORTIU .:\[ 

THE four-power consortium for Chinese loans arose out 
of the negotiations for the financing of the Hukunng rail
ways in 1909-11. It took firmer form in the arrangements 
for the Currency Reform Loan of 1911. In the following 
year Japan and Russia were admitted; in 1913 the Ameri
can group withdrew. 

Under the arrangements the banking interests of each 
country whirh was in the consortium left the lead in the 
negotiation of loans to one, or two, of their number. The 
Japanese, Russian, French, and German banks that held 
this leading place had direct official connections with their 
government. The British bank was not bound by any 
formal official tic, but its executives were in intimate touch 
with the British Government and with the Bank of Eng
land. It was the backbone of almost all British enterprise 
in China. Some of the national groups in the consortium 
were subject to competition from other banking interests 
in their own country; others were not. No competition 
came from outside Russian or Japanese banks because of 
official supervision and the lack of capital in these coun
tries. The competition of outside German banks was scat
tering, and, as far as large loan projects were concerned, 
unimportant because all of the powerful banks were 
members of the consortium.44 Virtually none came from 

H Cert:~in Austrian firms, Karberg & C{)., Carlowitz & Co., did make 
provincial loans despite their indirect connection with the consortium; 
the former was reputed to be an agent of Krupps. Diederichsen & C{)., 
a German firm, did the same. See Great Britain, Hou•6 of CommoM, 
Parl. Debates, 5th ser., LIII, 43H~2. 
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outside American banks because they were not, at the 
time, interested in Chinese finance. French banks, not rep
resented in the consortium from time to time entered into 
competing syndicates-usually in combination with Bel
gian, Russian, and British interests. The Banque lndus
trielle de Chine, the creation of which in 1912--13 was 
encouraged by the French Government, was prepared to 
compete for all Chinese loans, and issued one large one. 
Outside British banks resented the position given to the 
Hong Kong and :-:lhanghai Bank, which refused to widen 
British membership in the consortium. With independence 
they attempted to compete for Chinese loan business. 
Belgian financial interests, directed by Leopold II, were 
active in all parts of the Chinese loan field in competition 
with the consortium. 

Thus the consortium held, in this pre-war period, an 
insecure position. Considering the competition and the 
often divergent aims of the interested governments, it 
is rather remarkable that any permanence at all was 
achieved. But in the main the original founders of the 
consortium gave it their support as a means of adjusting 
their interests and of safeguarding the capital of their 
investors by obtaining satisfactory loan agreements. 

When first the four-power banking agreement was 
made, it was probably intended to extend to government 
loans for railroad and industrial purposes. Such seems to 
have been the intention of the tripartite agreement of 
1909, and the quadruple agreement of June, 1910. In 
fact, the first issue made by the consortium was employed 
in railroad construction. 'Vhen, shortly afterward, the 
French banker, Cottu, negotiated a loan by which Creusot 
was to be given a bridge-building order, the French Gov
ernment seems to have intervened.45 When in August, 
1912, the German firm of Diederichsen received a conces
sion for the Peking tramways in return for an advance, the 
Russian and French governments argued that this trans-

" Reclus, op. cit. 
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action violated the spirit of the consortium. 46 The German 
Government replied that the consortium agreement did 
not extend to loans for industrial purposes. This view 
came to prevail. The Japanese Government was eager to 
have freedom of action in the industrial field. Japanese 
banks were making a series of loans to the Chinese Gov
ernment for railways and public utilities, especially in 
Manchuria.'7 As late as September, 19l!t, however, pro
tests were entered by the governments of the consortium 
Powers against loans made by a Franco-Belgian group 
(Compagnie Generale de Chemins de Fer en Chine) in 
return for a railroad concession.48 But in January, 1913, 
Belgian, French, and Japanese banks multiplied their ac
tivity in loaning to the central and provincial authorities 
in return for advantages acquired or promised. The fi
nancial unity of China, as well as of the banking interests 
in the lending companies, broke down. Therefore, it was 
formally agreed between the governments that railway 
and industrial loans be excluded from the consortium ar
rangement. The interested financial groups had reached 
this decision first, on the understanding that the gov
ernments concerned be asked not to aid nationals who of
fered loans without requiring protection for the investors 
by some form of control over loan expenditure. In 1\farch, 
1913, the British Government asked complete freedom of 
action, since the Belgian and American governments were 
hound by no agreements. The other governments con
sented. From the Chinese Government, challenged by re,'o
lution, but anxious to promote the economic strengthening 
of the country, diverse financial groups of half a dozen 
countries secured in 1915--14 railroad concessions to be 
financed through Chinese loans. 

