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Foreword

The Research Center in Entreprencurial History has, 1 believe, served a
disunctly uscful purpose m helping to make the present volume possible.
Other fields of scienufic investigation have gone through stages or experi-
ences similar to those of the Center: the blocking-out of an arca by a few,
often mature scholars; the drafting of tentative hypotheses ——as m our
Change and the Entreprencur; and then the scarch {or younger men who
will improve on these hypotheses, who will supply empirieal data that will
substantiate the carlier or the improved theses, and who will continue over
the years to advance rescarch and teaching 1 the general subject. Such a
novel and complicated field as entrepreneurial history would soon become
stertle 1l 1t were constrained by the ideas or schema of 11s first advocates —
even those of our late colleague, Professor Schumpeter, whose concepts
gave the early impetus to our work. It must grow and change  and the
sentor members of the Center may look hopefully to the contrnibutors to
this volume o consutute leaders 1 the improvement of our commonly
won territory.

As the editor explams in greater fullness, the volume possesses both a
unity and a diversity. All the essays contnibute to an allunmination of the
history of entreprencurship - that important but often neglected clement
in cconomic change - but they bear upon several aspects of that history.
A volume upon entreprencurial history s a real contnibution to scholar-
ship, since so little scientific inquiry has occurred in this ficld. And a book
presenting various facets of the subject is also desirable, masmuch as stu-
dents in cconomics and sociology may thereby be drawn to make common
cause with historians in the exploitation of this (and cognate) ficlds of
scientific inquiry. Diversity helps to suggest the fruitfulness of our ap-
proach in the analysis of varied historical facts and situations.

It 1s then with real pride that I commend this volume to our friends,
and to all who are interested 1n the scientific examination of businessmen
in their social milicu— or, to look at the theme the other way, of social
beings in a business milicu, of “men 1n business.”

Arriur H. CoLe
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Introduction
By William Miller

“Every economist knows —if he did not, he could not help learning it
from conversation with businessmen. ..” So wrote the late Professor
Schumpeter in introducing a point in his brilliant essay on Keynes. The
professor’s irony here was typical. Economists as a rule talk with business-
men about as often as theories of economic activity and economic develop-
ment take account of actual business behavior —and, Schumpeter was
saying, so much the worse for most theories.

In the present book, business and businessmen are kept continually in
the foreground. Common to all of these essays is the assumption that in
the making of the western world in modern times business has been a
prodigious force. The purpose of these essays is to further our understand-
ing of this world and these times by studying the history of business and,
insofar as this may be said of men in relation to social forces, the history
of businessmen who ruled it.

It follows, of course, that there are no panegyrics here. To write of
individual entrepreneurs, as some of these writers do, and not at the same
time of the actual societies that molded them and which they simultane-
ously helped to shape, is to treat unimaginatively of imaginary men. In
this book will be found accounts of many kinds of men, but none in
splendid isolation. Here will be found accounts of the relations of business
to a number of different societies, but none on almost deserted islands.

If business has been a force making for great social change and material
progress in the modern western world, it has been most potent in America.
It is fitting, thercfore, that this book be occupied preponderantly with men
in business in the United States. Eight of these eleven essays are almost
wholly concerned with this country. This major theme, however, is given
perspective by the first three essays, which focus respectively upon business
and businessmen in France, Egypt, and Canada.

Much of the intellectual climate of this book is felt in the opening
essay, by John E. Sawyer, the thesis of which is that the forms and pace
of French business life and the hopes of French businessmen even now
reflect sanctions and structures derived from the predominant social or-
ganization of France in the distant past. Sawyer makes explicit just what
these sanctions and structures are and with what consequences for business
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enterprise — mainly inhibiting ones — they continue to work. “Manorial-
ism,” “feudalism,” and similar concepts, he says, while redolent of a way
of life long since gone, remain relevant indeed to understanding France
today. In a concluding section he points up his thesis by sketching the
contrasting social environment that has so stimulated business activity in
the United States.

Where Sawyer’s emphasis is in the “total social situation,” David
Landes’, in the second essay, is on a particular international coterie of
financiers and their operations in Egypt in the third quarter of the nine-
teenth century. By means of a remarkable series of business letters which
he recently found abroad, Landes is able to juxtapose the modern aspira-
tions of an ancient patrimonial court to the ambitions — conflicting ones
since the businessmen involved each had his own distinct social inheritance
— of European bankers and promoters. The result is an extraordinarily
detailed mosaic of the complex and shifting motivations of modern entre-
prencurs, disclosed in the writings of the entreprenecurs themselves.

From the Mediterrancan we move, in the essay on Canada by Hugh
G. J. Aitken, to the austere and primitive environment of Lake Ontario
and the St. Lawrence River. Here, carly in the nineteenth century, we find
a small up-country grain merchant frustrated by the colonial status and
frontier condition of his country. In order to free a whole generation of
businessmen like himself from handicaps that had forced him, almost at
the outset of his career, to an ignominious settlement with creditors, this
merchant became canal builder, orator, promoter, lobbyist, and ultimately
a notable statesman. In his society, these activities were all part of the role
of businessman.

These three essays on entrepreneurship abroad, by suggesting the range
of actual business behavior and the force of different cultures in channel-
ing such behavior, serve admirably as a kaleidoscopic background for the
American story. They do more than that. For each has a theme found also
in the business history of the United States, and thus is of value for com-
parisons and contrasts.

Among the essays on the United States, Robert K. Lamb’s is the most
general one and the one most explicitly concerned with method in entre-
preneurial history, just as Sawyer’s is the most general one, and the one
most concerned with method, on entrepreneurship abroad. Lamb’s theme
is the persistent and intimate relationship of entire national, regional, and
local communities to specific instances of entrepreneurial behavior. He
discusses in detail certain aspects of this relationship as seen in the devel-
opment of the American cotton textile industry starting soon after the
Revolutionary War. The specific connections Lamb shows among the
Hamiltonian nationalists, the New England regionalists, and the particu-
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lar textile developments in local New England towns suggests a major
rewriting of American history in the Constitutional and early national
period, which he, in fact, has under way.

Lamb’s Fall River, clearly, is not Lille; nor is his Providence Rouen;
nor his Boston, Paris. Yet as in the older France described by Sawyer, so
in the America described by Lamb, businessmen’s dynastic aspirations
(along with other motivations, of course) are seen as affecting the found-
ing of new firms, the spread of technological innovations, the rate of ex-
pansion of family enterprises. Miss Dorothy Gregg’s essay on Colonel John
Stevens (he won this rank during the Revolutionary War) supplements
Lamb’s work on the dynastic theme in America and may also be compared
with Landes’ Egyptian study. The state and federal governments which
Stevens, his partners, and his rivals in steamboating early in the nineteenth
century all wooed assiduously for franchises and other favors were hardly
prototypes of the Pasha’s court of fifty years later. Yet both Landes and
Miss Gregg are concerned with the intimate relation of government and
private business enterprise, especially in the field of relatively costly internal
improvements.

The experiences of William Hamilton Merritt, Aitken’s Canadian
merchant-statesman-zealot, and those of Henry Noble Day, the Connecti-
cut cleric turned Ohio speculator (as related in R. Richard Wohl’s essay),
also had more in common than may at first appear. Wohl reports a busi-
ness debacle that, in the name of Christian good works and under the
direction of one so trained that only by religious precepts could he act,
almost ruined the excellent Day family whose head had always branded
business the devil’s game. But more than zeal, what Day and Merritt
shared was a host of problems raised by frontier business life, problems
which eventually forced both at critical junctures to call upon seaboard
family connections for aid. In Merritt’s case this aid helped him to his
future business and public career. In the case of Day, it furthered his
return to the callings of churchman and educator, for which he had been
trained. Though Wohl’s narrative stresses Henry Noble Day’s projects,
underlying them all was Day’s personality, and how this was formed in
extremely conservative Connecticut and how it was preserved in its full
integrity in Ohio is the real subject of Wohl’s work.

The Bordens and Durfees, Slaters and Browns, Cabots and Lowells of
Lamb’s essay; the Stevenses, Alexanders, Coxes, and Livingstons of Miss
Gregg's paper; the Days of Wohl’s study, all were born into upper class
families or favored their heirs with this useful endowment. This suggests
that while upward mobility was greater in the United States than in most
of the countries of Europe, social stratification here as abroad affected the
recruitment of business leaders. This suggestion is strengthened by the
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findings reported by Miss Frances W. Gregory and Miss Irene D. Neu in
their paper on the social origins of approximately three hundred of the
topmost men in American industry in the 1870’s. Discussion of social
stratification and its relation to opportunity is not uncommon in writings
about Europe. The paper by Miss Gregory and Miss Neu is a significant
addition to the discussion of the subject in the United States. If too much
has been written about the Robber Baron character of American business
in their period, insufficient stress, it would appear, has been given to the
baronial part of the epithet.

Comparisons and contrasts with the history of entrepreneurship abroad
heighten the meaning of the American story. The ever more important
place of the United States in the world in the past two centuries, and of
business in the United States, however, gives a special value to the Ameri-
can essays mentioned and to those by Harold C. Passer, Douglass North,
and Alfred D. Chandler, Jr., which follow them. The latter three differ
from some of the earlier ones in focusing less on the general environment
and the pervasive social consequences of entrepreneurship — though these
subjects are inescapable here as elsewhere —and more on special aspects
of it in technological, financial, and managerial matters.

Passer’s subject, Frank Julian Sprague, was an entrepreneur who
founded numerous firms but was altogether without dynastic ambitions.
He made considerable money but was scarcely motivated by opportunities
for profit. He was associated with big corporations but was unconcerned
with the problems of bureaucratic administration. Yet Sprague was emi-
nently practical. A genius in the adaptation of the latest technological
innovations to the needs of rapidly growing cities late in the nineteenth
century, he made possible extensive systems of electric surface transporta-
tion, electric elevated and subway lines, electric passenger elevators. These
developments were on the way in any case; Sprague certainly speeded their
adoption. As a factor in economic change, but especially in the timing of
it, his career is worthy of intensive study.

The life insurance magnates who are the subjects of North'’s essay were
as inventive in finance as Sprague was in technology. Life insurance was
one way for the growing number of propertyless inhabitants of industrial
societies to save their families from destitution on the demise of the work-
ing members. Traditionally, therefore, as North says, “the function of a
life insurance company was limited simply to providing family protection
at its mathematically ascertained cost.” After the Civil War, however, the
growth of life insurance coincided with the colossal growth in the capital
requirements of American industry. To help supply these requirements,
certain life insurance companies, with the aid and comfort of politicians,
rewrote their policies and altered their selling practices. How they did this,
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at considerable cost to their policyholders and at the cost of ultimate
scandal to themselves, is North’s story.

The new technology and new finance in the latter part of the nineteenth
century speeded the growth of vast new enterprises and of business bu-
reaucracies to administer them. Chandler’s essay on Henry Varnum Poor,
however, shows how the manifold problems of bureaucratic business ad-
ministration were apparent, to one with Poor’s vision, as early as the 1850's,
when the corporation first became popular as a business device and
corporate ownership and management became severed. Poor was a Tran-
scendentalist who saw in the building of the American railroad network
the prospect of the perfection of man’s life on earth. To help give direction
to this momentous development, he acquired the American Railway
Journal in 1849. After his Civil War activities and a short experience in
actual railroad work, he began to publish his railroad Manuals in 1868.
But more than these, Poor’s early grasp of the problems of entreprencur-
ship in the bureaucratic firm, and his articulateness about them, as
Chandler discloses it, are what make him of extraordinary interest today.

