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Foreword

r[‘m; PRESENT STUDY is part of a coOperative project for
investigating the causes of war initiated by the Social Science
Research Committee at the University of Chicago in 1927.
While it is planned to publish a general summary of the
results of the investigation, thosc special studies which have
an independent interest, of which this is one, are published
as they are completed.!

The project began with no theory of the causes of war
but with a series of approaches suggested at several meet-
ings by members of the departments of political science,
economics, history, sociology, anthropology, geography,
and psychology at the University of Chicago in the spring
of 1926. Certain of these suggestions were selected for de-
tailed study by rescarch assistants working under the direc-
tion of members of the University staff or by members of
the staff itself, but such unity as the project may eventually

'Those published to date as books or articles include, in addition to the
present volume and several preliminary studies by Mr. Staley which have
appeared in journals: Frederick L. Schuman, War and Diplomacy in the
French Republic, New York, 1931; Harold D. Lasswell, # orld Politics and
Personal Insecurity, New York, 1935; Hazel C. Benjamin, “Official Propa-
ganda and the French Press during the Franco-Prussian War,” Journal of
Modern History, June, 1932; James T. Russell and Quincy Wright, “Na-
tional Attitudes in the Far Eastern Controversy,” American Political Science
Revieaw, August, 1933; Philip Davidson, “Whig Propagandists of the Ameri-
can Revolution,” American Historical Review, April, 1934; Schuyler Foster,
“How America Became Belligerent; a Quantitative Study of War News,
1914-17," American Journal of Sociology, January, 1935.
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acquire will be a result of final synthesis rather than of ini-
tial analysis.

The studies planned included several on the influence of
economic activities upon international conflict and war.
Among such activities the investment of capital across na-
tional boundaries has been considered by many writers a
leading source of international friction. It has often been
argued that capitalists in the developed countries seeking
new opportunities for the possible investment of funds turn
to the weak and backward areas. They induce their govern-
ments to offer diplomatic, naval, and military assistance,
frequently leading to hostilities with the local government
or even to wars with rival imperial powers.

In this book, Mr. Staley concludes that this theory, while
illustrated in some cases, tends to put the cart before the
horse, insofar as direct relationships, verifiable by concrete
case studies, are concerncd. “Foreign investments,” he finds,
“have been considerably more useful as an aid and protec-
tion to navies than navies have been as an aid and protection
to foreign investments.” (P. 1oo) “The tendency of the
argument has been to substitute expansionism, for the pres-
sure of immediate private investment interests, as the villain
of the drama, in so far as investment frictions between cap-
ital exporting countries are concerned.” (P. 427) Mr.
Staley is aware that investment interests may have a part in
creating the political atmosphere of ‘“‘expansionism.” He is
also aware that international investments have been the im-
mediate source of certain serious international controversies,
but an investigation of such cases shows that most frequently
a government had induced reluctant capitalists to invest in a
foreign area in order that it might have an instrument or a
pretext for pushing political objectives. “Private invest-
ments seeking purely business advantage have rarely of
themselves brought great powers into serious political
clashes.” (P. 360)

While Mr. Staley deals in detail only with the influence
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of international private investments, he finds in his study an
illustration of a general condition in the modern world—
national political objectives and methods are out of harmony
with a world the parts of which are made interdependent
by modern communications and economic exchanges. For
this “tendency of economic change to run ahead of political
adjustments” various solutions are possible, but that which
Mr. Staley considers both most probable and most desira-
ble is a further development of world political, adminis-
trative, and legal controls. He proposes in some detail
certain world institutions for better adjusting investment
friction, and thus reducing one important, if not major,
cause of war.

Quincy WRIGHT

University of Chicago
April, 1935.
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Introduction

IN A WORLD in which there is, and must be, a perpetual
conflict of separate human interests and activities, secure
peace—the avoidance of physical violence—is only possible
as the counterpart of government. The government must
be appropriate in character to the conflicting and dangerous
activities it has to control, and its scope must be as wide as
theirs. Moreover it must be fitted to the double task of
repressing violence when it is threatened by actual disputes,
and also of so continuously supervising and regulating the
activitics out of which disputes arise that they do not develop
too powerful an explosive force for the machinery of restraint
to cope with.

This 1s equally true when we are looking to what happens
within the area of a single country or in the world as a whole.
In a single country the avoidance of individual violence or
of revolution depends upon the existence of a government
which can both repress and punish and also provide a
permanent framework of law, etc., within which separate
activities can be coordinated and claims adjusted. The
second function is as important as the first, which would
obviously soon become impossible without it. In most
countries a national government exists which performs both
functions with varying degrees of success, but sufficient to
make both individual violence and revolution a compara-
tively rare exception.

But it is equally true that so far as dangerous conflicting
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activities extend beyond national frontiers, a form of govern-
ment with an equal scope, and capable of performing both
these functions, is equally indispensable. Since there are
many such activities, since they are increasing in number
and also tending to become more dangerous in character,
this means that the only ultimate alternative to war is the
establishment of a World State.

To make such a statement which, if properly understood,
is scarcely disputable by any intelligent person, is merely
to pose the problem, not to solve it. What should be the
scope and functions of such a World State, as distinct from
those which should still remain within the ambit of national
or local authorities? And, equally important, what are the
practical stages by which the necessary form of united world
government can be aimed at?

In each case the answer 1s difficult, but must in large
measure be sought by a close and realistic consideration of
the activities which actually need regulation of more than
a national scope.

The most numerous, and the most important, of these are
economic. The greater part of most men’s activities are con-
cerned with earning and spending. They have indeed very
many other contacts with their fellows, both within their own
country and outside—cultural associations and so on, but
these, not being rooted to the same extent in a strong ma-
terial interest, are not likely to be so provocative of danger-
ous conflict.

The economic activities of man are thus, among all his
normal activities, those which most need attention if we
are considering the problem of world government—or (for it
is ultimately the same thing) the problem of avoiding war.

We need, however, in studying them, to be especially on
our guard against certain fallacies. The first is that economic
factors can be carefully studied in isolation as presenting a
causal sequence, apart from other factors, in leading to war.
They are not a simple chain, but a thread in an intricate
pattern. They usually only become dangerous when forming
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an element in an amalgam which contains many other fac-
tors, racial hatreds, conceptions of power politics and so on.
It is the interaction of economic with other motives that
constitutes the essence of the psychology of war.

The second danger against which we need to be on guard
is the bias arising from opinions formed mainly on other
grounds as to the respective merits of capitalist enterprise
and socialism. The protagonists of each system claim, with
some truth, but each with a one-sided truth, that the other’s
system involves more dangers to peace. The one says, and
with truth, that it i1s the association of governments with
economic conflicts that makes them more than the quarrels
of individuals and the possible origins of wars. He concludes
that completely nationalized economic systems would repre-
sent the maximum of danger. He usually, however, fails to
develop this argument to the extent of demanding that
governments should refrain from assisting their nationals in
thetr competition by tariffs, etc., and he usually ignores the
extent to which large private interests control or deflect the
policy of governments, so that the most dangerous combi-
nation of power without responsibility results. The socialist
points with truth to the dangerous forces that arise from the
intense conflict of economic interest, made powerful, but
not responsible, by combination. Or he becomes doctrinaire
and repeats, in one form or another, the particular reading
of history which he has learnt from Marx or his interpreters.
He rarely proceeds to consider coolly the sources of friction
which remain between nationalized economies, and the
special dangers that would arise when those who control
economic activity also control the armed forces.