It would have been impossible, even if desirable, to have 

•• Livr11 Noir, II, 589-540. 
"Thl Comortium; tlui offtcial te:d of th11 four-porD6r agreement (New 

York, 1921 ), p. 6, letter from the British Secretary for Foreil!'n Affa.irs. 
u "Le C{)nsortium et les Emprunts Industriels Chinois," L'A1ill 

FrtJJafi&UII, November, 1913, p. 408; Livr11 Noir, II, 661-663. 
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maintained the other r·osition. In fact the whole consor
tium agreement t..ad ht~le vitality after the issue of the 
Ueorganization Loan of 1913. China was divided by civil 
conflict. Its main field of operation-the general govern
ment financing-was, for the time being, gone. The short 
experience had shown the unsatisfactory features of the 
consortium plan. The loan terms propo;ed had to be suf
ficiently favorable to permit the weakest of the national 
groups to hope for a profit. Single groups attempted to 
deflect for their own purposes the policies of the whole 
consortium. Government support was vitally needed to 
shelter it against competition; but such support neces
sarily curtailed the independence of the members and gave 
their actions an official stamp. Japan and Russia were 
admitted as members not because they had capital to serve 
China's need, but because they wanted to stand guard over 
the actions of the consortium in behalf of their special 
claims and plans. The repeated quarrels among the mem
bers over the nationality of the agents to be employed in 
China increased the suspicion v.ith which it was regarded 
among the Chinese. 

Despite these revealed faults and difficulties the course 
of events proved clearly that international banking co
operation was essential to avoid reckless overborrowing on 
unsatisfactory terms, and incessant struggle for private 
and national advantage. Such international cooperation 
as the consortium was originally formed to undertake 
should make it easier for constructive and generally bene
ficial policies to prevail. If the public credit of a country 
is so poor that it must accept some measure of financial 
control in order to secure capital, it is preferable that the 
control he in the hands of nn international group rather 
than in the hands of a single national group. But the con
trol should be limited to the necessities of the case, and 
used solely for the purposes of the case. The success of 
the League of Nations (if I may step outside of the time 
limits of this study) in its financial reconstruction work 
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suggests that such a body is a better instrument of control 
than bankers' groups. But the circumstances of each case 
will obviously require separate consideration. No single 
type of arrangement can be declared the best for all cases 
that rna y arise. 

A NOTE ON THE MARITIME CUSTOMS ADMINISTRATION"
9 

THE foreign-staffed customs service of the Chinese Em
pire originated during the Taiping Rebellion of 1853. 
The foreign merchants at Shanghai paid their duties to 
their consuls, then, by later arrangement, to foreigners 
appointed by the Chinese. In time the system was extended 
to the other treaty ports. A centrally controlled adminis
tration was developed, responsible to the Peking govern
ment to train the personnel and coordinate the work. At 
its head a foreigner served as Inspector-General. This 
executive, under the laws, had undivided authority over 
his subordinates and the work of revenue collection. After 
collection the revenues were paid into Chinese banks. The 
Chinese Government favored the institution during these 
early years because of its success in augmenting. the yield 
of the customs, and its utility in enabling China to borrow 
abroad. 

Under the Customs Administration was put, as the re
sult of successive loan agreements, the Maritime Customs 
in the "treaty" ports and "leased areas," the Native Cus
toms within sixteen miles of the treaty ports (since 1911), 
the tonnage dues and transit duties, and in some provinces 
the likin and salt taxes. The terms of several loan con
tracts provided, besides, that, in the event of default, reve
nues other than those just named should be put in its care. 
The revenues it colleded were in 1914 pledged to the serv
ice of nine foreign loans and the Boxer Indemnity. As an 

" For an account of its origins, see Willoughby, op. ei.t. For an ac
count of its development, Sf'e S. F. Wright, ThtJ Collectioa arwl DiBpo1al 
of th• Mari.timtJ arwl Nativ• Cutom1 Rrot~aue Sine• th11 Revolutioa of 
1911 (Shanghai and London, 1927). 
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increasing part of the revenues collected by the adminis
tration were required to meet the service of foreign loans 
the liking of the Chinese for the institution waned. 1\lr. 
~lorsc has described the change: 