In my own essay on business bureaucracies in the twentieth century,
some of the same problems are discussed in relation to developments of
recent times. The organization and effective administration of huge
business enterprises itself takes talent of the first magnitude. But this essay,
like other writing on management problems today, raises the question as
to whether the achievement of orderliness in the functioning of complex
private business corporations does not itself act as a brake on private entre-
preneurship. For entrepreneurship by its nature abhors channels. In the
past, as these essays show, it has tended to be individualistic, innovative,
venturesome.

Each of the essays in this book stands squarely by itself. Yet all are also
part of the same story, that of men in business in the western world in
modern times, and all share a similar frame of reference. Though each
essay is a study in history, almost half are by writers who are practicing
economists, if not economic theorists. In this group are Aitken, Lamb, Miss
Gregg, Passer, and North. Wohl is an economic sociologist. Sawyer,
Landes, Miss Gregory and Miss Neu, Chandler, and myself are historians.
None, however, respects the sanctity of academic borders. The work of
all reflects developments in psychology stemming especially from George
Herbert Mead; in sociology from Max Weber; in economics from Schum-
peter.

General theories of personality and of society, like general theories of
economic activity and economic development, have contributed to all of
these essays. Some writers have addressed themselves to new questions
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raised by such general theories. Others have been directed to new materials
by them. Still others have borrowed techniques of analysis. Yet none is a
slave to such theories. General theorists, David Hume pointed out long
ago, often forget the “vast variety which nature has affected in her opera-
tions.” Such theorists tend to reify a few abstractions. History tends to be
as concrete and as varied as life itself. If it borrows from general theories,
it also serves as a check upon them and as a starting point for new specu-
lations. The variety of the essays in the present volume reflects the potential
range of entrepreneurial history and its potential uses to theory. The con-
creteness of these essays reflects entrepreneurial history’s freedom from
dogma.



The Entrepreneur and the
Social Order

France and the United States

By John E. Sawyer

For as long as “one of the oldest of the arts and youngest of the profes-
sions” ! has been practiced, men have been struck by the contrasting ways
in which business has been conducted in different parts of the world. Yet
for all its interest the subject from the beginning has been left largely to
chroniclers — in earlier times to the tellers of tales of Persia, Venice, and
Cathay; in our day to the accounts of travelers, traders, or government
administrators recording in awe or anguish the varying behavior of busi-
nessmen in Rome or Paris, Hong Kong, Rio, or even Kansas City.

Our world, however, can no longer afford to leave to anecdote the
problem of why men in business behave so differently all over the globe.
It cannot today be satisfied with the simpler evolutionary optimisms in-
herited from the Enlightenment. Nor can it accept a tendency to set the
problem aside as reducible to deterministic explanations based on rela-
tively stable “objective” factors such as climate, race, resources, or markets;
or as unknowable, an inscrutable mystery forever to be left in a limbo of
“cultural differences.” The social disruptions of recent decades have pro-
duced a world newly concerned with the whole problem of economic
development. This has confronted scholars, administrators, and men in
business with the need to understand the operation of complex social and
cultural factors affecting the dynamics of business behavior.?

The study of entrepreneurial behavior does not yet lend itself to preci-
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sion. It involves questions and considerations beyond the limits of the
restrictive assumptions within which the science of economics has focused
its major efforts and achieved its greatest successes; it clearly requires a
social theory that will incorporate socio-psychological categories into the
analysis of economic processes. While as yet no analytical frame has satis-
factorily resolved these problems, the newer social sciences offer helpful
approaches. As aids to comparative analysis, these sciences can help us
attain a better understanding of entrepreneurial recruitment, motivation,
and behavior; of the entrepreneurial role itself; and of its relation to eco-
nomic devclopment in different situations.

I

No one can study entreprencurship without becoming aware, in addi-
tion to the work of Sombart and Weber, of the major contribution of the
late Joseph A. Schumpeter. The creative entrepreneurial function was in-
deed “the central tower of Schumpeter’s structure, and the rest of the
building [was] designed to emphasize its impressiveness.” * Both in the
thrust that he gave to the whole idea of the entrepreneur’s place in modern
economic history and in his emphasis on the social relationships involved
in its excrcise, he was himself the innovator, the entrepreneur of entre-
prencurial theory. Few other economists have, in fact, more powerfully
driven home the interaction of economic behavior and social institutions;
and no other major body of economic theory has attempted so to focus the
dynamics of economic development in a single category of economic agents.

It is not necessary, however, to accept in toto the Schumpeterian con-
struct of the entrepreneurial function or his arbitrary definition of the
entreprencur. Empirically it proves extremely difficult, for all but polar
instances, to separate the “creative” from the “adaptive” response; and the
point at which managerial functions shade into innovation is a judgment
better left to the artist.* For our purposes it is enough to get general agree-
ment on the particular importance of entrepreneurial behavior in the
growth of the kinds of economies we are talking about: market-oriented
economies characterized by private ownership, in which decision-making
is decentralized (as to production, marketing and investment) and in
which the technology is notably dynamic.

Whatever the entrepreneur’s significance in other times and places,®
the historical and institutional situation classically represented by nine-
teenth-century England or by the United States well into this century,
tended to give him a unique role in the working of the economy. It con-
centrated a critical range of economic functions in the hands of individual
decision-makers under conditions unusually favorable as to social context
and entrepreneurial opportunity. Changes and discontinuities in economic
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activity — new products, methods, markets, resources, and combinations —
were overwhelmingly introduced by individual producers or merchants, as
differentiated from the play of community, consumer initiative, or bureau-
cratic planning.® In greater or less degree this situation prevailed during
the growth of industrial capitalism over the western world in the period
between Adam Smith and the Great Depression, the period with which
we are concerned.

Such an economic order gives special significance to the question of
entrepreneurial motivation. Again it is not necessary to press to extreme
the particular monetary rewards that Schumpeter sometimes held indis-
pensable to the flowering of entrepreneurial effort, in order to agree with
his emphasis on the importance of “bourgeois motivation in the explana-
tion of the economic history of the last two or three centuries.” " That the
forces entering into this motivation were wider than mere monetary
returns, Schumpeter well knew. Speaking “as an economic sociologist,”
he again and again invoked the influences of the drive to do, to win, to
create, to found a dynasty, a private kingdom; “the will to conquer; the
impulse to fight, to prove oneself superior to others, to succeed for the
sake, not of the fruits of success but of success itself.” ®

These Schumpeterian insights point the way, and the developing sci-
ences of social behavior are opening up possibilities of more systematic
analysis. One of the most useful of these approaches for our purposes
focuses attention on the extent to which the motivation and behavior asso-
ciated with any particular role are functions of the total social structure.
Observable national differences in entrepreneurial activity, for example,
cannot be accounted for in terms of economic factors alone, or in terms of
the hero in history, the distribution of genes, or any simple psychological
reductionism.? These differences cannot be explained without reference
to the system of goals and values, the scale of social rankings and the pat-
terns of conduct that are “institutionalized” in the particular society.!

The individual entrepreneur, like all other social actors, is oriented to
this total social situation. The range of decisions he will normally consider,
and his evaluation of the alternatives thus defined are functions of it. In
large measure he acts in terms of prevailing patterns of aspirations and
conduct, the system of roles and statuses that from birth have been ab-
sorbed and inculcated, consciously and unconsciously. These established
goals and the prescribed means of achieving them are supported both by
positive social rewards and by negative sanctions ranging from ridicule to
ostracism. In the process any particular society will necessarily select,
develop, and reward (and, conversely, discourage) certain personality
types and traits for certain roles—a selective operation that inevitably
affects entrepreneurship.!
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The entreprencur probably is peculiarly sensitive to the generalized
goals and status relationships of his society, in that he is almost by defini-
tion less bound by objective necessity or by specific skills or courses of
action than are most other economic actors. To the extent that he has
latitude to choose and act, in some measure to create his own economic
situation, to the extent that he does “innovate” and break through the
established framework (the Schumpeterian circular flow), his actions point
up questions of motivation and behavior that cannot be answered without
reference to the social order.

The focus of this paper, then, is on the ways in which different societies,
with differing interests, attitudes, systems of stratification, and the like,
operate to produce different kinds of businessmen and different patterns
of entrepreneurial behavior. In these terms we will compare specific ele-
ments in the social structures and cultural traditions of France and the
United States which are directly relevant to entreprencurship.

To concentrate here on these influences of social structure is not to
argue their autonomy or their adequacy as an explanation of economic be-
havior. So-called objective factors in large measure frame all economic
activity. The entreprencur must act within limits set by available resources,
income levels, and so forth, and differences here are fundamental to the
scope of entrepreneurial opportunitics. But early in such a list social factors
must appear. Any important change in the objective situation presses itself
upon the social order, the more so if abrupt; and while some parts of the
social structure show a high resistance to change — peasant attitudes, for
example — others are relatively responsive to alterations in the economic
situation.'® Our interest is not to set one against the other, but rather to
observe certain ways in which social and cultural factors operate in and
0N €CoNOMIC Processes.

III

Studies involving obvious as well as subtle contrasts are needed in
the effort to understand the effects of social structure on business behavior.
Given the relatively primitive methods of analysis now at hand, examples
from Europe and America offer certain advantages. They involve peoples
who have belonged to a common Western Christian civilization and in
large measure shared a common world view, a similar frame of rational-
legal forms, and the basic institutional requisites of capitalist development
(transferability of resources, free labor, et cetera). They fulfill the eco-
nomic conditions described above as giving the entrepreneur a role of
special significance. Yet they present contrasts of social structure and busi-
ness behavior sufficiently conspicuous to allow of fairly rough abstraction
and simplification without imperiling the main lines of evidence or argu-
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ment. The differences are such that national terms of reference like
“France” or “the American entrepreneur” can be used with some meaning
for comparative purposes, though necessarily neglecting an infinite range
of local and personal variations.!®

In the New World the United States before the Great Depression pro-
vided an instance of something like a golden age of Schumpeterian entre-
preneurship. In the Old World each country bears the special imprint of
its geography and history and each has its special claim to speak for
Europe. For our purposes France has the advantages of the very complete-
ness of her adaptation to the earlier European social orders,* of standing
near the middle of the European spread in the growth of industrial capi-
talism, and of remaining a country where entrepreneurial responses con-
tinue to be of critical economic importance.”® Any European-American
comparisons of course involve gross contrasts in physical terms —in the
size and scope of a virgin continent, geographical isolation, lateness of
development, and so forth — that are basic to any comprehensive analysis.
But differences of a corresponding order exist in the social structures into
which industrialism came.

The most fundamental of these differences derive from the existence
in the Old World of a pre-industrial pre-commercial social order that
shaped the lives of men for about a thousand years. The set of institutions
loosely described by words like manorialism and feudalism has left its
impress on Europe and Europeans to this day and it undoubtedly will for
centuries to come. A relatively stabilized society historically rooted in
seigniorial agriculture established a formally stratified hereditary class
system, taking as fixed given horizons and a given hierarchical ranking of
statuses based on birth, land, and localism.'® The institutional system tied
occupation and property to family units proudly conscious of their status
and identity over successive generations; and emphasized traditional, per-
sonal, and communal relationships, as against the impersonality, uni-
versalism, individualism, and conscious rationality characteristic of a wide
range of capitalist institutions.