The fact is that there will be economic causes of conflict
if there is socialism, and if there is not. There are dangers
common to both systems; and each system has its own
specific and different dangers from which the other is com-
paratively exempt. Our problem will be somewhat different
according to the system, but it will remain in either case
until we have a sufficient measure of world government.

[ %]
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Now this limited world government will (short of interven-
ing chaos) be necessarily built up by a process of delegation
from, and cooperation between, national governments. We
must contemplate alike negotiation on actual controversies,
the extended delegation of power to world organs by succes-
sive treaties, and also, for whatever at any moment has not
reached this stage, an accepted code of principles of conduct
which will govern the action of individual states or at least
afford a criterion by which it is possible to judge whether
they are, in any given action, behaving justifiably or not.

At present the machinery of world government is embry-
onic; the development of regulative law by trcaty frag-
mentary; the growth of an international morality or code of
conduct very rudimentary.

Advance along the lines suggested requires as its founda-
tion an objective, scientific, and dispassionate inquiry in
every main sphere of economic and financial activity, to see
what in fact are the dangerous tendencies, and by what
methods or agreed principles of conduct the dangers can be
averted or mitigated.

Mr. Staley, in this book, has undertaken just such a study,
in one particular sphere, that of private foreign investments.
He is not dealing with loans between governments (such as
the war debts), or loans of private individuals to governments
(such as the League of Nations loans), but with the invest-
ments of private individuals and corporations whether
assisted by governments or not.

In my view, Mr. Staley has, within this necessarily limited
but vitally important sphere, performed a public service
of very great value. His investigations into actual conflicts
are wide in scope and scientific in character. His classification
and analysis are careful, balanced, and dispassionate. He has
in my view presented the relation between the different
factors, and the way in which they are interwoven, more
accurately than any previous student in this sphere whose
work I have seen. In particular he has graphically, and
convincingly, depicted the way in which economic motives
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proper are converted into something much more dangerous
when they are united, in a Minister’s mind, with vague ideas
of national power and prestige.

In the last part of his book Mr. Staley has proceeded from
diagnosis to suggested remedies. In this sphere he necessarily
leaves to some extent the role of the scientific investigator,
and expresses personally, as a citizen of the world, his own
political convictions—though they are enriched and strength-
ened by his earlier investigations. His proposals are naturally
more disputable than his inquiry into facts and his analysis
of them. Personally, I am in entire agreement with him, as I
have already indicated, in his main conclusion, that there is
no ultimate satisfactory solution except in the development
of world government. We should all of us have somewhat
different views as to the exact methods and processes of the
transition, and the exact form of the government which should
result. Mr. Staley’s suggestions are interesting, and though
personally I should like to see them amplified and amended
in some respects, his work as a whole entitles him to receive
serious consideration for what he proposes.

In any case, whether we agree or not with his final pro-
posals, Mr. Staley’s examination of one sphere within which
serious conflicts have arisen and are arising is of great value.
I sincerely trust that he and others will work in the same way,
and in the same spirit, in other spheres of inquiry. Questions
of commercial policy, population, migration, loans to govern-
ments are among those which imperatively demand scientific
and dispassionate inquiry—and (if it is not too much to hope
for) some attention by Statesmen to the results.

ARTHUR SALTER.
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Author’s Preface

The aim of this book is to present an objective, docu-
mented study of the relationships between private invest-
ments and international politics, particularly in their bearing
on international political friction. In few realms, as much of
the previous writing on this subject shows, is it more tempt-
ing to begin with plausible hypotheses and then to erect
them into soul-satisfying theoretical structures without the
bother and the infinite labor demanded by constant verifica-
tion through comparison with concrete data. This study tries
hard to stick to what can be verified and proved. While it has
no doctrinal axe to grind, its results may well give pause to
those with whom 1t has become almost a fad to assume that
private economic interests are the most important immediate
causes of international political friction. Perhaps there has
been too hearty acceptance of the doctrine that (in the words
of George Bernard Shaw) “The wise man looks for the cause
of war not in Nietzsche’s gospel of the Will to Power, or
Lord Roberts’s far blunter gospel of the British Will to
Conquer, but in the custom house.” The case studies ana-
lyzed in this volume should be a challenge to some serious
rethinking on the complex interrelations of economics and
politics.

True enough, private investors abroad have sought to se-
cure diplomatic aid for their projects, and their influence
on diplomacy has at times brought conflict between govern-
ments. On the other hand, international friction over private
investments has been a good deal more frequent and danger-
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ous where private investments have been pressed into service
as instruments, tools, of a larger political purpose which the
investments themselves did not originate. Investments used
in the service of naval and political strategy, colonial expan-
sion, quests for national glory, and the like, have been more
productive of international friction in the past than invest-
ments actuated solely by private profit motives. Not to be
misunderstood, it must be added that these assertions refer
only to the immediate, direct relations between investments
and diplomacy, and therefore they are not an attack upon
the “economic interpretation of history ” in 1ts broader form.
It may still be true that the larger political purposes in the
service of which private investments become most dangerous
—expansionism, the strategy of power, etc.—are themselves
the product of forces best described as ““economic.” Whether
one prefers to look upon the political ideas of ruling states-
men as ultimately conditioned by their economic environ-
ment or not, it is important in any case not to have false
notions about the direct interplay of private investment
interest and national foreign policy. For example, one who
would advocate close supervision by a national government
over the private investments of its citizens abroad as a means
of avoiding political friction would be acting on the theory
(perhaps unstated) that trouble over investments usually
arises because private-profit seekers drag their governments
into conflict situations that the governments would like to
avoid. That theory would be wrong and the policy would
be unsuited to its purpose.

Part I of this book endeavors to analyze the relationships
between the private foreign investments of citizens and the
foreign policy of governments. It sets out to answer two
questions: What are the various services which private in-
vestments abroad may perform in the interests of govern-
mental policy? and What are the various services which
government may perform in the interests of its citizens’
private investments abroad? This portion of the work, in
other words, explores the mutual services rendered by in-
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vestment to diplomacy and by diplomacy to investment.
The second portion of Part I turns to two questions which
follow quite obviously on the first pair, namely: What are
the methods whereby government officials and diplomats
influence investors to act in ways helpful to national foreign
policy? and What are the methods whereby investors in-
fluence government officials and diplomats to assist them in
their quest for profits? That is, having noticed the reciprocal
services which investments may perform for diplomacy and
which diplomacy may perform for investments, attention is
then devoted to the processes, the connecting links, through
which the influence of each on the other is actually exerted.

Throughout Part I the analytical and descriptive passages
are interspersed with concrete case material. Indeed, some
of the chapters are simply case studies, inserted to illustrate,
clarify, and support the conclusions stated in the analytical
portions of the text.