Tlw lonns of 1895, 1S96, and 18!lR to provide for the Japa
m·sc war imlcmnity were secured on the customs revenue, and 
the official class now realised that their foreign customs serv
ice existed chiefly as a collecting agent for foreign .creditors, 
and no longer fulfilled the purpose which was the foundation 
of its continued existence--collecting efficiently and honestly 
a gratifying amount of revenue for the use of the Imperial 
Government. Moreover, the service had grasped the junk 
trade with Hong-Kong and ::\lacao-a mandarinal (even 
more, a Manchu) preserve; had been injected into super
vision of a part of the Chinese internal revenue collection, 
and directed and operated the growing postal service. Now 
in the hour of China's humiliation, it was made the master 
of its master through several of the stipulations of the final 
protocol of 1901 and the commerci11l treaties of 1902 and 
1903; it was now the foreign interest which was now con
cerned to magnify its importance, and no longer the Chinese; 
and losing the favor of the Chinese, it lost also much of its 
importance. so 

The administration had been created by the voluntary 
action of the Chinese. But .when the revenues which it col
lected were pledged to the SE.'rvice of foreign loans, the 
Chinese Government gave up its right to modify or ex
tinguish it. By the loan contract signed with the Anglo
German banking groups in 1896, the Chinese acknowl
edged the fact, promising that the administration would 
be maintained as long as any of the loan remained unpaid. 
In crises the Powers showed that thcv were rE.'ady to use 
force to sustain the administration. Considering ·the sus
picion with which every foreign appointment in China was 

so H. B. Morse, lnternatwnal Relatiom of th• ChineB~ Empire (Lon
don, 1918), II, 4Q.t....40S. 
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scrutinized by alert rival Powers, the selection of staff 
for the administration caused comparatively little trouble. 
The British Government secured in 1898 the promise that 
the Inspector-General would be of British nationality as 
long as British commerce with China remained greater 
than that of any other country. The officials appointed to 
ports within the "leased areas" were usually of the na
tionality .of the controlling Powers, or of alternative na
tionality acceptable to them. Few of the higher personnel 
were Chinese; that the administration did not train 
Chinese for the higher posts was one of the standing 
criticisms of it. 

The administration vastly improved the system of reve
nue collection, making it more equitable, honest, just, and 
productive. Commerce benefited from the more regular 
examination of cargo, appraisal of values, and the pre
vention of smuggling. In the likin and salt taxes intrusted 
to it little improvement was made, however. There can be 
no doubt that the existence of the administration alone 
secured regular interest payments to the foreign bond
holders during the period of divided authority and revolu
tion. Thus it strengthened Chinese credit and enabled the 
government to borrow on easier terms than would other
wise have been obtainable. It also increased the amount 
that China was able to borrow-but not by much, cer
tainly not by more than the increase in the yield of the 
customs. China's early borrowing was compulsory, a means 
of paying indemnities imposed upon her. The borrowing 
for railway construction would have been arranged even 
though there had been no foreign-staffed Customs Ad
ministration. Only the loans of the revolutionary period 
remain in question. Those set back the movement toward 
Chinese unity rather than the contrary. But Yuan-Shih
Kai would certainly have found some revenue to mortgage, 
and some lender to take the longer risk for a larger 
promised return. Of all the controls established over 
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Chinese economic life, of all the limitations imposed upon 
the Chinese Government, the Customs Administration 
brought the greatest benefit. Nevertheless many Chinese 
tended to regard it as a suppressive force. 



CONCLUDING OBSERVATIONS-BY WAY OF 

APOSTROPHE 

OF the international capital movements between 
1870-1914, what must be remarked is their vol
ume and extension, their anonymity, their close 

alliance with the technical forces of industry, and their 
adjustment to political circumstance. 

In volume and in the area over which they scattered, the 
capital movements of this period far surpassed similar 
movements in the past. What had been previously the 
special and infrequent venture of a bold group, or a draft 
upon a few private fortunes, became an extensive and or
dinary trade. Foreign securities entered into the posses
sion of thousands or millions of people. This change was 
the natural counterpart of other changes-of the broader 
spread of liquid and spared wealth, the increased famili
arity with the corporate form of enterprise and "paper 
evidences of debt or ownership," of the increased speed of 
travel and communication and the increased faith in the 
safety of property rights. The growth in volume was no 
more marked than the extension of the lending-borrowing 
area. That included by 1914 regions which a half century 
before had been but remote outposts of European trade or 
dominion. In 1870 the eyes of China watched only the slow 
movement of native junks down inland rivers; the tired 
traveler was jounced in stagecoaches from the fever
stricken coast to the plateau on which l\Iexico City stands; 
the n1shlights or candles of antiquity still burned in the 
houses along the Bosphorus Straits. In 1914, the locomo
tive speeded on heavy rails to the Siberian coast and into 
the heart of China; four railways entered Mexico City; 
power plants sent the electric light that was reflected in 
the Straits; all had been provided by foreign capital. The 
circumference of capitalist activity restlessly expanded to 
include the outermost regions. 
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All this movement of capital acquired, through the com
plexity of modern industrial organization, a sort of ano
nymity. Only those who spent their days in the inner court 
of financial circles knew its details. When the "Council 
established at Plymouth in the County of Devon for the 
Planting, Ruling, Ordering and Governing of New Eng
land in America" was established in 1620, the gentlemen 
whose names were on its subscription list were known to 
each other and to everyone else. The investment was an 
enterprise of familiars. The New York, New Haven & 
Hartford Railway, which now runs into Plymouth, Mas
sachusetts, likewise drew capital from Europe. But its 
securities changed hands daily, unremarked midst the mul
titude of similar transactions. The investment had become 
large-scale, and anonymous. Thousands of individuals un
known to each other joined to support a company of 
whose existence a periodical report would be their most 
direct proof. History was being made without a signature. 