The beliefs and values of the medieval world gave divine sanction to
this hierarchical structure, fixing men in the status and income to which
they were born as part of the Grand Plan. The system of ideas powerfully
mobilized sentiments for traditionalism and continuity as against change,
mobility, and innovation. The body of values was notably inhospitable to
trade and the trader.!™ Lay society, dominated by a nobility geared to the
values of land, rank, and family, arms, honor, and excellence, tended to
be contemptuous of the kind of aggressive commercial behavior function-
ally inherent to an expanding capitalism. Catholic doctrine, to be sure,
progressively modified its Augustinian view that “Business is in itself an
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evil, for it turns men from seeking true rest, which is God,” and came to
provide for a wide measure of capitalist activity. Yet, as Tawney has said,
“finance and trade . . . never fitted harmoniously into the medieval syn-
thesis.” '®* However much a St. Thomas or a later St. Antoninus might
reformulate the Christian code in recognition of developing economic
practices, Catholicism never provided the emerging cntrepreneur with
that positive drive to achievement in this world, that fortifying ethic for
systematic business activity, which Calvinism later supplied.’® Enthusiasts
may exaggerate the play of the Protestant ethic, but it appears to be in-
creasingly evident that the non-empirical attitudes toward work and
“advancement” that are deeply embedded in a culture have very far-
reaching effects on economic behavior.*®

To the extent that commerce and manufacture did become separated
from the manorial system and develop in the medieval town, they were
still profoundly shaped by this general social frame. Here too the institu-
tions and ideas of traditionalism and community, and a web of personal-
ized social and economic relationships long resisted the revolutionary
changes implicit in the new activitics. Ideally, and in large measure actu-
ally, merchant associations and craft guilds determined products and
prices, controlled the number of producers, and protected them in the
income, station, and {unction appropriate to their place in the Christian
Commonwealth.

All the countries of the Old World have carried forward elements of
this European past. New cconomic foundations subscquently have come
into being and with them a range of new social institutions. But the new
sull lives with a mixed heritage of the old. The very force of the Marxist
insight into the shattering impact of new modes of production on old in-
stitutions and relationships has obscured the extent to which the new is
itself molded by the old. Outer forms have gone, but nowhere have the
habits and attitudes associated with them been totally eradicated. The new
has grown within what it only partially destroyed.

All over Western Europe commercial capitalism and bourgeois institu-
tions broke through the forms of feudalism and in varying mecasure came
to prevail. The accompanying corrosives of rationalism and secularism
have not less deeply cut into traditional values, symbols, and relationships.
Yet behind these changes in forms and attitudes there have lingered widely
diffused elements of the “feudal” heritage. Everywhere these differential
feudal survivals have influenced patterns of industrialization and entre-
preneurship. The way in which European businessmen have conducted
their daily activities and responded to new techniques, new economic
forms, and new opportunities has been fundamentally conditioned by the
presence of traditionalistic survivals in the social structure.?!
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Pronounced national and regional differences require separate treat-
ment. The continuing English and German feudal and imperial traditions
illustrate ways in which certain feudal survivals could be compatible and
even favorable to industrial development — for example, in the associa-
tion of industrialization and national military power, or in the effect of
large estates on the labor supply, the disposition to accept discipline, big-
ness, concentrations of power, and the like.

The French case offers striking testimony to the tenacity of inherited
patterns. Here the old instututional structure was most violently assaulted;
here more than anywhere else in Europe new ideas and institutions
emerged triumphant in the Revolution and Republic. France remained
the center from which they radiated throughout nineteenth-century Eu-
rope. Yet France too carried forward elements of the Europcan past that
have remained widely diffused to this day. Over the centuries when com-
mercial capitalism was enlarging its place in the national hfe, a series of
historical turnings kept pecuharly alive aristocratic values and patterns:
First by reversing developments pointing toward a coalescence of old
status groups with new cconomic functions along lines of the English
model; ** and then by perpetuating an aristocracy, more numerous than
most, that increasingly stressed the honors, privileges, and vanities of
rank as its functions diminished.*

The traditional elite, further identifying itself during the ancien régime
with national ideals and symbols — majesty, rank, military glory, individ-
ual distinction, culture, style — managed over the centuries to “feudalize”
elements of the upper bourgeoisie. Important segments of the haute
bourgeoisie took on parts of the code and in many cases the juridical status
of nobility.** Thereby, large numbers in business as well as the professions
— through inclusion or aspiration — acquired a vested interest in a whole
set of traditional institutional patterns. Moreover there was relatively hutle
of the reverse of this process. The nobility discouraged entrance of its sons
into trade; and the French bourgeoisie never gained a control of govern-
ment and the fisc, a position of social prestige, or a domiance of the na-
tional capital comparable to that of the merchants of London.*®

Other institutional complexes have also clearly had their influence on
French entrepreneurship and might be separately analyzed. Here we can
mention only three of the most significant: (1) A strong centralized state,
combining policies of protection focused on national power,*® and a bu-
reaucratic tradition elaborated by a variety of regimes from the time of
Philip the Fair, with an arbitrary and often irresponsible fisc; (2) the arti-
ficial perpetuation of the institutions of petty-bourgeois capitalism and
peasant agriculture, enshrined in the revolutionary settlement and the
Republic — maintaining in agriculture a protected system of small pro-
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prietors that has held surplus labor on the land, and in manufacture and
trade “the most individualistic economy in Europe,” a system built around
small units, small volume, and small horizons;*" (3) the growth in
modern times of Marxist and related movements and ideologies that have
mobilized deep and pervasive anticapitalist sentiments against business
and the businessman, in an increasingly unstable political frame.

While these and other institutional systems have had significant con-
sequences for French businessmen, the thesis being developed here can
perhaps best be illustrated by examining the impress on entrepreneurship
of survivals from the preéxisting social structure reviewed earlier.

v

The impact of this heritage may be seen in examining, even in a very
generalized way, each of the problems posed at the outset — entrepreneur-
ial recruitment, motivation, and behavior.?®

1. In terms of recruitment, inherited institutional patterns have operated
restrictively in two quite different ways. First they have discouraged the
flow of Schumpeter’s “strong wills and strong intellects” into business
careers and especially into certain kinds of business. And second they have
tended to close off economic positions at the top as the special preserve of
sclected kinship groups.

The persistence of diffused feudal values and goals has meant that
business has not been the “natural” choice of those enjoying the greatest
advantages, cither of birth or of talent and training.® In so far as an
occupation was in order at all, the ablest tended to follow the well born
into careers in the elite services, diplomatic and military, the ranking
civil service positions like finance, or the professions, politics, journalism,
the arts. All these fields have drawn from those most gifted, those most
motivated by “the joy of creating, of getting things done, or simply of
exercising one’s energy and ingenuity.” 3¢

These orientations have also led to the partial or complete withdrawal
from business of successful entrepreneurs or their more talented sons. In
these cases individuals have sought to lay the basis for future personal
satisfactions and social rewards by diverting money and time to the
chateau and its style of life, or by financing a son’s career in the elite
services or in professions offering possibilities of slow assimilation to
hereditary prestige groups.>’ An example of the resistances to achieving
this social acceptance more directly appears in the remark of the politician
Gambetta to the future Edward VII, that if the French Republic were to
make noblemen of successful businessmen, as Britain had done, “Le Duc de
la Roche-Qui-Mousse would never mingle with the Duke of Industry.” 32

Traditional social values have also affected the distribution of entre-
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preneurial recruitment within business. In general the social standing of
economic activity in France has varied inversely in proportion to its dis-
tance from land and military power and (arts and crafts apart) directly in
proportion to its distance from the customer. Thus, after wealth based on
land itself, those activities stood highest in the scale which drew directly
on the land, like mining, iron-making and glass-making (both tied to the
forests in their earlier technology), along with high finance and maritime
and colonial trade. Though some crafts and craftsmen enjoyed high social
standing, manufacturing in general did not win great esteem, and
the retail trades and services came near the bottom of the prestige scale.3?
This pattern, while never as absolute or uniform as a brief statement may
suggest, has unquestionably affected recruitment as between fields, and
contributed to the conspicuous failure of French entreprencurship in dis-
tribution, marketing, and trade in almost all its forms.3*

Social structure has also significantly restricted entrepreneurial recruit-
ment in a second way, by reserving higher levels of economic activity to
certain family dynasties or interlocking social groups. The latter frequently
have taken over these positions and interests much like hereditary fiefs.
Few have engaged in the wine trade of Bordeaux or the silk industry of
Lyons, for example, without belonging to certain kinship groups; and a
whole range of important financial activities has been a special province of
allied families forming what is familiarly known as the “H.S.P.” (haute
société protestante). Of the six bankers who were among the Regents of
the Bank of France in 1936, five were descendants of the great financiers
of the First Empire;* and many of the major firms and fields have been
in the same families and sometimes have been run exclusively by mem-
bers of a single family for more than a century.

At far lower and wider levels where local families have become rooted
in given lines, succession has also tended to follow automatically within
the kinship group. In a relatively stabilized society this principle of family
control and continuity has served to limit recruitment and possibilities of
entrance into the business role.

In the most general terms the social heritage has meant that French
entrepreneurship has not been able to recruit almost automatically those
who from interest and ability seek the channels of community leadership.
The French business role has never become established between a declin-
ing aristocracy and a rising socialism as commanding this sort of prestige
or respect. The business community has never caught the popular imagina-
tion or loyalty, never become accepted as a “legitimate” elite in and of
itself. This has deeply affected not only recruitment, but motivation and
behavior as well.

2. In terms of motivation, those who have occupied the business role
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have reacted to inherited patterns in many ways. A society that has never
consciously made increasing output or productivity or even higher stand-
ards of living a primary goal has naturally not generated that dedication
to business activity that has marked American entreprencurship. The
French businessman has never been stimulated by an identification with
national goals and ideals; and individual entrepreneurial aspirations have
tended to be defined more in terms of differential class goals than of
boundless economic achievement.

The inherited system of social stratification has tended to undercut the
drive to unlimited entreprencurial success. The middle- and upper-class
world revealed in French fiction, in extreme form in Proust’s Swann's
Way, living within fairly fixed horizons and pegging each family in its
place in an ordered hicrarchy, offered considerable social resistance to the
parvenu. New wealth and power might with proper aging benefit suc-
ceeding generations, but a code of “to each according to his station” offered
the entreprencurial “success” fairly limited immediate social rewards. The
self-made man has not been a hero in France. And to have gained success
at the expense of established interests and accepted social position was to
invite widespread hostility from above and below. Such institutional
patterns (whether judged good or bad) have operated against the mo-
tivation to bold and aggressive entrepreneurship, against pushing and the
pusher.

Furthermore the purely economic rewards of entrepreneurial success
have been less significant, socially and culturally, in France than in the
United States. While property and assured income are extremecly impor-
tant in French society, inherited patterns of values tend to reduce the sig-
nificance of earned money income either as a symbol of success or, beyond
a certain point, as providing “the good life.” Even where consumption pat-
terns have departed from the tradition of the landed gentleman, they have
continued to center more about personal services and recreation, leisure
and cultivation, then about visible expenditure on the newest durables.
The differential nature of class goals and symbols has also worked to
prevent the establishment of money as a general measure of status. The
social order in France has thus in some measure undervalued the very
prizes and penalties that have urged on the capitalist process.

The drive to entrepreneurial innovation has also been less active in a
society heavily weighted in economic fields towards tradition and con-
tinuity, a society slow to adapt to economic change, slow to receive many
of the products of mass production (as against hand craftsmanship) and
slower still to accept the new methods and relationships involved. Psycho-
logical and cultural resistances to mechanization, and the cheapness of
labor and services have alike made for continuation of established means
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and forms. The motivation to remain within the circular flow has been
notably stronger, the incentives to innovate correspondingly weaker.