Both the problem and the method of presentation are
different in Parts II and III. There the questions to be
answered are: What is the rdle of international private in-
vestment in the origin and development of international
political friction and war? If one is interested in lessening
the causes of war, what general policy, and what specific
measures, can be recommended for dealing with the political
problem of international private investments? Some con-
crete illustrative material appears in this section of the book,
especially in the chapters which analyze the types of conflict
that may arise between capital-exporting countries or be-
tween a capital-exporting and a capital-importing country,
but for the most part it builds upon the factual background
of Part I. It is dedicated to systematic analysis, presentation
of conclusions, and the elaboration of these conclusions into
(more or less) practical recommendations as to policy.

This research was begun in the fall of 1928 and has been
carried on steadily, along with other occupations, since that
time. It originated as a ‘“Causes of War” project under the
Social Science Research Committee of the University of
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Chicago. Much of the investigating was done in Europe from
1929 to 1931 during my two-year tenure of a Social Science
Research Council fellowship. The actual writing has been
accomplished and the study brought to completion in sub-
sequent summer vacations and while teaching at the Univer-
sity of Chicago, with some delay due to a severe illness.

The original conception of the project is not altogether
apparent in the completed work here offered, for a good deal
of the methodological scaffolding has been torn away; a few
words on this point are therefore appropriate. I began with
the idea of discovering and comparing all instances in recent
times (roughly, since 1880—the last half-century, that is) in
which international private investments have either caused
or been involved in political dispute between national states.
The method was to go through the literature, good, bad, and
indifferent, on causes of war, diplomatic history, economic
imperialism, and the like, listing all the cases in which anyone
alleged that private investments had been a factor in inter-
national political disputes. I also searched for cases which
had not been previously mentioned. Then I undertook to
study each of these cases, utilizing the results of previous
investigations wherever competent research had already been
done. In many instances, however, it was necessary to go to
the primary sources for answers to at least some of my cen-
tral questions.

The sources from which information on the political as-
pects of international private investments must be obtained
—when such information is obtainable at all—cover an
extreme range, from any point of view, whether of reliability,
form, accessibility, or completeness. I have made use, for
example, of official diplomatic documents; memoirs and biog-
raphies of statesmen, diplomats, and business men; parlia-
mentary inquiries and congressional hearings; newspaper
files; archives of foreign offices and banks; reports of consuls
and commercial attachés; reports of corporations to stock-
holders; court testimony and decisions; propaganda pamph-
lets and periodicals published by colonial societies, chambers
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of commerce, anti-imperialist leagues, and the like. Even the
more or less casual accounts published in books of travel by
explorers and others who happened along in out-of-the-way
places where investment friction was brewing have occasion-
ally been useful. In addition, some most illuminating evi-
dence was gathered in personal interviews with statesmen
and diplomats, active or retired business men, bankers,
engineers, journalists, and others who have had direct knowl-
edge of politico-financial affairs. Obviously, in view of the
extremely scattered nature of such material and its immense
volume (much chaff has to be threshed for very little wheat)
it was impossible to make a thorough, first-hand study of
every case where private investments have been related to
political friction. My compromise was to learn something,
even if at second hand, about every case, and to go deeply
into a select group of them. These latter were chosen either
because they seemed to have an especially important bearing
on the problem of this research, or because they had never
been studied before, making it necessary to investigate them
from the bottom up.

The method, then, was that of historical case study, but
not for the purpose of writing history or reporting case stud-
ies. Instead, all the individual investigations, which some-
times became quite detailed, were directed constantly toward
finding the answers to general questions of the type stated
above. Had the material been written up in the form in which
it was collected, the chapters of this book would have been a
series of case studies:—‘‘Manchurian Railways and the
Powers,” ““The United Fruit Company in Central America,”
““The Rumanian Oil Controversy,” “Politics and Invest-
ments in Nicaragua,” etc., etc. As it is, the actual chapters
of this book are organized around a systematic analysis of
problems and processes, with fragments of the case studies
inserted at appropriate points to illustrate and substantiate
the analysis, and with occasional complete case studies pre-
sented in condensed form for the same purpose. The whole
argument, in short, is based on case studies and illustrated by
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them, but its form and purpose is systematic and analytical
rather than historical.

Some of the more original and detailed individual studies
made in preparation for this book have been published as
separate articles. Thus it was possible to give a more ade-
quate statement than would be permissible in a general work
of the sources of the data, interesting circumstances con-
nected with the cases, and reasons for interpreting conflicting
evidence in certain ways. These studies, of which summaries
are included at various points in Part I, are as follows:

“Mannesmann Mining Interests and the Franco-German
Conflict over Morocco,” Journal of Political Economy, XL (Feb-

ruary, 1932), §2-72.

“Italy’s Financial Stake in Albania,” Foreign Policy Reports
(published by the Foreign Policy Association), VIII, No. 7,
(June 8, 1932), 80-86.

“Business and Politics in the Persian Gulf: The Story of the
Wonckhaus Firm,” Political Science Quarterly, XLVIII (Septem-

ber, 1933), 367-385.

“Private Investments and International Politics in the Saar,
1919—20: A Study of Politico-Economic*Penetration’ in a Post-War
Plebiscite Area,” Journal of Political Fsconomy, XLI (October,1933).

“Private Investments and the Conquest of Tunis,” manuscript
as yet unpublished.

“Chartered Companies,” manuscript as yet unpublished.

It is a pleasure to acknowledge here the great obligation
which this work, and its author personally, owes to Professor
Jacob Viner of the University of Chicago, who provided the
original stimulus to this research and contributed valuable
suggestions and criticisms during the course of its prosecution.
First as a teacher of economic theory and international
economic relations, later as a colleague and friend, Professor
Viner’s counsel in this field has been invaluable. Professor
Quincy Wright, chairman of the committee in charge of
causes of war research at the University of Chicago, has aided
from the first in many ways, and has been most kind in
reading and criticizing large sections of the manuscript.
Other members of the Division of the Social Sciences at the
University of Chicago who have obligingly read parts of the
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manuscript and given the benefit of their reactions are Pro-
fessors Harold D. Lasswell, Melchior Palyi, and Harry D.
Gideonse. Mr. W. B. Harvey has assisted skillfully in col-
lecting and checking material.

To the many other people in Europe and the United States
who have facilitated this work by information supplied in
personal interviews, by putting me in contact with persons
and sources of information, by advice, discussion, criticism,
and by friendliness and hospitality during my sojourn in
different localities, I offer a general word of thanks. Their
helpfulness is sincerely appreciated, though the very great
amount of such aid received over a period of more than five
years renders individual acknowledgement impossible here.
For courteous service to a reader whose topic demanded that
he turn over masses of the most miscellaneous books and
documents, I am grateful to librarians and their staffs at
the University of Chicago, the Library of Congress (Wash-
ington), the League of Nations Secretariat (Geneva), the
Bibliothéque Nationale, and the libraries of the Ministry of
Colonies and the Ministry of Commerce (Paris), the Staats-
bibliothek and the library of the Foreign Office (Berlin), the
British Museum and the library of the London School of
Economics (London), and the Institut fiir Weltwirtschaft
und Seeverkehr (Kiel). The pleasant working facilities at the
latter institution, the high caliber of the staff (before the
National Socialist revolution), and the splendidly organized
library and archives devoted to the special field of inter-
national economic questions rendered my stay of seven
months there particularly productive.

This project received financial support from the Social
Science Research Council, in the form of a traveling fellow-
ship which enabled its author to work in Europe, and from
the Social Science Research Committee at the University of
Chicago.