This large-scale anonymous investment carried Eu
ropean industrial civilization with it, because it paid for 
European industrial equipment. The provision of capital 
to finance a royal extravagance or to equip an army was 
not always without consequence; ten million pounds might 
change a bounrlary line. The provision of the same sum 
to found banks or buy power machinery, to be utilized 
under the direction of executives and engineers trained in 
modern industry, was sufficient to change a civilization. 
In the escort of the capital that traveled from western 
Europe went the business practices, the technical ways of 
western Europe. 'Vhere it went, old economic habits and 
relationships vanished, new ones formed. The civilization 
of large commercial centers, distant exchanges, specializa
tion, roundabout production took as its own the areas 
where its capital was employed. Of all the consequences of 
the capital movement, this was the most permanent and 
the most fertile of future consequence. 

One simple economic outcome was the change produced 
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in the distribution of economic effort within and between 
lands. Inside the countries of western Europe more and 
more of the population were drawn close to the walls of 
the office buildings, foundries, machine shops, power 
plants, and coal mines by which were made the equipment 
that western capital was providing. Elsewhere peoples 
were turned to supply the expanded wants of that ma
chine-equipped civilization by planting wheat or sugar, 
tending sheep or cattle, mining tin or copper in lands 
made newly traversable. All the economic histories docu
ment the shift with batteries of statistics. 

The persistent underlying consequences of the capital 
movement worked their way heedless of the nationality of 
those who supplied the capital and those who used it. But 
that the political structure and state of the world influ
enced the course of capital movement needs no fresh em
phasis. The uses which the spared capital of western Eu
rope found were often determined by political circumstance 
rather than by economic or financial calculation. The 
traditional theory of capital movements given in the eco
nomic texts, wherein capital is portrayed as a fluid agent 
of production put at the service of those who paid or 
promised most, is inadequate to account for the direction 
capital took before the war. In the lending countries in
ternational financial transactions were supervised in ac
cord with calculations of national advantage, which were 
often unrelated to the direct financial inducement offered 
the owners of capital. Peoples and governments exerted 
themselves to direct the capital to those purposes which 
were judged likely to strengthen the national state, espe
cially in time of war, or increase the chances of extended 
dominion. Capital was called upon to abstain from invest
ment in the lands of potential enemies. It was urged or 
commanded into the services of allies. It was encouraged 
to develop the areas that were within the political system 
of the country where it accumulated. It was upheld in 
ventures which sustained a national political ambition or 
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hope. In France and Germany, and within the alliances 
which they headed it came to be commonly reg-arded as a. 
servant of national purposes rather than an ordinary pri
vate possession to be disposed of in accordance with the 
private judgment and on the private risk of the mvner. 
\Vithin Great Britain this attitude was much less com
mOih yet not without intiucnce upon the course of British 
investment. True, in none of these countries did capital 
completely lose its theoretical character of cosmopolitan, 
free agent, setting itself to opportunities wherever they 
emerged. But this character was subdued and checked al
most out of recognition. The capital had not a free, a 
peaceful and settled world to move in. It adapted itself 
to the unrest and unsettlement; it became an important 
instrument in the struggle between national states. 

The countries which borrowed showed themselves alertly 
conscious of the nationality of the ownership of the capit~l 
which they used. Those countries within or near the sys
tem of alli~nces w~re called upon to give political pledges, 
especially if their credit was weak. 'l'oward the foreign 
capital which entered their state coffers or their borders 
many peoples displayed sensitiveness, arising sometimes 
from fear, sometimes from dislike, sometimes from their 
own national ambition. The responsibilities which must 
rest on all borrowers were often found irksome. To borrow 
without too serious obligation, to spend without too serious 
heed to the consequences, to be able to waste or blunder 
in the cause of national greatness-these were the desires 
which· often made the reality distasteful. 'fherefore one 
and all looked forward to the time when foreign capital 
with the restraints it imposed would no longer be needed. 
Each country wanted to huy back its public securities, to 
redeem its railways from foreign ownership, to withdraw 
from foreign lenders all share in the making of national 
policy. Some countries advanced toward this goal, the 
United States, the British Dominions, Japan, and Italy, 
for example; some slid further and further away from it, 
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as did China and rrurkey. In short, borrowers wanted to 
nationalize the capital which was active in their domains, 
to assure themselves that this capital was subordinate to 
the national powers. It became clear that debts are not the 
kind of bond which can unite the world. 