The carry-over of inherited family patterns into the important part of
French business that has become identified with particular families has
also strikingly affected entrepreneurial motivation. Given the structure of
the family as an enduring entity enjoying an established place, the motiva-
tion has typically been to run the business so as to assure the preservation
over time of the family status and the family honor involved in it3®
Variously combined with bourgeois patterns, this has motivated business-
men toward caution, thrift, security, tradition, avoidance of risk — toward
running the business as an annuity, maximizing security rather than
profits, growth, output, or any combination thereof. The direct influence
of institutional patterns derived from the past, reinforced by peasant and
bourgeois influences, has been evident in the fierce identification of prop-
erty with the family, the clinging to inheritance, the horror of loss, the
view of bankruptcy as a lasting stain on the family name.

In the most general terms French entrepreneurial motivation has been
seriously compromised by the difficulty of identifying the entreprenecurial
function with a broad range of national cultural goals and values. French
society has disposed the entrepreneur to ask the corrosive question of why
he should try to sell more or make more without providing answers that
were very satisfactory to him in terms of his society’s values. In a word,
and with exceptions, the French businessman has Aimself been unable to
slough off the anticapitalist sentiment in his social inheritance.

3. In terms of behavior, finally, the influence of the traditional social
structure can be seen operating even more directly.

Most conspicuous, perhaps, has been the relative absence of the kind
of aggressive entrepreneurship requisite to the process of “creative destruc-
tion” — the process that Schumpeter placed at the heart of capitalist devel-
opment, whereby economic innovators working through an impersonal
market successively eliminate marginal firms and outmoded processes by
forcing ever more productive techniques and combinations. In France the
entrepreneur has in good measure rejected this process and found refuge
from its workings. The state has protected the home market for agricul-
ture and industry; and other social and economic institutions have favored
the preservation of the “community” of producers or sellers.

Social patterns have operated against pressing technological or competi-
tive advantage “destructively.” The rules of live and let live, of maintain-
ing each in his place and function, of respect for status, class, and tradi-
tion, have sanctioned patterns opposed to the working of market forces.
Quite apart from the subtler social pressures more generally operative,
conspicuous rebels (of whom the Péreires are the best known example)
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have found themselves destroyed by the economic community for trying
to break the system. A market, in turn, arranged to preserve the marginal
operator in a restricted group of entrants has been extremely profitable to
the low-cost producer. While businessmen almost everywhere have moved
toward such patterns, the striking aspect of the French scene is the degree
to which they were successfully achieved, long before trade associations
formally embodied them.

The social inheritance has also operated against organizing economic
resources toward mass production for mass consumption. It has fortified
the concept of inelastic and class markets, markets defined in terms of
social classes rather than present or potential income groups. It has operated
against the dynamic drive to expand, resisting what industrialism has
made possible — quantity, scale, size, standardization.*” The Frenchman
has often shown far greater interest than the American in the machine
itself, but the French entreprencur and even the engineer has much less
understood its relation to a productive process, to the flow of work and
goods in time and quantity.*® Old customers, old products, old qualities,
old methods, have had a social sanction that specialization and mass
production have not had.

In the low-prestige ficld of trade and distribution the lack of aggressive
entrepreneurship has been conspicuous. French commercial entreprencurs
have failed to organize the flow of retail trade 1 terms of volume and
turnover, failed to exploit the potential of the economy as a manufactur-
ing-trading system. The retailer has continued to act on principles of a
high rate of profit from individual sales to individual customers. A socio-
cultural context that has made men look with some scorn on catering to
the tastes and wants of the masses has made for resistance to advertising,
promotion, salesmanship, and the developments of modern merchan-
dizing.*® (The outcry against American “coca-colonization” in 1950 was
symptomatic of these deep-lying attitudes.)

In the range of family businesses, inherited social patterns, again re-
inforced by bourgeois institutions and anxieties, have made prudence the
key word: caution, modest aspirations, limited scale and volume of busi-
ness, slow and sclf-financed investment. These patterns have been typical
both of big and powerful firms — industrial dynasties that today live as
though besieged, walled up in their big-doored, Kafka-like fortresses —
and of smaller establishments, reflecting the deep bourgeois preference for
rentes as against risks.

There have been in France great entrepreneurs, great profits, and great
innovations. The 1850’s and 1860’s saw an important quickening under
Saint-Simonian doctrines. But neither the Péreires of that day nor the
Citroéns since have ever been strong enough or numerous enough to
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break through the institutional order and establish new general patterns.
They have never been followed by that army of imitators necessary to
capitalist development. The exceptions have, to a striking extent, come
from groups less directly subject to the dominant social impress, from
among those whom the virulent French royalist and nationalist, Charles
Maurras, listed as “Anti-France” — Protestants, Free Masons, Jews, and
météques (foreigners not completely gallicized).

French entrepreneurship has repeatedly failed to exploit the very great
scientific and technological innovations that France has produced. To take
two cases of importance, France led the world in the early decades of the
commercial development of both the automobile and the heavy electrical
industry (electric generators, electric motors, and arc lights).*’ Yet in their
manufacture France has failed to exploit her early advantage; and in the
electrical industry, for example, has lagged far behind Germany.

In sum French entrepreneurship has shown far more of the bourgeois
half of Sombart’s spirit of high-capitalism — thrift, industry, calculation —
than of the other half, the dynamic, restless, driving spirit of enterprise. It
might be argued, in other terms, that the full development of the poten-
tialities of industrial capitalism really required the classic Schumpeterian
entrepreneur — a risk-taking innovator operating on credit; in France,
however, the business system remained largely in the hands of traditional-
ized bourgeois, engaged in a rational process of cautiously increasing
wealth through compound interest, saving, and reinvesting.

Our review has not covered a range of exceptions and variations to the
patterns here described, nor has it emphasized aspects of the institutional
system favorable to certain kinds of economic development. It has also
not measured these influences of social structure against the perspective
of objective economic factors that have shaped entrepreneurial opportu-
nities and the lag in French economic development (if the Ruhr valley
had been 100 miles west, for example, French economic history might
have been markedly different). Nor has it discussed the extent to which
efforts to break out of traditional ways have been periodically interrupted
in this century by war and depression and mounting social hostility to
capitalism in general. But enough has been said, it is hoped, to show the
impact of inherited social patterns on a critical economic actor, the entre-
preneur, and to show something of the ways in which they have operated
on his recruitment, motivation, and behavior. Some American contrasts
may sharpen the point.

v

American comparisons have been implicit throughout. Here we will
only note certain relative differences that cast in sharper relief the thesis
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being developed as to the influence of social structure on entrepreneurial
behavior.#!

In the classic era of the nineteenth and early twentieth centuries Ameri-
can entreprencurship grew and prospered in a society whose institutions
and goals were as uniquely favorable to the individual entrepreneur as
were its physical conditions. By inheritance and diffusion America is, of
course, part of a common Western civilization. But the historical timing
of the American settlement and the extremely uneven weighting involved
in the social and cultural transfer gave the United States a highly selective
extraction of the Furopean heritage. Combined with the conditions of
the New World, this selective inheritance gave rise to a social structure
conspicuously more favorable to the kind of entrepreneurship most con-
ducive to private capitalist development. Of the many factors making for
this difference four of the most important may here be noted and briefly
discussed.

Most striking is the gencral absence of widespread feudal survivals.
America has had its classes, and many specifically European institutions
are to be found in varying mcasure in the United States — in some cases,
particularly along the Fastern scaboard, almost intact; but industrial capi-
talism and the entreprencur have not, i the main, had to break into any
such rigidly elaborated hicrarchical social structure as existed in Europe.
Travelers from abroad, of whom Tocqueville is perhaps the most eloquent,
have been struck by the relative absence of hardened and hallowed pat-
terns of stratification and function, of hereditary privilege and prestige,
and of traditional rigidities surrounding property, occupation, and busi-
ness activity.

It is an error to assume, however, as has sometimes been done, that in-
dustrial capitalism in America grew up in a virgin land. Here too it came
into a going social system. The striking fact for comparative entreprencur-
ial history is the extent to which prior institutions and ideas were in this
case favorable to the subsequent development of aggressive entrepreneur-
ship. This difference was in part a result of the fact that commercial capi-
talism was never absent from the colonies, that it grew up with the Union,
so to speak; but it must be remembered that for more than two centuries
independent agriculture and the frontier dominated major parts of Ameri-
can life (with important regional exceptions). While certain conflicts and
adverse elements were involved in this heritage, it was so overwhelmingly
favorable that to this day the American businessman can and does identify
himself with historical traditions ranging from that of Ben Franklin,
Leatherstocking and the independent farmer.** He has thus been able to
root himself, to draw strength from institutions and symbols from the past
that remain central to the national values and aspirations — a fundamental
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contrast with the relation of the European entrepreneur to the inherited
institutions and values of his society.

The American offshoot, coming when it did and as it did, heavily em-
phasized certain special lines of thought within the European heritage —
notably Puritanism, Lockian individualism, Newtonian ideas of the work-
ing of automatic harmonies, the late Enlightenment’s faith in the inexor-
able relation of reason and individual effort to human progress. Given the
new lands and opportunities, American society fused these elements into a
new faith, into a new vision of the promise of American life. Oriented
toward building an ever-expanding future spelled out in terms of increas-
ing material welfare, confident of the inevitable progress of man there-
from, glorifying economic achievement, mobility, competition, change,
boldness, bigness, it was a creed designed to fortfy creative and aggressive
entrepreneurship. It was, moreover, a creed that at a moment of unusual
clarity and simplicity was crystallized and codified in the basic symbols
and laws of the Republic. The thrust of national aspirations was therefore
behind the entrepreneurial role.

Finally, any analysis must recognize the extent to which industrial
capitalism and its entrepreneurs have themselves shaped the social order.
Coming into a society still fluid and rapidly spilling over a new land, they
have been able to mold institutional patterns in their interests and their
image to a degree not possible in the relatively hardened social structures
of Europe. This point can be easily exaggerated, however. The extensive
impact of industrial capitalism and its entrepreneurs on American insti-
tutions has been largely since 1850; it cannot by itself explain the favorable
basic institutional frame into which it came.

These social circumstances and physical opportunities created in the
United States a society that has carried further those institutions that
generally favored the growth of capitalism and the entrepreneur in the
western world: Not only the more abstract patterns such as universalism,
rationality, specialization, transferability of resources, worldly orientation,
and the like; but also those most directly related to entrepreneurship —
individualism; competitive economic activity within an impersonal
market; mobility, social and geographical; achieved as against ascribed
statuses, with economic achievement the main ladder of advancement;
emphasis on “success” in a competitive occupational system as the almost
universally prescribed goal; ** money income as a primary reward and
symbol of success; the institutionalization of innovation, risk-taking,
change and growth.