EUGENE StaLEY.

[ xx7 ]






Contents

Foreword by Professor Quincy Wright
Introduction by Sir Arthur Salter
Author’s Preface

THE PROBLEM

Chapter 1. Amounts and Types of Inter-
national Investment

Chapter 2. Investments Entangled in Poli-
tics: The German Private Debts;
The Story of the Wonckhaus

Firm

PART 1

PRIVATE INVESTMENTS AND DIPLOMACY

A. InveEsTMENTS SERVE DirLomacy.
Chapter 3. Type Cases: Yalu, Tripoli
Chapter 4. How Investments Serve Diplo-
macy

B. DirLomMacy SERVES INVESTMENTS.
Chapter 5. Type Cases: Samoa, Episodes

from Persia, Venezuela, Haiti,
Mexico

[ axier ]

PAGE

1X
XV

31

55

71

109



Contents

Chapter 6. How Diplomacy Serves Invest-

ments
INvEsTORs INFLUENCE GOVERNMENTS.

Chapter 7. Type Cases: Mannesmanns and
Morocco; Rhodes and the Jame-
son Raid

Chapter 8. How Investors Influence Their
Governments

GoVERNMENTS INFLUENCE INVESTORS.

Chapter 9. Type Cases: Albania, The Saar

Chapter 10. How Governments Influence
Their Investors

ForeioN Poritics AND ForEIGN INVESTMENT
INTERTWINED.
Chapter 11. Modern Chartered Companies
Chapter 12. The Conquest of Tunis

PART 11
PRIVATE INVESTMENTS AND THE
CAUSES OF WAR

ANaLysis oF INVESTMENT Friction anp IN-
VESTMENT CONFLICT.
Chapter 13. Conditions Under Which In-
vestments Are Most Frequently
Involved in Political Friction
Chapter 14. Potential Conflicts Between
Capital-Importing and Capital-
Exporting Countries
Chapter 15. Potential Conflicts Between Cap-
ital-Exporting Countries
THe ProBLEM OF ADjUSTMENT.
Chapter 16. The Failure of Diplomatic Pro-
tection
Chapter 17. Underlying Causes of Invest-
ment Friction

[ xx1v ]

PAGE

140

178
204
235
271

304
327

357

389

415

435

455



Contents

PART III
TOWARDS A POLICY

PAGE
Chapter 18. Alternative Courses of Action 469
Chapter 19. Specific Suggestions 498
APPENDIX

A. Numerical Data and Sources for the
Charts of Chapter 1 523

B. Legal Aspects of Certain Proposals in
Chapter 19 540
General Index 553
Index of Writers Cited and Persons Interviewed 559

[xxv]






THE PROBLEM






CHAPTER 1

Amounts and Types
of International Investment

HENRY FORD builds an automobile assembly plant at Man-
chester, England, and organizes the Ford Motor Company,
Ltd. Through this English subsidiary the American parent
company controls Henry Ford and Son Co., Ltd. (Cork,
Fordson tractors), Ford Motor Company A. G. (Berlin),
Ford S. A. Francaise (France), Ford Motor Company d’Italia
(Italy), Ford Motors Ibérica (Spain), and half a dozen other
Ford production and sales organizations throughout Europe.
The I. G. Farbenindustrie, important German dyestuff and
chemical concern, is represented by the American 1. G.
Chemical Company in the United States, while a subsidiary,
Agfa, distributes photographic supplies in many countries.
The Lautaro Nitrate Company, Ltd., operating in Chile,
borrows $32,000,000 by means of a bond issue floated in the
American market through the National City Company, the
Bankers Company of New York, and other investment
houses. Dutch, Swiss, German, French, and English investors
send their money for building railroads in the United States,
and then in Canada. The Deutsche Bank undertakes a proj-
ect for laying rails through Asiatic Turkey to Bagdad and
the Persian Gulf. Standard Oil prospects, drills wells, installs
refineries, pipe lines, or selling organizations over most of the
world. A German metallurgist on a honeymoon trip finds
specimens of iron ore in Morocco, sends prospectors, bribes
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the Sultan and the necessary officials to get mining rights,
and hires international lawyers to defend the validity of his
concessions.

All these very diverse business proceedings are alike in one
respect. They involve what is called an export of capital
(import of capital from the standpoint of the country in
which the investment is made), giving rise to relatively long-
term investments abroad. It is the political implications of
such long-term private international investments that this
book studies.

AMOUNT AND DISTRIBUTION OF INTERNATIONAL CAPITAL

Figures regarding the total amounts and geographical dis-
tribution of international investments are guesses. When
made with sufficient care they deserve to be called estimates.
A large number of such estimates are assembled in Appendix
A, where they will be available to specialists. Meanwhile
some of the salient facts about international investments
may be presented graphically.

The chief sources of capital for international investment
in the period ending with the great war were Great Britain,
France, and Germany. Countries of second rank with respect
to total foreign investments were Holland, Belgium, Switzer-
land, and—a late comer whose investments by 1914 were
probably equal to those of any of these latter countries—the
United States. Chart [ reveals the dominant position of
Great Britain in the pre-war capital markets. It was not
always thus. From the end of the middle ages until the
Napoleonic wars the center of financial energy had moved
gradually westward and northward through Europe, from
northern Italy to Spain and Portugal, then to Holland, to
France, and finally to England.! Early in the 19th century,
when the modern era began, England was the undisputed
financial center of the world. Around the middle of the cen-
tury France appeared by the side of England as an important

ICf, C, K. Hobson, The Export of Capital (London, 1914), p. 8o.
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capital-lending country; Germany entered in the late ’seven-
ties or early ’eighties, the United States about 1900. Down to
1914, however, the citizens of Great Britain maintained their
preéminence as foreign investors. British investments at that
date were double those of any other country (in billions of
dollars, Britain almost 20, France 9, Germany 7, U. S. 21)
and were growing at the rate of approximately goo million
dollars a year. French foreign investments were increasing
by some 240-350 million dollars yearly, German by 125,
American by 125-150.

The world war diverted vast sums of European capital
from peace-time purposes and destroyed quantities of in-
dustrial equipment, while still larger quantities suffered for
want of repair and replacement. Most important of all, the
war threw out of balance countless delicate adjustments of
the economic organization itself, reducing its capacity to
produce income for consumption and investment. After
the war currency uncertainties, and in some cases runaway
inflations, interfered with the normal investment of capital
and wiped out large sums in existing obligations. From this
whirl of war and post-war confusion, Germany emerged
owing huge sums abroad for reparations, badly in need of
capital, but possessed of technical competence and business
skills. As a result, interest rates were high and prospects
attractive; so Germany, having been one of the chief invest-
ing nations, became a leading borrower. French investors,
who had shown a decided preference before 1914 for ““con-
servative”’ placements in bonds of the Russian Tsarist
government, saw large portions of their savings wiped out
altogether by the war and its aftermath. It was late in the
1920’s before currency and exchange difficulties had cleared
sufficiently to permit new foreign flotations in France—and
then the world depression began. English investors, with
their widely scattered interests in the colonies and dominions
and in foreign countries all over the globe, fared much better.
After some new investments in the 1920’s, the best estimate
for 1929 of total British holdings abroad falls only a little
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below the corresponding estimate for 1913. (This is in money
terms. Since the price level was about 35 per cent higher in
England in 1929 than in 1914, the figure for 1929 over-
states the real value of the investments as compared with
1914.)