The preceding observations bear upon the matter of 
peace and war. To them others of similar bearing may 
be joined. The international movements of capital and of 
the financial groups who negotiate these movements are 
by some regarded as a leading cause of war, by others as 
a strong force for maintaining peace. During the period 
1870-1914 thev worked their effects in both directions, 
though seldom determining events in either. In some situa
tions, in Tunis and the Transvaal for example, it was the 
calculations and activities of profit-seeking groups which 
kept antagonism alive and provoked war. In their efforts 
to secure political and social conditions under which they 
could operate satisfactorily, foreign fipancial interests 
hauled the political and military power of tl'lcir govern
ments behind them. Such was one way in which interna
tional capital movements sometimes brought nations into . 
war. 

Still another arose out of the disputes over the same 
opportunity in which the financial groups of different 
countries engaged. The chance to make loans to the 
Chinese Government, to build railways in Turkey, to ac
quire mining concessions in Morocco, were. examples of 
such controversy. Because of the readiness with which na
tional spirit an~d organization magnified the importance 
of the stake, because of the way in which each item of ad
vantage may be made to fit in with every other in a broad 
program of national ambition,. these disputes were taken 
up as national causes. Becoming public frictions as well 
as private ones, they became thereby harder to settle. }~cw 
were the important banking groups which at some time 
or plt>ce did not figure into these contests which ultimately 
called upon the national wi~. They were natural episodes 
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in the business of international finance, which the groups 
could not avoid even if they would. And sometimes it is 
probable that the groups concerned were not without the 
feeling of pride or power that came from playing an im
portant part in determining national destiny. Bankers 
are subject to the forces of national feeling as are their 
fellow men. Because of these facts it must be recognized 
that international financial activity provided fuel for in
ternational controversy. 

Yet even ~bile the banking groups, and the investors 
who bought the foreign securities they issued, sometimes 
provoked international. hostility, their interests in general 
disposed them toward peaceful arrangements. For the fi
nancial groups a war between the Great Powers was cer
tain to shatter important connections, to harm some of 
their clients, to decrease the value of some of the securi
ties which they had sold, to bring unpredictable dangers 
which would outweigh any immediate gains from domestic 
financing. Thus the great banking houses of Europe 
showed themselves inclined to fall into cooperation or com
promise with each other when the situation demanded, and 
public opinion sanctioned. True, none of them willingly 
shared exclusive, or renounced profitable business because 
it might make peace firmer. That, they reasoned, was not 
their responsibility; and competition among different 
groups in each country seemed to make such renunciation 
meaningless. Still, when the outcome of rivalry became 
obviously menacing as in the financing of Turkey, the 
Balkans, and China, important houses proved themselves 
capable of compromise. In times of crisis their weight was 
usually behind peaceful statesmanship. They could and 
sometimes did lift themselves above the clamor of national 
feeling. 

The course of events in the pre-war period would ap
pear to indicate that the international activities of capital, 
of the groups which direct it or the millions who share in 
it, cannot be expected to contribute much to the support 
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of international peace--unless the temper of the impor
tant national states change. Great international conflicts 
prepare themselves slowly; loans are made chiefly to 
friends or potential friends; the financial interest in peace 
declines in the face of long existing possibility of war. 
Official action intervenes to assure itself that national feel~ 
ing is respected. 

Before the international activities of capital can b~ 
come a strong support for peace and strengthen the 
conditions of peace, the world in which the activities go 
on must be transformed in two directions. Governments 
of borrowing countries must improve in their art so that 
injustice, disorder, and waste do not invite external con~ 
quest. The peoples of the wealthy Powers must deeply care 
for international peace and direct their acts accordingly. 
If these conditions prevail the international movement of 
capital will record itself merely as an instrument of a mu~ 
tually beneficial process of development. Capital which 
moves abroad will not carry with it the power of an or
ganized national state, nor will it be forced to serve the 
political purposes of the state. International political ma
chinery will adjust the difficulties that are incident to its "' 
ventures. The annals of the next epoch will relate fewer 
disturbances, greater creations. 