Over the classic period the self-made American businessman has prob-
ably more than any other figure embodied the agreed-on success symbols
of the society. While here too he has in practice often enough sought to
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reduce the area of competition and risk, to protect inefficiency, to resist
change, he has conformed to American ideal patterns in proportion as he
has been an enterprising entrepreneur, aggressive, innovating, expanding,
secking new methods and markets and worlds to conquer.**

The place and role of the businessman has accordingly been funda-
mentally different in European and American society. To an extraordi-
nary degree in America he has not only been free of much of the negative
drag of earlier European ideas and forms, but, positively, the successful
businessman, along with the economic rewards of success and the social
and symbolic recognition accompanying high status, has been able to feel
himself a leader in the national epic, 1n the effort to improve the world
by producing goods and wealth on an ever-expanding scale. All this has
entered into that conviction of mission, that sense of being the carrier
of a freer and better life that has so fortified the American businessman
and that has to this day so baffled the European, businessman and others
alike.*®

Conflicting elements, European and indigenous, were present, of course,
even in the classic American era, and business practice involved any num-
ber of departures from the model we have drawn. But on any relative
scale the American institutional system was overwhelmingly favorable to
entrepreneurship. In terms of recruitment it resulted in relatively open ac-
cess to business careers, and a natural gravitation of talent and energy as
well as status to them. In terms of motivation and behavior, it brought a
drive to aggressiveness and innovation, to growth and unlimited success
that repeatedly overrode the more cautious and restrictive dispositions
entering into business behavior. It is no accident that this kind of entre-
preneurship developed in the society which more than any other has made
culture-heroes of its Carnegies, Edisons, and Fords.

Social structure does not by itself, of course, offer the explanation of
the differences between European and American entrepreneurship. It
constitutes a significant part of the explanation, however; and without
reference to it the differing economic decisions and actions of business-
men in different societies cannot be understood. It rightly focuses atten-
tion on the patterns of economic activity that become habitual, on the
kinds of motivation and behavior that are institutionalized in a given so-
ciety. A range of comparative studies should help us to delimit more
precisely the nature, scope, and mechanisms of its influence relative to
other factors in the economic process. We can get closer to the problem
than simply saying that businessmen are somehow “different.”



II

Bankers and Pashas

International Finance in Egypt in the 1860’s

By David 8. Landes

The account which follows is based on an unusually large and intimate cor-
respondence between two businessmen of the nineteenth century: one,
Alfred André, a leading international financier; the other, Edouard Der-
vieu, the private banker of the Viceroy of Egypt. The letters, which cover
the decade from 1858 to 1808, number over one hundred, something less
than half of them from Alfred André, whose methodical precision led
him to make carbons of his own letters long before the typewriter existed.
They are long, often running to six and seven pages, and are exceptional
in their frankness and articulateness. On the whole, they suggest more the
plain, even blunt, words of confidential conversation than the studied ex-
change of ideas on paper.

The correspondence was found in the vaults of the Bank of France,
where it lay with the old business records of the André bank, now De
Neuflize, Schlumberger et Cie. The officers of this firm, giving proof of
an open-mindedness all the more remarkable in that it meant a sharp
break with French business tradition, were kind enough to open their
archives to a stranger. I am especially indebted in this regard to Messrs.
Costa de Beauregard and Christian Monnier, whose generosity and pa-
tient assistance went far beyond the requirements of hospitality.

So far as the writer is aware, the letters offer the economic historian
his first explicit insight into the methods and motivations of international
finance capitalism as seen through the eyes of two independent figures of
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the highest rank. To the political and diplomatic historian, they offer
firsthand evidence on the role and objectives, hitherto only guessed at, of
European businessmen in the rise of the Egyptian debt, and throw new
light on the responsibility of the Viceroy for the ultimate debacle. Limita-
tions of space make it necessary here to restrict the narrative to one aspect
of the story: the contrast in business behavior between two men of radically
different upbringing and temperament.

1

Scarcity is the greatest alchemist of all. In the seventh decade of the
nincteenth century, a long anticipated yet wishfully unexpected civil war
in America erased at one stroke most of the world’s supply of cotton,
decimated the greatest of manufacturing industries, and turned fuzzy
white fibers into gold.!

To the great mills of Manchester and Rouen, of the Low Countries
and Alsace, the famine came slowly. In 1860, the United States furnished
five-sixths of the entire European supply of cotton. The crop that year was
superb, and merchants in New Orleans and Mobile, sensing the approach
of hostilities, hastened to ship to markets overseas. Haste became fever
after Fort Sumter, and by the end of August 1861 over three million bales
had arrived in Europe to swell what were already large stocks. In the fall
of that year, only a few improvident industrialists had begun to feel the
pinch, and the inefhciency of the Union blockade of Southern ports gave
the manufacturing interests reason to feel that their fears had been ex-
aggerated.

By Christmas, the situation was already changed. There was not yet
a shortage, but new arrivals were few and far between, and the prospect
of a long war in the United States gave little hope of immediate improve-
ment. The price of cotton, which had hovered about 7% pence per pound
during the first half of 1861, went to 12 by October and, after some hesita-
tion, jumped frantically during the summer of 1862. Lancashire was in
agony. Mules and looms stopped; plants closed; thousands of men and
women walked the streets. And while committees were organized to care
for the hungry and royalty set the example in contributing to succor the
unfortunate, crewmen were looting cargoes to sell what had once been a
bulk staple at a black-market price of a shilling a pound. In France, where
the prestige and stability of the Empire had been pledged for the less than
popular commercial treaty of 1860 with England, the very idea of depres-
sion was subversive. As the cotton shortage became more acute, Napoleon
was reported ready to intervene, if need be, to put an end to American
fighting.

The cotton manufacturers, who were losing hard cash daily, exercised
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every ingenuity to circumvent utter paralysis. They made thinner fabrics
— for the first time since Napoleon I, filmy muslins were again the height
of fashion. They imagined marvelous combinations of cotton warp and
woolen or linen weft to shift part of the burden to other textiles. Many
producers found it easier and more profitable to eke out their cotton yarn
with flour and other sizes which increased the weight of the fabric by as
much as 50 per cent.” To no avail. There simply was not enough cotton,
and if America could not furnish it, some other place would have to.

Few places in the world are adaptable to the cultivation of cotton on a
commercial scale. In the 1860’s the only practical possibilities were India
and Egypt, although the great manufacturing powers tried everything,
even Spain and Australia, in their desperation. Of the two, India was by far
the more important for sheer quantity, shipping in 1860 almost six times
as much cotton to England alone as the entire Egyptian crop. Unfortu-
nately, the Indian product was so coarse that, in many cases, textile ma-
chinery had to be readjusted to work it, and so filthy that Surat was a by-
word for cheap, dirty work. Moreover, the agricultural techniques of the
ryot were pathetically backward, and the burden of taxes and the separa-
tion of ownership from cultivation combined to depress them to a level
commensurate with bare subsistence and remove every incentive to ame-
lioration. With the Lancashire mill owners afraid to risk their money in
the improvement and extension of the Eastern crop, and the British gov-
ernment resolved on principle not to interfere with the normal flow of
investment capital, Indian cotton was forced to stand still and watch the
opportunity of a millennium go by.

Like India, Egypt had a long tradition of cotton growing.® And if it is
true that the output of the Nile valley was small by comparison with that
of the subcontinent, this was balanced in part by the superb quality
of the long Egyptian Jumel fiber, second only to the American Sea Island
for the manufacture of fine yarn. On the other hand, the weaknesses
that were to balk efforts to develop the Indian crop were no less a
handicap in Egypt. In ignorance and poverty, in ineptness of method and
persistence in ineptness, the fellah was every bit a match for the ryot. Even
the presence in Egypt of an enlightened despotism to set the example of
efficient cultivation and impose change on the unchanging mass was as
often as not a liability. For, as in all despotisms, the short-range interests
of state and the long-range interests of the economy did not always coin-
cide, nor was power always tempered with understanding, or good inten-
tions balanced with good judgment.

Thus, for Mohammed Ali, founder of the present Khedivial dynasty,
father of modern Egypt, and promoter of Jumel cultivation, cotton was
primarily a source of state revenue. It was the increment yielded by the
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new crop that enabled him to pay for an Egyptian army and navy and
wrest by arms the hereditary pashalik from a reluctant Constantinople.
With these pecuniary objectives in mind, Mohammed Ali pushed the new
plant like a flower in a hothouse. Energetic direction from above worked
wonders. In the three years after its introduction in 1820, the yield of
Jumel went from 300 kilograms to 9 million, far surpassing anything
which the older indigenous varieties had attained. European importers
were delighted with the excellence of the new fiber, which won itself a
privileged position on the markets of Liverpool and Le Havre.

At the same time, however, Mohammed Ali’s efforts to increase his in-
come by controlling every facet of the Egyptian economy gave rise to a
system of monopolies, the most far-reaching of which was his sole owner-
ship of all the land. Nor were his tenants free to pay rent and taxes and
then dispose of the surplus as they saw fit. Taxes were so calculated as to
absorb any visible surplus, and if, through trickery, ingenuity, economy,
or otherwise, the peasant succceded in setting aside some cotton for market,
he was compelled to dispose of it through the agents of the Pasha. Under
the circumstances, the Viceroy dictated his own terms to the fellahin,
terms whose short-sighted cupidity crushed the incentive of those who
had adopted the cultivation of Jumel with enthusiasm in the hope of
greater income. With all possibility of profit gone, the peasant simply
bowed to his masters and went through the motions.

As a result, the phenomenal spurt of the carly years was followed by
decades of hesitant, spasmodic, and, on the whole, limited increases in
quantity, obtained only at the expense of quality. The price of Jumel fell
sharply, and efforts of the Pasha to augment his income by enlarging the
arca devoted to cotton only produced a poorer crop. In 1860, the
total crop was something over 22 million kilograms, and cotton accounted
for only a third of all exports. In spite of the obvious possibilities of Jumel
as a cash crop, in the face of an untapped European demand for a good,
long-staple fiber, Egypt remained on the eve of the cotton famine a food-
producing country, a granary as in Roman times.

On the other hand, a series of reforms in the 1850’ had set the stage
for a new jump in cotton production. The disintegration of Mohammed
Ali’s paralyzing monopolies in the closing ycars of his reign and the aban-
donment of most of his costly experiment in industrial autarchy and mili-
tary imperialism during the rule of his grandson, Abbas (1849-1854), did
much to clear the ground and ease the burden of the peasantry. This new
trend toward laisser faire, in which the incentive of profit would replace
the goad of authority, was consummated by the reforms of Said (1854—
1863), uncle of Abbas, who instituted the payment of taxes in money and,
as an indispensable corollary, permitted the fellah to grow, buy, and sell
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what, where, and as he pleased.* At the same time, he changed the sys-
tem of property from an onerous usufruct to a regime of de facto private
ownership, giving the peasant the right to acquire and alienate land at will.
The curve of cotton output began a slow but steady rise that contrasted
sharply with the jagged fluctuations of the preceding decades. When the
cotton famine came in 1800, Egyptian agriculture was ready for it.

Seen in larger compass, this growth of Egypt as a center of cotton cul-
tivation was only one aspect of a national renaissance, a great awakening
from the sleep of centuries. When Napoleon landed at the mouth of the
Nile in 1798, he found the husks of civilization, a people in weary bondage,
the crumbling remnants of a long-forgotten past. So well forgotten, indeed,
that when Napoleon brought his carriage ashore, he was, according to
some sources, reintroducing the wheel to Egypt.?

The invasion of the French expeditionary force was the shock that
finally waked the country from its torpor. For one thing, it decisively un-
derminced the authority of the Mamelukes, setting the stage for Mohammed
Ali and political independence. For another, it brought to the attention of
a few Egyptians the advances that science and industry had made in Eu-
rope, the degree to which time had passed them by. And conversely, it
brought Egypt to the attention of the Western world.®

In this, of course, Napoleon was only anticipating the inevitable. The
absorption of Egypt into the arena of European political and economic
rivalries was implicit in the aggressive, expanding character of Western
technology and business. The long isolation that had followed on the
Portuguese discovery of the sca route to India was impossible in an age of
steam and finance capitalism.