It was in the investment position of the United States that
the most striking development occurred. American capital
in the 1920’s not only helped to reconstruct war-exhausted
Europe, but supplied the world with large funds that, in an
earlier epoch, would have been recruited in London, Paris,
or Berlin. At the same time, investors and business men
throughout the world continued to be attracted by oppor-
tunities in America, with the result that the United States,
by 1929, not only rivaled Great Britain in the total amount
of capital owned abroad but also had within its borders the
largest sum of foreign-owned long-term investments in its
history. It became the world’s second-greatest lender and
remained one of the two greatest borrowers. Chart II,
which shows estimates of foreign investments in the United
States and investments of United States citizens abroad
at various dates, does not include inter-governmental war
debts.

In Chart III the attempt is made to give some idea of the
order of magnitude of total international investments in the
world at certain dates and to indicate the relative holdings
of important lending countries. The task has been done in
detail for 1929, with particular attention to minor capital-
exporting countries, by methods which are indicated in
Appendix A. The reader must realize that many of these
estimates are very crude, indeed, though others are based
upon compilations which are fairly accurate, within the
limitations imposed by the nature of such data. It will be
seen that the total long-term investment across international
boundaries at the onset of the world depression is put at
some $47,500,000,000 by this method. No estimates are
presented for any time after the end of 1929. Drastic price
shifts, bankruptcies, defaults, currency and exchange dis-

[7]
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locations, and general business and political uncertainties
make it impossible to say, as yet, what has happened to world
investments in the depression.

To what parts of the world did the capital exports of the
lending nations flow? Chart IV depicts the geographical
distribution of long-term holdings which had resulted by
1913-14 from the investment activities of Britain, France,
and Germany, respectively, and Chart V does the same for
British! and United States investments in 1930. Striking facts
about British foreign investments at both periods are their
wide scatter over the world and the comparatively minor
placements in Europe. A third fact, only partly apparent in
the charts, is that nearly half of all British external invest-
ments in 1913—14 were in the dominions and colonies (48 per
cent), and that by 1930 this proportion had become nearly
two-thirds (62.4 per cent). French and German investments
in 1914, especially French, were largely concentrated in
Europe. The three large fields of American mmvestment indi-
cated by the 1930 distribution are Latin America, Europe,
and Canada, with less than 10 per cent invested in Asia and
elsewhere.

Looking at the matter now from the standpoint of the
capital-importing countries, Chart VI reveals the investment
fields of the world having the largest gross amounts of
foreign-owned capital in 1929—30. Here again, strong reser-
vations must be made regarding the validity of the data, but,
except in a few cases, they are probably accurate enough to
give a rough idea of each country’s quantitative importance
as a recipient of international investment. This method of
estimation gives a total figure of $54,600,000,000 for the
aggregate long-term international investments of the world
in 1929—30. In view of the large amount of guesswork at the
basis of such calculations, it is rather surprising that this
figure differs from the total arrived at in Chart III by but
seven billion dollars.

1British investments in the United States are drastically understated in this
chart. See Appendix A.
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The following countries are the largest long-term lenders

and borrowers per capita':
Lenders

Total long-term investments
abroad per capita of population,

1929.
(Dollars per capita.)

Switzerland 493
Great Britain

(United Kingdom) 397
Holland 204
Belgium 186
United States 119
France 85
Sweden 82
Australia 39
Canada 36

Borrowers

investments
capita of

Total long-term
from abroad per
population, 1929.

(Dollars per capita.)

Canada 623
Australia 592
New Zealand 555
Cuba 360
Chile 310
Uruguay 303
Argentina 268
South Africa 163
Belgium 149
Norway 143
Mexico 141
Costa Rica 129
Venezuela 127
Denmark 102
Honduras 85
Paraguay 84
Dominican Republic 83
Bolivia 67
Sweden 65
Brazil 64
Peru 63
Switzerland 62
Persia 56
Finland 52
Germany 52
Guatemala 51

The smallest per capita foreign investments received from

abroad were found in China ($7), India ($8), British West

Africa ($10), and Haiti ($11).

It may be startling to some readers to find many of the

'The estimates of foreign investment used here are given in Appendix A. Popu-
lation data from Statistical Yearbook of the League of Nations, 1930-31, pp. 18-25.
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important lending nations also listed among the important
recipients of foreign capital:—the United States, Germany,
Great Britain, Japan, Belgium. (Charts III, VI.) The totals
on our charts represent the aggregate results of a vast number
of individual transactions, not unitary actions by indivisible
entities called ‘““nations.” Thus, while Ford is erecting branch
plants in Germany and thereby increasing American capital
exports, I. G. Farbenindustrie acquires interests in the
United States and sends capital for investment in the reverse
direction. Or, an American bond-buyer buys German mu-
nicipal securities, while a German speculates in American
stocks. The growth of international capital investment thus
reflects the increasing integration of the world’s economic or-
ganization. Indeed, the amount of these long-term, boundary-
crossing investment ties is in a certain sense a measure of
the degree to which the economic integration of the world has
outstripped its political integration, or, to put it in another
way, the extent to which the mechanism of production and
distribution over the world is becoming unified in spite of
political separatism. Here we are touching upon the funda-
mentals of the political problem of international investment.

Will recovery from the world depression, ‘“when, if, and
as” it appears, bring renewed international investments?
Will the growth trend of the last hundred years continue,
thereby proving that recent interruptions due to war and
depression have been, like similar interruptions in the past,
but temporary?! The answer will depend mainly upon po-
litical factors. The purely economic tendency is plain. First
of all, the notion that capital investment goes only from
industrial to non-industrial regions and as undeveloped
countries become industrialized the volume of international
investment must necessarily decline is false. The data of
Chart VI and Chart II are enough to disprove that theory.
Secondly, there are fundamental factors of a technological
sort at work in the modern world which tend toward more
rather than less international investment. As the world
“shrinks” under the influence of successive developments in
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methods of transportation and communication it becomes
increasingly possible and profitable to make and control large
capital investments at a distance. As industrial technique
advances in the direction of large-scale enterprise, great
capital investments in plant and equipment are necessitated,
and at the same time the production stream out of which new
capital can be saved is increased. There is no indication that
these technological factors are likely to reverse themselves
in the near future. Indeed, transoceanic aviation, stream-
lined land transport on still growing networks of steel and
concrete, world-wide telephony and picture transmission,
the development of scientific management techniques mak-
ing possible central planning of larger and larger productive
units—not to speak of such wonders as stratosphere navi-
gation and the tapping of atomic energy that may be looming
on the scientific horizon—make it a fairly safe prediction
that the technological forces of the future will still be toward
the economic integration of the world, implying larger fixed
investments over larger areas. If that is the case, there is no
doubt about the future bringing world-wide investment
relationships beside which the present ones will seem puny—
except for the possible interference of the political factors
broadly denoted by the term ‘‘nationalism.” It is quite
possible that a sufficiently widespread and intense political
nationalism might continue to block the basic technological
forces tending toward world economic integration. It seems
more probable on the whole, however, that political national-
ism will itself eventually give way under the steady pressure
of these tremendously powerful forces, as other political
localisms have done in the past—free cities with their local
tariffs, provincial patriotisms, and ‘‘states’ rights.” But
this is only a hazard.

PoLiticaLLy SiGNiFicaANT TYPES OF INTERNATIONAL IN-
VESTMENT

Regardless of whether capital crosses boundaries as pro-
fusely in the future as in the past, it is beyond peradventure
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that the volume of international investment already existing
in the world is enough to raise serious political problems.
Before proceeding to the systematic study of these problems
it will be useful to set up a scheme of classification by which
international investments can be grouped into types accord-
ing to characteristics that may have political significance.
This will serve both to re-emphasize the amazing variety
of relationships lumped under the term ‘““‘investment” and
to call attention to the fact that this study does not pretend
to deal with all types, but focuses upon long-term, private
(non-governmental) investments.

I. Long-maturity and Short-maturity Investments. From the
standpoint of the number of months or years which are con-
templated as the duration of a particular capital placement,
international investments may be classified into long-term
and short-term. The first, only, are the subject of this book.
Examples of long-term investment are: the building of rail-
roads, plantations, or industrial enterprises, or the purchase
of bonds and stocks of such enterprises. Long-term trans-
actions relate to what is spoken of as the ‘“capital market,”
and long-term securities are handled by investment banks.
Short-term transactions, on the other hand, are associated
with the ‘““money market” or the market for ‘“‘funds”’; they
are the chief business of commercial banks as distinguished
from investment banks. They typically involve loans to
importers and exporters for the financing of goods in ship-
ment—a matter of thirty or ninety days, perhaps; deposits
in foreign banks, which may be withdrawn at will or after
notice; investments in acceptances, brokers’ loans, treasury
certificates, and the discounting of comm-=rcial paper. Short-
term international investments have played an important
role in the international problems of the post-war era, po-
litically and economically. Especially in times of currency
uncertainty the presence of enormous sums of highly mobile
capital which may move suddenly from one country to
another has presented baffling difficulties to finance ministers

[17]



War and the Private Investor

and central bankers, and the threat of such movements has
been employed as a political weapon. This interesting field
of inquiry must be left, however, to other investigators. The
remaining classifications which follow are intended to fit
long-term international investments only.

I1. Governmental and Private Investments. The public or
private status of those who send capital abroad or receive it
from abroad obviously has a direct bearing upon the political
implications of the investment. From this point of view we
may usefully distinguish four main types of international
investment and two hybrid types which are combinations
of some of the first four:

1. Intergovernmental loans.

2. Loans by private persons to foreign governments.

3. Governmental investments in enterprises outside the govern-
ment’s own territory.

4. Investments by private persons in private ventures or loans to
private persons abroad.

s. (First hybrid type.) Investments by private persons in foreign
ventures, with a subsidy or guarantee from (5a) the government
of the capital-receiving country, or (5b) the government of the
capital-providing country.

6. (Second hybrid type.) Mixed enterpnses—l e., corporate or-
ganizations in which voting stock is held by one or more govern-
ments as well as by private persons.

Types 1, 2, and 3 are not dealt with in this book. Atten-
tion is concentrated upon type 4 (which defines the rather
special sense in which the term “private investments” is
used in this book), and upon the hybrid types, 5 and 6. The
first justification for this somewhat arbitrary delimitation
of the field of study is the practical one that an individual
investigator, confronted with the voluminous, thinly scat-
tered, and unassembled source material relevant to the
politics of international investment, must concentrate his
interests somehow. This study might have been restricted
to one region:—for example, the politics of foreign invest-
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ment in China, or Mexico, or Persia, or Latin America, in-
cluding both private and governmental investments. Or it
might have centered on the investment politics of the United
States, or France, or Great Britain. It has been chosen,
instead, not to limit the geographical scope of the investi-
gation, but to exclude some types of investment in order to
concentrate on others. This seemed to offer certain ad-
vantages for purposes of reaching objective generalizations
based on the comparison of many specific cases. The second
justification for this choice is that loans to governments,
having relatively direct and obvious political implications,
have received more attention from writers in this field than
have “private” investments.

Intergovernmental loans (type 1) are not common except
in time of war. Examples: the war loans of the United States
government and the governments of Great Britain and
France to their allies, out of which the “war debts question”’
arose. When intergovernmental loans do occur in time of
peace they almost always imply some political connection,
though this may be becoming less true as governmental
agencies increasingly intervene directly in the export and
import trade. Example: Italian governmental loans to Al-
bania (1931) as part of the Italian program of alliance or
penctration based on considerations of military and political
strategy.

Loans by private persons to foreign governments (type 2)
may be further divided into loans to national governments
and loans to municipalities, states, provinces, or particular
government-owned enterprises such as railway systems.
Examples appear in the bond market quotations of any
metropolitan newspaper. Particular political significance has
been attached to such loans as those floated by the Russian
government in the French market before 1914; American
loans to Caribbean governments; loans to the Khedive of
Egypt, the Sultan of Morocco, the Bey of Tunis, and other
rules of “backward” countries; American private loans to
Allied governments before 1917; and loans to China—to
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mention only a few. In former times, almost all foreign in-
vestments were loans to governments, and despite the great
development of international industrial and commercial
investment during the last century they still constitute a
very considerable fraction of all international capital trans-
actions. The proportion of government loans among French
pre-war foreign investments was very high—well over half.
About 28 per cent of British foreign investments in 1913
appear to have been of this type, and the percentage was
higher, about 40, in 1929. Government loans were a com-
paratively small part of United States foreign investments be-
fore the war, perhaps as low as 10 per cent, while the total of
national, provincial, municipal, and government-guaranteed
issues held in the United States in 1930 was 40 per cent of
the estimated total United States foreign investment.!
Governmental investments in enterprises outside the
government’s own territory (type 3) have been relatively
rare, but sometimes they have played a very important part
in politics. The example most often cited is the purchase by
Disraeli, for the government of England, of a block of Suez
Canal shares in 1875. Other examples: The Anglo-Persian
Oil Company, in which the British government owns more
than half of the common stock; coal mines in the Saar, owned
outright by the French government until the settlement
which followed the plebiscite of 1935; the Panama Canal,
constructed and owned by the United States government;
the Canadian Grand Trunk Railway, government owned,
and running for part of its route through the United States;
Amtorg, Intourist, the United States Shipping Board, and
other governmental trading and shipping agencies which
operate in foreign countries. In many cases, such as that of
the Anglo-Persian Oil Company and the Japanese and Rus-

1Sources: Herbert Feis, Europe, The World's Banker: 1870-1914 (New Haven,
1930), pp. 157, 78, 27; Thomas W. Lamont, *“ Foreign Government Bonds,” Annals
of American Academy of Political and Social Science, 88 (March, 1920), 121-9;
U. S. Dept. of Commerce, Burcau of Foreign and Domestic Commerce, “A New
Estimate of American Investments Abroad,” T'rade Information Bulletin No. 767,
(Washington, 1931).
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sian railways in Manchuria, government-controlled enter-
prises abroad have also had a partly private ownership,
partaking, therefore, of the character of ““mixed ”” enterprises.