Strangely cnough, it was the weakness of the carly stcamboats which
made Egypt the pivot of the trade routes of a new age. Steam could not
compete with sails in the long haul around the Cape in those early days
of low-pressure boilers and paddle wheels, but it was 1deally suited to short
voyages in the Mediterranean and Persian Gulf. To be sure, all this re-
quired transshipment at the Isthmus, but for articles of high value in
proportion to weight, the time saved more than compensated. Besides,
there was always the possibility of a railroad or canal to link the Red Sea
and the Mediterranean.

As early as 1830, the East India Company planned a steam service be--
tween Bombay and Suez, to connect at Alexandria with other ships com-
ing from England. By 1834, the two sections were in operation, joined by
an organized system of overland transport. Within the next decade, four
new steamship companies had entered the field, and the trip from England
to Alexandria had been reduced from forty to fourteen days. Hotels were
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built at Alexandria, Cairo, and Suez; steam tugs were brought in to draw
the passenger barges up the delta canal, and steamboats to ply the Nile
from Afteh to Cairo. The road from Cairo to Suez was improved to
allow the passage of wheeled vehicles. The overland stage, which had
once required anywhere from five to eighteen days, was reduced to as
low as three.

Much of this improvement was due to the active codperation of Mo-
hammed Ali, who, in his desire to make Egypt a powerful nation, stood
ready to encourage every effort to introduce the material advantages of
Western civilization. Sometimes, of course, his enthusiasm for the creations
of European technology blinded him to the facts of economic life.
Egypt was not suited then, or now, to the sort of industrialization he en-
visaged. Even before his death, the sugar mills, forges, and cotton facto-
ries he had built lay rusting in the fields and in the desert. Nevertheless,
these abortive efforts did much to educate the population to new ways
and, what is probably more important, to direct the attention of Europeans
to a new field for business activity.

The xenophobic reaction of his successor, Abbas, did much to nullify
the accomplishments of the preceding decades. The new ruler, whose
beneficence toward the lower classes has done little to improve his viciously
reactionary name in history, carried a justified resentment of the incursions
of Westerners to unfortunate extremes. For Abbas, it was not enough to
stop work on the Nile dam. He had to destroy what had already been
built. The schools of Mohammed Ali were closed; the canals, permitted
to silt up; the irrigation system, neglected. Only once did Abbas, bowing
to the exigencies of foreign policy, deviate from his unrelenting assault
on the innovations of European technology. In 1851, his autonomy en-
dangered by the pretensions and threats of Constantinople, he bought the
support of England by conceding to a British firm the construction of the
long-awaited railroad from Alexandria to Cairo.

Said, the successor of Abbas, was in all respects the antithesis of his
dour, surly nephew. Personable and cultivated, he had been educated by
his tutors to appreciate and admire the accomplishments of Western civili-
zation. He was like his father in his sincere desire to improve the condition
of the population and raise Egypt to the status of a great power, and his
reign definitively consecrated the program of modernization so nearly
vitiated by Abbas.

In 1854, the electric telegraph replaced the semaphore towers along the
road from Alexandria to Cairo. The railroad from Alexandria to Cairo,
after some four years of work, was finished in 1856, and in 1856-57
another line from Cairo to Suez completed the trans-Isthmus link.
Around the middle of the century, French interests introduced the first
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modern flour mills, and English capitalists organized a corporation to
supply pure water to the burgeoning population of Alexandria. With
agricultural output climbing, exports rose to match the increasing demand
for the machines and other products of European industry. During the
five years from 185051 to 1854—55, Egyptian exports averaged £2,329,600;
during the next five, £2,954,200. Imports similarly rose from £2,000,000 to
£2,700,000 per year.

At the same time, through traffic on the Mediterranean route to India
boomed, and for the first time since Roman days Alexandria was again
one of the world’s great entrepdts. The ancient city, which possessed the
only harbor in Egypt where the large seagoing vessels of Europe could
moor, grew from a small, somnolent town of possibly 10,000 at the time
of the French invasion to a city of some 150,000 by the decade of the
1850’s.” The volume of traffic, especially during the rush season that fol-
lowed the harvest, outstripped the physical facilities of the port and the
capacities of even so fast-growing a population.

The harbor was a forest of masts and funnels, a confusion of long-
nosed xebecs and swift feluccas from the inlets and archipelagoes of the
Mediterranean, of proud schooners and brigs from Marseilles and Genoa
and small lateen-rigged tartans from the ancient trade centers of the
Levant, of the mighty paddle-wheelers and screw steamers of Liverpool
and Le Havre and the humble harbor tenders and barges of Egypt.

The docks, such as they were, were crammed to overflowing, with bales
of cotton heaped high_ pell-mell, crates of machinery and immigrants’
trunks, cases of cloth and chests of tea, bags of spices, sacks of grain, all
the products and impedimenta of East and West meeting and parting at
this crossroads of world trade — the whole scattered in profusion on the
lumpy cobbles and dusty earth, overwhelming the docksmen and drivers
and carters, who tried vainly to make animal strength and human muscle
do where cranes and freight cars were desperately needed.

In little over half a century, Egypt had come a long way. The quiet
eddy, by-passed by centuries of history, had been caught up in the main
stream and was rushing headlong to make up the lost time. When the
cotton famine came in 1861, Egypt was already in the throes of an eco-
nomic revolution.

Opportunities have rarely lacked for ambition, nor wealth for appetite,
nor gold for greed. With the good and evil of Westernization came the
best and worst elements of the European and Mediterranean world:
bankers and usurers, merchants and thieves, staid English brokers and
mercurial Levantine peddlers, proper clerks for the offices of the Penin-
sular and Oriental, painted harlots for the Square of the Consuls in Alex-
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andria,® dedicated scholars for the temples of Abydos and Karnak, cut-
throats and confidence men for the alleys of Cairo.

When Napoleon came to Egypt in 1798, probably less than one hun-
dred Europeans lived in the entire country, most of them traders in cen-
ters like Alexandria and Rosetta. As late as 1821, the first year of Jumel,
there was only one British cotton house in Alexandria, a city that would
one day abound in them. The first big immigration came during the
1820’s and 1830’s, when Mohammed Ali imported businessmen and tech-
nicians of all sorts in his program of industrialization. After a slight in-
terruption during the reign of Abbas, the stream of forcigners resumed
under Said — from 1857 to 1861 over 30,000 newcomers entered Egypt on
the average every year.

But it was the combination of Suez and the cotton boom that turned
an influx into a gold rush. In 1862, 33,000 foreigners arrived; in 1863,
43,0005 in 1804, 56,500; in 18065, 80,000. Not until cotton finally collapsed in
1866 did the steady crescendo pause and fall off to 50,000.

This rush of visitors and immigrants cannot be understood without
reference to the privileged position of foreigners in the Egypt of the nine-
teenth century. For the citizens of the great powers across the seas, Egypt,
if nominally independent, whether in its own right or as a province of
the presumably independent Ottoman Empire, was in fact a colonial ter-
ritory. In this poor shadow of a nation, the Englishman or Frenchman,
Prussian or Austrian could tread heavily. secure in the knowledge that,
whatever he did, might made it right.

In 1840—41, the same treaties that ended Mohammed Ali’s attacks on his
Turkish overlord and consecrated the hereditary character of his pashalik
established a set of independent consular jurisdictions which effectively
removed the foreigner from the control of the Egyptian state.® All actions,
civil or criminal, brought by Egyptians against foreigners were tried by
the latter’s consul in accordance with the latter’s law, and all actions
brought by foreigners against Egyptians were backed by the overt pressure
of their national governments. The outsider simply could not lose, unless
caught flagrante delicto.

The gates of corruption were opened wide. An arrangement pur-
portedly intended to protect the European in his unwitting difficulties
with an alien law and civilization was almost immediately subverted into
an aggressive encroachment on Egyptian sovereignty. As soon as it was
apparent that the Egyptian government was incapable of resisting threats
of force, one consul vied with another in pressing the most importunate,
the most fantastic, claims against the harassed treasury. Moreover, not only
was the representative of Austria prepared to defend the causes of all
Austrians, or the representative of France those of all Frenchmen, what-
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ever their intrinsic merit, but he was generally ready — for a reasonable
sum, of course, or a percentage of the spoils — to plead the case of any-
body, alien or even native. Worse yet, the consuls themselves were usually
only businessmen with their own pecuniary interests, to which the duties
of their office were inevitably subordinated.

The result was a spoiler’s field day. Nothing was too far-fetched or
unreasonable to serve as an excuse for a raid on the Viceroy’s purse. If a
man was robbed because of his own negligence, it was the fault of the
government for not maintaining law and order. Indemnity. If a man sailed
his boat poorly and caused it to founder, it was the fault of the govern-
ment for leaving the sandbar there. Indemnity. The story is told that
once, when Said was in conversation with a European businessman, he
interrupted their talk to order a servant to close the window. “If this
gentleman catches cold,” he said, “it will cost me £10,000.” 1°

In the last analysis, however, those foreigners who were content to
plunder the treasury only when they had suffered real or imagined losses
were playing for petty cash. The real stakes lay in concessions and con-
tracts, for the construction of public works, the creation of public services,
the purchase of supplies, and almost any other governmental function
within the realm of imagination. For the fact was that for all his abusive
presumption, the foreigner was indispensable. Only Europeans could
supply the capital and know-how to build the tools and structures of
modern civilization and perform the multitude of unfamiliar operations
that had grown out of intimacy with the Western World. The Euro-
peans knew it too, and they demanded and received every farthing that
the traffic could bear.

This great rape of the Egyptian treasury was closely connected with
the particularistic character of the society and economy. Government in the
Egypt of the nineteenth century was personal, centering almost entirely
in the Viceroy and his family, and authoritarian, with little if any concept
of a continuing, sovereign body of law. Public offices were not the im-
personal embodiment of public functions, but private properties exploited
by their holders for whatever they would yield. Business was, in the soci-
ological sense, irrational, resting on traditional practice and on subjective
as against impartial market criteria. In general, position and prestige de-
pended not on achievement or merit, but on relations and background,
not on what you did, but on who you were.

As a consequence, success in the great Egyptian concession hunt was
not to the fastest, or cheapest, or fairest, but to the canal builder who knew
the Viceroy from childhood, or the merchant who dined with the Minis-
ter of Public Works, or the promoter who slept with the mistress of the
nephew of the Minister. On the more exalted levels of the administrative
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hierarchy, friendship and influence could be bought with timely services,
tactful kindnesses, tasteful gifts. With minor functionaries, crass bribes
were at least as effective.

Much, of course, depended on the character of the ruling Pasha. Mo-
hammed Ali, who accepted the principle of business based on friendship,
was nevertheless far from an easy mark. Despite his affection for merchants
like Briggs and Pastré, he tried with some determination to handle his
sales of Jumel on an impersonal auction basis. Abbas, in his detestation
of all things foreign, was even less susceptible to alien blandishments, al-
though at the same time less resistant to alien pressure. It was really not
until the accession of Said that the floodgates were opened. Good natured
and debonair, Said lacked the unlettered shrewdness and canny judgment
of his grandfather. He was anxious to please, too anxious, for he simply
did not know how to say no. No proposal was too fanciful to be con-
sidered; no promoter too disreputable to be heard. Things reached the
point where people sought concessions despite their inability to carry
them out, indeed precisely on that account, for a canceled contract, what-
ever the justification, was certain to bring an indemnity. And what indem-
nities! One plaintiff, at once a merchant and Consul-General of Belgium,
demanded the unconscionable sum of £3,000,000 because Said had reneged
on a verbal promise, allegedly made by Mohammed Ali over a decade be-
fore, to concede him the handling of goods in transit across the Isthmus.
Before the campaign of agitation, appeals, and pressure was over, Said
was glad to buy the tardy claimant off for 3,000,000 francs. And this was
a trifle by comparison with the burden that the concession of Suez would
one day impose on Egypt.