What are called “international private investments” in
this book (type 4) include only investments by private indi-
viduals or firms in private enterprises or loans abroad, not
loans to a public authority or from a public authority.
Private investments so defined include both “portfolio”
investments, insofar as they consist of securities of private
enterprises abroad, and ‘“‘direct” investments—that is,
establishment of branch factories or the acquisition of com-
mercial equipment in foreign countries. Examples: the bonds
of United States railway companies floated in England, oil
wells in Mexico owned by United States and European in-
vestors, the plantations of the United Fruit Company in
Costa Rica and Honduras, Krupp industrial securities sold in
the United States.

The two hybrid types of foreign investment (types 5 and
6) have been rather important in international politics.
Railways in Tunis before the French occupation, for example,
were constructed and operated by rival French and Italian
companies, with subsidies from their respective governments.
The famous Bagdad Railway, center of much pre-war diplo-
macy, was a private enterprise to which the Turkish govern.
ment guaranteed a certain annual revenue per completed
kilometer. Instances of mixed enterprises have already been
given in connection with governmental investments abroad.
(Suez Canal, Anglo-Persian Oil, Manchurian railways.) The
Oriental Development Company, operating in Korea, Man-
churia, and elsewhere, may be added; it is owned in part and
controlled by the Japanese government. In Europe, the
Compagnie Internationale de Navigation Aérienne, which
created a French-controlled aviation network in central
Europe and the Balkans, has provided an interesting example
of the international mixed enterprise. Guaranteed and subsi-
dized by the French government, it received subsidies and
had representatives on its board of directors from several
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other governments; twenty per cent of its stock was owned
outright by the government of Czechoslovakia.!

I11. Migration or Non-migration of Management. There are
two types of international private investment from this point
of view:

1. Loans to foreign individuals or corporations (not conferring
management control on the lender).

2. Direct investments (in which management, as well as capital,
is ““exported”’). Direct investments differ considerably in their
political implications according as the management is exercised
a) under the general laws of the capltal-recexvmg country, b)
under special concessions or franchises, or ¢) in unorganized
territory, under government-like authority set up by the in-
vestor.

The first type comprises those investments in which the
investor is a mere provider of capital—a lender, a bondholder
—not a proprietor or manager. This is a common relationship
between capital-exporting regions and relatively undeveloped
but progressive, technically-competent countries. American
railroads were financed in Europe but managed by Amer-
icans, and bonds of Argentine industrial companies have
been sold abroad. Much capital moved into Germany after
1924 in the form of industrial loans. Capital may also move
abroad without an accompanying migration of management
through the purchase of stocks, if the amounts acquired are
not sufficient to give control of the company. European pur-
chases of many American stocks have been of this type.

In the case of direct investment, management, as well as
capital, migrates across national boundaries. The foreign
investor is a proprietor, not merely a lender. He may operate
in a foreign country under the general business laws of the
country, as does the Ford Company in Germany, Canada,
and France. Or he may operate under a special concession
(franchise)—that is, some privilege or right granted by the

k. Minost, Le Fédéralisme E:conomique et les Sociétés d Charte Internationale

(Paris, 1929), pp. 91-94. In 1933 the CIDNA, as it is called, was reorganized as
a subsidiary of Air France.
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government, usually implying a degree of monopoly. This
type of investment is a common sort in undeveloped countries
where the government is not strong or commercial law is not
well adapted to industrialism. It is customary in the more
advanced capitalistic countries mainly in connection with
public utilities—railroads and street car lines, telegraph and
telephone systems—where there is a strong element of natu-
ral monopoly. Examples: the Yalu timber concession ac-
quired along the boundary of Korea and Manchuria by
Russians shortly before the Russo-Japanese War; foreign-
built railways in China; oil and mining and railway con-
cessions in Turkey, Mexico, and South America. In those
regions of the earth that industrial civilization regards as
most primitive and ‘‘backward” the proprietor-investor may
operate where no recognized law exists; there he sometimes
imposes his own will as law and sets up a regular political
administration. Examples are the ‘““chartered companies”
of Africa and Asia: the British South Africa Company, the
(earlier) British East India Company. In this case, not only
capital and management but also government itself may be
said to constitute part of the migrating element in the foreign
investment.

The distinction between migration and non-migration of
management presented here is roughly the same as that be-
tween ‘“‘portfolio” and ‘“‘direct” investments developed by
the United States Department of Commerce in its periodical
estimates of American holdings abroad. Chart VII compares
the geographical distribution of these two types of American
investment at the end of 1930, as estimated by the Depart-
ment. Direct investments in Europe were less than half as
large as portfolio investments (including government bonds,
of course), while in Canada and South America direct invest-
ments predominated slightly. The size of the securities hold-
ings in Europe was largely the result of the enormous volume
of German capital issues floated in the United States after
1924, and to a lesser degree to the offerings of French, Italian,
Swedish, and British securities. In Asia and Oceania the
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American interest was principally in securities, while in the
West Indies, Mexico, Central America, and Africa practi-
cally all of the holdings were direct investments. In general,
securities holdings seem to predominate in the “older” and
better-established countries, direct investments are the rule
in ““backward” countries, while the two types balance in
countries which have undeveloped natural resources and
at the same time are relatively stable politically. There are
exceptions to this rule, however, notably in the case of Great
Britain, where there is a striking predominance of American
direct investments, probably accounted for by close cultural
and business ties.! A recent investigation showed that direct
business investments are and always have been of over-
whelming importance in China. “China is probably the
world’s outstanding example of the preponderance of such
investments.” At the end of 1930 nearly 8o per cent of the
total foreign investment in China was in this form, mainly
in railways and shipping, the import and export business,
manufacturing, and real estate, with smaller sums in banking
and finance, mining, and public utilities.?

IV. Politico-Economic Characteristics of the Capital-Receiv-
ing Area. International investments may again be divided
into three types, according to the politico-economic features
of the investment field:

1. Those in the “old” countries—highly industrialized, with
political systems relatively well organized and adapted to
capitalistic types of economic enterprise. Examples: England,
Scandinavia, the United States, France.

2. Those in “new” countries—with relatively undeveloped re-
sources, but having Western industrial technique and relatively
stable political organization of the Western capitalistic type.
Examples: Argentina, Chile, Canada, Australia, the United
States in the 19th century.

10, S. Department of Commerce, Bureau of Foreign and Domestic Commerce,
“A New Estimate of American Investments Abroad,” Trade Information Bulletin
No. 767 (Washington: 1931), p. 8.

2C, F. Remer, Foreign Investments in China (New York, 1933), pp. 68, 86.
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3. Those in “backward” countries—non-industrialized, lacking
techniques and political organization of the Western capitalistic
type. Examples: Central Africa, some Central American coun-
tries, China, Persia.

Perhaps it is too soon yet to see clearly whether a fourth
type will become a fairly common feature of international
economic relations, namely, private investments in countries
undergoing an avowed social revolution a) of the left, with
workers’ dictatorship and expropriation of private property,
as in Russia, or b) of the right, with private property recog-
nized, but subordinated to various ‘“national purposes” by
the government, as in Germany.