When the cotton famine came, it was open season on the Nile, and one
of the hunters was Edouard Dervieu.

I

Alexandria, 25 December 1858
My Dear André:
. . . Our dream is still to go and retire in our native land, as soon as a small
fortune will permit it. Very fortunately, I have no complaint about having quit
the Messageries. My little deals have done well, and I have begun to put some-
thing aside.

Edouard Dervieu was the descendant of one of those families of small
businessmen which formed the backbone of the old French bourgeoisie.
His ancestors of the seventeenth and eighteenth centuries had been tailors
at Condrieu, a country town on the banks of the Rhone not far from
Lyons. One branch of the family, prosperous and ambitious, had left the
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shop to purchase the dignities of office and noble rank. The ancestors of
Edouard Dervieu had remained content with the less brilliant but more
enduring rewards of slow, prudent mercantile accumulation. From tailors
they became drapers; from drapers, fabricants; from fabricants, négociants
and citizens of Lyons.

Robert Dervieu, the father of Edouard, was born in 1795 into an age of
ferment and change. Perhaps it was the iconoclastic spirit of the times that
led him to break with the bourgeois traditions of generations and strike
out along new paths of business enterprise. Perhaps the family had suffered
financial reverses during twenty-five years of revolution and war, and
some new, exceptional effort was required to restore their fortune. The
record does not say. In any event, Robert Dervieu, after serving in the
army until well after the general demobilization of 1815, abandoned the
dour, Jansenist industry of Lyons for the colorful, volatile commerce of
Marseilles, where he became a partner with an uncle in the mercantile
firm of Barry, Dervieu et Cie. But cargoes of wine and consignments of
cloth did not suffice; from the start, Dervieu was interested in the possibil-
ities of Algeria as a field for enterprise. He bought property in Algiers
and became alderman of the aty and a spokesman for Franco-Algerian
business interests. He acquired lead mines, promoted under the Second
Empire at least one corporation for their exploitation, and became the
friend and business associate of some of the outstanding merchants of
Marseilles.

Edouard Dervieu, his second son, was born in Marseilles in 1824. The
boy grew up in a family in transition from one level of wealth and status
to another. When he reached maturity, the new Dervieu patrimony had
not yet crystallized in the solid, hereditary form suitable to the creation of
business dynasties. Like his father, Edouard was to spend his life making
his way up the social and economic scale, seeking his fortune and seizing
the main chance in France and throughout the Mediterranean.

Thanks undoubtedly to family connections, he began as an office execu-
tive, an early example of the business bureaucrat so familiar today. In
1843, when only nineteen, he was director of the Oran agency of the Bazin
steamship line. After an interlude as head of his father’s mines from 1848
to 1851, he returned to the shipping business, directing a succession of
agencies of the Messageries Maritimes in Greece, Syria, and finally in
Egypt.

In this way he accumulated some means, enough to persuade him to
strike out in business for himself. More than that, however, he had two
important friends, his father-in-law, Koenig Bey, once the tutor and now
the private secretary of the Viceroy Said, and Alfred André, the head of
one of the leading private banks of Paris. The one gave him entrée into
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the court circles of Egypt; the other, into the money markets of Europe.
It is hard to say which was the more valuable."

Dervieu’s first major venture, one that derived directly from his experi-
ence with the Messageries, was the Medjidjié, a steamship firm whose
capital had been subscribed in 1856 by the Viceroy and other members of
the royal family. Two years had not sufficed to collect on the unpaid
shares. The company had nevertheless held its own and, with four ships,
was preparing in 1858 to exploit the Red Sea traffic, always dependable
thanks to the annual pilgrimages to Mecca.

Besides my direction of the Medjidjié, I have several other small commercial
and industrial affairs which are doing well. I give you all these details becausc
I know your interest in me and because I am convinced that you will be pleased
to learn of my successes in the new path T have taken.

Dervieu’s prosperity was all the more commendable in view of a cer-
tain stagnation of Egyptian trade in 1858.'

. so far as I am concerned, I want very much to sce the Sucz Canal put
through. This enterprise would bring a lot of capital into Egypt and would
certainly be the making of prosperity for the country. We need it. As I men-
tioned to you above, the last financial crisis has ruined our trade; the stagna-
tion of business in Egyptian wheat and cotton has weighed heavily this year on
our imports; and the overall total of transactions in Egypt in 1858 will not
have amounted to a half of the average of the preceding years. Morcover, the
Egyptian government is deep in debt. The Viceroy has wasted a pile of mil-
lions since he is in power. He owes almost ten months’ salary to his employes
and he has let himself be taken over by a few individuals, who have caused
him in that way to hate Europeans.

Fortunately, Dervieu was not among those hated. Good times suc-
ceeded bad, and in the Egypt of 1860 it was hard for a friend of the royal
family not to be successful. In December of that year, Dervieu set up his
own banking firm. He dealt mostly in commercial paper, in cotton bills
and Egyptian treasury notes. The latter, especially, were a profitable field
of enterprise for the banker who could find his way in the maze of the
Egyptian administration. Since the impecunious government of the Pasha
was never in a position to pay its officials in cash, it was compelled to resort
to paper promises of varying maturity and sincerity. These were eventually
redeemed, but how and when depended on circumstances. Banking, under
such conditions, was an art and a branch of politics. Dervieu apparently
held his own at both.

Alexandria, 12 March 1862
My dear André:
... You will have noted from the relations of my firm with yours that I have
been taking every opportunity to increase our dealings. We owe you this credit,
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that no one, either at Paris or Marscilles, treats us better than you. Your dis-
counts are always !4 percent less than those of your colleagues, the other
bankers. Thus not only because of the good friendship which binds us, but
also in our own interest, our relations with you are most precious.

Dervieu was a sincere, candid person. This remarkable, almost un-
businesslike frankness is evident throughout the correspondence. The tie
with André was a precious one, and would have been so even at the
regular discount rate. A European correspondent was indispensable — to
collect the notes that Dervieu discounted, to pay the holders of Dervieu’s
paper, to dispose of Egyptian bills on the European market, and so on. All
this was a small beginning to be sure, but Dervieu had alrcady come a
little way from the “small fortune” of 1858. He was beginning to think
of credit.

You must have judged our way of working by the choice of paper which we
send you. [ told you in Paris that, before asking you for credit, we wanted to
gam your confidence. Have we reached that point? I should be pleased to read
it in your own hand.

He was also beginning to think of allies and syndicates.

I recently took the liberty of recommending Messrs. Oppenheim to you.
I did it without fear because 1 knew that with these gentlemen there was noth-
ing to fear.

This was the start of a long and checkered association. Hermann and
Henri Oppenheim were financiers by birth and tradition. While they may
or may not have been related to the great dynasty of that name in Cologne,
the Oppenheims’ business ties were with Frankfurr and the powerful house
of Fruhling and Goschen in London. The two had just founded the bank
H. Oppenheim, Neveu et Cie at Alexandria with a capital of £150,000 as
a companion to firms in London and Paris. Like Dervieu, the Oppen-
heims had useful connections at the Egyptian court.

You probably know that Messrs. Oppenheim had assumed the administra-
tion of the fortune and properties of the Prince El-Hami Pasha, son of Abbas.
The Prince died last year after having squandered his fortune, and it was as-
serted at the time that the Oppenheims had contributed to this in no small way.
The Viceroy named a commission to liquidate the estate of the Prince, and this
commission recognized and affirmed that the administration of Messrs. Oppen-
heim had been most honest and upright. Another judicial commission was
named to estimate the damage and indemnities due to M. Oppenheim for
breach of contract, which the executors have not wanted to maintain, or rather
have not maintained, since it was necessary to sell the properties to pay the
debts. This commission has just rendered its verdict awarding an indemnity
of £93,000 to M. Oppenheim.
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Dervieu omits to mention that special commissions of this sort, com-
posed in the majority of Europeans, were standard procedure in litigation
between foreigners and the Egyptian government or its high officials.
They lent an air of impartial justice to the most inequitable proceedings.
Even in Egypt, however, such a verdict was hard to swallow. It was bad
enough to mismanage the Prince’s fortune and abet its dilapidation. But
then to sue for breach of contract because the presumably unintentional
death of the unfortunate client had precipitated the settlement of his debts!
The breath of scandal was to stick to the Oppenheims throughout their
career in Egypt.

To be sure, £93,000 was only a drop in the milking of the great, patient
cow of the Nile. Henri Oppenheim, who was more or less in charge of
the Egyptian firm, was interested in bigger things.

M. Oppenheim is leaving at the same time as this letter for Paris and Frank-
furt; he is taking with him the contract of the loan which he has just signed
with the Egyptian government and which he is going to present for ratifica-
tion to a syndicate of German bankers, at the head of which is the Bank of
. . . |Saxe-Meiningen]. This loan, which is for forty million francs, is an
excellent affair.

An excellent affair indeed. The loan, originally for forty millions, was
increased to sixty when the former sum was seen to be grossly insufficient.
For its sixty millions, which it needed to consolidate its chaotic floating
debt, the Egyptian government agreed to pay 198 million francs over thirty
years. These annuities were secured by the state revenues, especially those
derived from the most fertile provinces, those of the Delta.’®

You can sce, therefore, that from the standpoint of integrity and fortune,
these gentlemen offer every guarantee, and my information must coincide with
yours, since you have accorded them the credit of 500,000 fr. requested by
telegram.

Dervieu was also prospering, though more discreetly. His new bank
gave a dividend of 18%4 per cent on its one millon francs of paid-in capital
for the first year of operations. His house represented in the new loan, for
one-fifth the total amount, the Egyptian element, comprising the local
business houses and that small group of native landholders and officials
being initiated into the mysteries of international capitalism. He himself
subscribed the modest amount of 300,000 francs, esteeming his nominative
share of 20 per cent more than enough for purposes of prestige. This
marked Dervieu’s first important departure from the commercial banking
on which he had built his fortune. It was a long stride on the high road to
royal finance.
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We have participated with M. Oppenheim in a fairly important operation
with the Prince Mustapha Pasha.'* We are lending him 4,500,000 francs, at
ten percent, payable in nine years at the rate of 500,000 francs a year, with
interest calculated semi-annually. We have taken the liberty of indicating in the
contract that interest and amortization would be payable by your firm in Paris,
and that the sums should be deposited by the Prince in our hands one month
prior to maturity, so that we could get them to you in time. The Prince will
carry as a result both our expenses and yours. . . The annual payments will
be represented by letters of exchange signed by the Prince. We have as col-
lateral the amount of his revenues and harvests in Egypt, all of which is to be
deposited in our hands, and to that end we are opening for him a current
account, bearing interest at 12 percent if the balance is in our favor. The affair
is a good one, and offers all the security desirable.

This, again, was apparently Dervieu’s first venture in personal loans on
such a scale. It was a type of business that could prove extremely profitable
at prevailing rates of interest, and besides, there was always the good will
of the borrowers to consider. As for the latter, the improvident and
prodigal grandees of the viceregal court, they found it so easy to affix their
signatures to slips of paper that the whole process must have seemed an
excellent way to get money for nothing. Egyptian notes began to circulate
in increasing quantities on the markets of Europe.

André was pleased with the growing importance of his Alexandrian
account, and only too glad to express his pleasure “in his own hand.” His
reply was the long-awaited promotion that raised Dervieu from cash-on-
the-barrel into the debtor class.

Paris, 28 March 1862

My dear Dervieu:

. . . I'can also tell you that I am pleased to see your good intentions to further
our business relations, and we ask no better than to help you, by offering certain
facilities, in giving them the extension we seek. Let me simply remind you that
when it was a question between us of the amount of credit you would want to
have at your disposal, I told you that our custom was to proportion the impor-
tance [of this figure] to that of the independent current transactions passing
through our hands. Now, if we follow this ordinary rule of proportion in
your case, we could not, considering the columns of your account, give you
more than a relatively insignificant credit. But then, I understand that the trans-
actions in which you are participating at this moment are a little exceptional
and that they represent perhaps a vein which it is important for you to exploit.
I have, therefore, just placed at your disposal a credit by acceptance of 100,000
francs, which you can mention in your next official letter to our house. Our
commission will be the customary % percent on this part of your account,
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The year 1862 was a busy one, and Dervieu went quietly on his way.
Presumably, the credit offered by André sufficed for the moment. In any
event, there are no more letters until eight months later.

Alexandria, 5 November 1862

My dear André:

... I hope that on your side, my dear fricnd, you will have been able to
judge by our manner of working the full extent of our prudence and of our
desire to earn for ourselves a good name and an unquestioned reputation for
faithfulness and integrity. We could have thrown ourselves in, with our friends,
the Oppenheims, on a vaster stage, but we have preferred to remain content
with our regular train of affairs on the Alexandria market. We undertake less
than they, but we work more surely.

Dervicu knew what he was saying. Such zealous prudence was ideally
calculated to impress his colleague in Paris. The scion of seven generations
of Huguenot bankers, Alfred André found himself in 1862, at the age of
thirty-five, the effective head of Marcuard, André et Compagnie, the oldest
private bank in France and perhaps on the continent. It dated from 1667,
when David André, a religious refugee from Nimes, founded a merchant
house in Genoa. The new firm, which engaged particularly in the ship-
ment of leather goods and textiles to and from France and central Europe,
and in the importation of colonial products, prospered, and the merchants
soon became merchant-bankers. Their financial activities grew directly out
of their commercial relations: arbitrage and change, commodity loans and
consignments, the discount and acceptance of short-term paper. Here the
international fellowship of the Huguenot exiles was invaluable — no group
was in a better position to deal with known and reliable correspondents
in every European center. The bank in Genoa extended its operations,
gave birth to offshoots in London and Geneva, even went so far as to
underwrite on occasion large personal and industrial loans.'®

At the end of the eighteenth century, the Revolution had made France
once again a safe place for Protestants, while the campaigns of Napoleon
left an Italy decidedly inhospitable to international business. In 1800, there-
fore, the bank of Genoa was liquidated and a new firm established in
Paris. There the family continued its traditional operations, concentrating
at first on Franco-Italian trade, but gradually widening the sphere of its
relations.

It was after the fall of the Empire, however, that the house firmly estab-
lished itself as one of the most influential in Paris. Extending its activities
to include participation in French and foreign government loans and in-
vestments in industrial undertakings, André, Cottier et Compagnie, as it
was then known, was a full-fledged member of the Haute Banque, that
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small group of houses, for the most part Protestant, which dominated the
French money market. These private banks derived their power, not from
their resources, which were almost always extremely limited, but from
their impeccable reputation for solidity and prudence, a reputation gen-
erally based on generations of banking experience and generations of kin-
ship solidarity. Names like Mallet, Hottinguer, and André meant more
than wealth. They stood for tradition, international alliances, unimpeach-
able integrity. On a commercial bill, they implied more than the simple
ability of the bank concerned to honor its signature. They meant — and
this was far more important in the intensely personal business world of
the day — that the house in question would never have given its signature
if it had not had the means to honor it.

As a result, these banks formed a sort of aristocracy of their kind. There
were to be wealthier firms, more enterprising financiers. But it was the
Haute Banque which in the last analysis commanded the clientele and
controlled the purses of France’s capitalists. When a new loan was floated,
a new corporation launched, their codperation was indispensable. Their
representatives throned over the Bank of France, the leading insurance
firms, the big railroads. And when the great joint-stock banks of the Sec-
ond Empire rose to push them from the center of the stage, they lost only
in relative importance. These new, giant corporations fed on the previously
untapped purses of the middle classes; the Haute Banque retained the
portfolios of France’s rich, who would trust their funds nowhere else.
Even today, these dynasties — for ancient and powerful families like these
are nothing less than dynasties — remain the trustees of France’s great
private fortunes.

Louis-Edouard-Alfred André fitted the traditional pattern perfectly.
The son of Marie-Jean André, banker and receveur des finances, he re-
ceived as a boy the usual education of his group, a strict grounding in
Protestant schools and a practical commercial apprenticeship. These two
influences set the tone of his character. Devout and righteous, ascetic and
purposeful, André was at once the image of Weber’s Calvinist and the
epitome of the French private banker. Active in church and affectionate
with family, he nevertheless dispensed charity with puritan severity and
tempered personal sentiment with practical calculation. In business he was
cautious and conservative, a firm believer in the antique virtues of arbitrage
and exchange, of ¥4 per cent and the go-day note, profoundly convinced
that good banking rests on unshakable liquidity and the proportioning of
ends to means. Above all, he had faith in character first and money second;
a risk was only as good as the man behind it. He had old-fashioned
notions, the idea that a contract was a contract, that a man’s word was as
good as his signature, that debt was abhorrent and a sign of moral weak-
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ness, that slow and steady wins the race. Alfred André could never have
made a cent in Egypt.1®

In Alexandria Dervieu was making money hand over fist. The divi-
dend to the partners in his bank was 15 per cent for the first half of 1862
alone. It rose to 19 per cent for the second half — this in spite of the fact
that capital had been increased from one to three million francs. Most of
these profits were still derived from what the merchant bankers of the
period would have described as normal operations: arbitrage, exchange,
the discount and acceptance of short-term paper. The commissions were
small, but the volume was enormous and grew with the cotton boom,
especially since actual transfers of funds were absurdly complicated and
every intermediary took his slice.

But Dervieu was already well on his way to the higher sphere of royal
banker. His letter of 5 November continued:

At the moment we are soliciting His Royal Highness the Viceroy to be
charged with the payments which he sull has to make to the Comptoir d'es-
compte. It involves 7 million francs a year for three years to come, at the rate
of 1,750,000 fr. per quarter.!'”™ We have some hope of obtaining this operation,
on conditions that are less than brilliant, to be sure, but sull quite pretty rela-
tive to the importance of the sum concerned. We nced in that case a banking
firm in Paris to whom we could make our remittances in advance, so that it, in
turn, might discount them and effect the payment to the Comptoir. We have
naturally thought of you, and I should like to ask you, in casc our plan is
realized, if you would not consent, in view of the importance of the affair, to
reduce your banking commission from }4 to 8 per cent. This reduction, you
understand, would cnable us to make several additional concessions to the
Fgyptian government, to make sure the deal does not get away from us. 1
should appreciate it very much if you would send me a few words in reply by
return mail.

Dervieu was obviously still a neophyte, talking of concessions to the
Egyptian government. André’s answer was prompt and to the point.

Paris, 14 November 1862

My dear Dervieu:

... I only wanted to speak to you today of the major inconvenience from
our point of view of handling for you, at the reduced commission which you
suggest, the affair which you have in prospect and which I should be delighted
to see pass through your and our hands. Up to now, we have always felt
obliged to reject all requests of that nature, requests often made us by excellent
houses in France and abroad who would like to work major transactions
through us. Not more than a week ago, we had to reply negatively to a similar
request from your neighbors, the Oppenheims, with a view to facilitating the
shipments of gold which we have been making to them for some time on an
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important scale. Now if there is any business where concessions are called for,
it is the operations of arbitrage and exchange rather than those necessitated by
the unreasonable demands of a government which can and must pay. I hope,
my dear friend, that this small difference (whose importance is multiplied
for us by a question of principle) will not prevent you from obtaining and
working the transaction in question through us and will not prove an obstacle
to the success of your negotiation.

Alfred André was nobody’s fool. If Dervieu was ready to accept the
Viceroy’s notes and enable the latter to pay old debts with new, he had no
objection to handling Dervieu’s payments at the Paris end for a commis-
sion. But he could not see why he should pay for Dervieu’s eagerness to do
the Egyptian government a favor.

The letters give no indication of the result of this negotiation, but we
may feel sure that if Dervieu did eventually make the payments through
André, he did so on André’s terms. After all, it was a question of principle.

There were to be other clashes between Dervieu’s opportunism and
André’s principles. On January 26, 1863, the latter addressed his friend in
aggrieved tones:

My dear Dervieu:
.. . One word more, however, before ending, a word which I should prefer
not to have to write to you.

Why, may I ask, do we have the misfortune to sce in circulation notes
drawn by your firm on a young man who is starting out with all the ardor of
his youth and his fortune stll to be made? What do Messrs. E. D. and Cie
| Edouard Dervieu] need with a third correspondent in Paris, and especially
a correspondent like M. de B. [Blonay]? In view of relations like ours and our
cagerness to place ourselves entirely at your disposal, I confess to you that I
have been very pained and that I prefer to tell it to you frankly and hope that
you will answer me likewsse . . .

André had good reason to be disturbed. He could hardly feel secure
about his advances to Dervieu if the latter was going about accumulating
liabilities to other bankers without his knowledge. Besides, Blonay was
not just another banker. He was a newcomer whose fortune was “still to
be made,” an interloper whose ambition obviously conflicted with profes-
sional ethics. No member of the Haute Banque would have dealt with
one of André’s clients without his consent and codperation.

Alexandria, 9 February 1863
My dear André:
.. . I was pleased to hear your reproaches concerning our drafts on M. de B,,
and should be delighted not to deserve them any more. But with our business
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expanding every day, we need credit on Europe more than ever. We have only
three credits at the moment, 100,000 fr. with you, the same with Roulaud, and
150,000 with Blonay. We give our ninety-day notes only when people want
them and when the difference of the exchange with commercial paper leaves
us 1 to 1% per cent profit. Without flattering oursclves, our paper is very
much sought after, and we are very sober about giving it. But now that we are
almost certain of sharing half-and-half with Oppenheim all the transactions of
the Egyptian government, we must necessarily figure on credit requirements
and we must place ourselves in a position to satisfy them. Oppenheim, who owes
to us his new place with the Viceroy, has offered to get us credit with Hom-
berg.!® We answered that we did not think that would be necessary, counting
thus on you. I have made a special effort with your firm to prove that we de-
served your confidence; with Roulaud and de Blonay, I have simply used the
credit T had, when T had to. . . In a word, we deal with you in everything
that we have to do with Paris, but when we have reached the limit of the
credit which you have extended us, we draw on other correspondents. There
1s the key to the riddle, my dear friend, it is simply up to you not to have to
guess at others of the same sort. . . we ask nothing better than to work with
you, but in that case, increase the blank credit which you make available
and rest assured that you have nothing to fear.

You must have remarked from the choice of paper which we remit to you
as security how prudent we are; we act that way in all our transactions. Today
we can say, without flattering ourselves, that we stand with Oppenheim at the
head of Fgyptian banking, and a sull brighter futurc lies before us under the
reign of L. R. H. Tsmail Pasha, with whom we were very close before his ac-
cession to the throne.

Edouard Dervicu could afford to adopt this high and mighty air. As
we have scen, 1862 had been a banner year. The hesitations, the inevitable
delays in switching to cotton from traditional crops were quickly over-
come 