It seems probable that, in general, the mere amount of
foreign capital invested within a country indicates little as
to the likelihood of the investment becoming involved in
international political trouble. Much more significant is the
proportion which foreign economic enterprise bears to native
enterprise, or the amount of foreign investment in relation
to the general economic development of the country. Lacking
any reliable objective index of the industrial advancement or
economic power and productivity of all the countries in
which foreign capital is invested, in the following table the
estimated amount of foreign long-term capital within each
country in 1929 has been divided by the total value of its
exports and imports for that year, with the following interest-
ing results:!

Countries in which investment
from abroad was a high per
cent of annual foreign trade,
1929. Arranged in order from
500%, (Mexico) down to 1719,
(Argentina).

Mexico
Bolivia

Countries in which investment
from abroad was a low per cent
of annual foreign trade, 1929.
Arranged in order from 139
(France) up to 53% (Germany).

France

Holland

1The estimates of foreign long-term capital within each country which appear in
Appendix A (and, in part, in Chart VI of this chapter) were used, together with
dollar values of imports plus exports as reported in the Statistical Yearbook of the

League of Nations, 1930-31, pp. 172-3.
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Uruguay United Kingdom
Brazil Latvia
Australia Czechoslovakia
Cuba Iealy

Canada Switzerland
China Chile

Persia Jamaica
Rumania Denmark

Peru Austria
Guatemala Sweden
Dominican Republic United States
Honduras Finland
Venezuela Germany
Argentina

V. The Employment of the Investment. It is convenient to
distinguish five chief types of employment:

Investments primarily for tradmg purposes—commercial.
Transportatlon and communication investments.
Investments in the extractive industries.

Manufacturing investments.

Finance—banking and loan company investments.

NP DN -

The stores and forts of the Hudson Bay Company are ex-
amples of the first type from an earlier time. Today, the
warehouses of the International Harvester Company in
South America, the sales agencies of the Singer Sewing Ma-
chine Company in Japan, and the stores of rubber and copra
traders in tropical lands may be cited. Trading investments
are those which usually appear first in regions newly opened
to exploitation. They are usually followed by transportation
and communication investments—the Chinese railways, the
Indo-European telegraph across Persia, aviation lines and
radio telegraph stations in South America. Investments of
this sort are economically important because they must come
before certain other types of enterprise can be started in a
country, and they are politically important not only for this
same reason, but also because they have been proved to
possess great strategic value in international struggles of an
economic, political, or military nature. Investments in the
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extractive industries may be devoted to agriculture, stock-
raising, lumbering, mining, or to the exploitation of o1l wells.
Examples: the plantations of the United Fruit Company in
Central America, the copra plantations of the Godeffroy
firm in Samoa, the timber properties of United States news-
papers in Canada, foreign-owned silver mines and oil wells
in Mexico. Foreign investments in manufacturing industries
may be illustrated by Japanese-owned cotton mills in China
or by American branch plants and industrial loans in Europe.
As examples of banking and loan company operations abroad
we may cite the National Bank of Haiti, owned first by
French and later by American capital, the National Bank
of Albania, organized by Italian banks under the auspices
of their government, and the multitude of branches operated
by the International Banking Corporation, the Deutsche
Bank, and the Banca Commerciale throughout the world.

The tabulations of Sir George Paish! show that almost half of
British publicly-issued foreign investments before the war were in
transportation and communication—44 per cent, to be more exact
—and all but a very small part of this in railways. The next largest
employment of British investments at that time (30 per cent) was
in loans to governments, and a considerable share of this was doubt-
less put into railways. Other employments were: extractive indus-
tries 10 per cent (mainly in mines, then rubber, oil, tea and coffee,
and nitrates); banking, finance, and real estate 8 per cent; com-
mercial, industrial, and manufacturing 7 per cent—of publicly-
issued British investments abroad.

VI. Political Characteristics of the Capital-Providing Area.
An important distinction for our purposes is that between
investments emanating from the great powers—Britain,
France, the United States, Germany, etc.—and investments
made by citizens of lesser powers, such as Holland, Belgium,
Switzerland, and the Scandinavian countries. Furthermore,
the policies of the different great powers may be quite unlike
among themselves either in regard to foreign investments of

In the Statist, Supplement, February 14, 1914.
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their citizens in general, or concerning investments in par-
ticular regions.

VII. Objects Sought by the Investment. The great bulk of
international investments are made, of course, in the hope
of reaping a pecuniary profit for the investor. There are in-
vestments, however, made not for profit or not wholly for
profit. Such, for example, are the very important holdings
of American and European churches and missionary societies
in such countries as China—hospitals, schools, and the like.
But there is a second type of non-profit-seeking investment
quite unconnected with missionary or charitable activities
which is very important to a study of the political effects of
international investment. These we shall call “patriotic
investments’—investments made with somewhat less than
the normal regard for profit and loss, and devoted to the
purpose of promoting the “higher”’ aspirations of a national
state, such as the acquisition of new territory, the preparation
of strategic military or naval bases, the opening of virgin
territory for imperial expansion, or the forestalling of ex-
pansion on the part of a rival power. We may set up the
following classification:

1. Investments for private profit, business only.
2. Charitable or missionary investments.
3. Patriotic investments.
a. Subsidized by the home government.
b. Stimulated by it, but not subsidized.
c. Stimulated by patriotic, imperialistic visions of individuals,
by colonial societies, etc., but not directly by the govern-
ment.

Examples of type 3a are Italian enterprises in Tripoli before
the Italian conquest of 1911, French and Italian enterprises
in Tunis before the French occupation of 1881, Russian tim-
ber operations on the Yalu River before the Russo-Japanese
War, and the main Italian investments in Albania today.
Type 3b is illustrated by certain American investments in
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the Caribbean region. The work of the British East Africa
Company and the British South Africa Company, African
developments fostered by German colonial societies, and
explorations fostered by the Comité de I’Afrique Francaise
may be said to be, in part, examples of type 3c.

VIIL. Successful and Unsuccessful Investments. ““Success”
is here meant in the business sense. The political implications
of investments which pay their own way and of others which
experience defaults, repudiations, moratoria, or bankrupt-
cies may be quite different. For example, the large foreign
investments in Germany after 1924 have become an inter-
national political question because payments were first re-
duced and then suspended.
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CHAPTER 2

Investments Entangled
in Politics: Two Cases

How do the private investments described and classified in
the last chapter get entangled in international politics? Why,
and under what circumstances, do they become centers, or
even sources, of friction between national governments? That
is the central problem of the rescarch undertaken in this
book. Two concrete case studies, which will enable the reader
to begin framing his own tentative answer, conclude this
introductory section. The two cases are radically different in
many respects. In the first, suspension of payments by a
borrowing country on considerable amounts of private debt
contracted abroad raises diplomatic controversy and threat-
ens a trade war with the governments of the creditors. In the
second, existing political rivalries of great powers envelop
and entangle a private firm whose purely business activities
happen to take place in a region of strategic importance.

THE GERMAN Private DEests!

Germany emerged from the war economically exhausted,
politically unsettled, and saddled with a reparations burden
of which the Versailles treaty failed to mention the total
amount but which was set by the London conference of 1921

IThe description of recent events in this brief sketch relies on current newspaper
reports, mainly those of the New York Times. For a chronology of reparanons
and German debts, see William O. Scroggs, “ German Debts and Export Bounties,”
Foreign Affairs, 12 (April, 1934), pp. 520-3.
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at the astronomical figure of 132,000,000,000 gold marks—
nearly $32,000,000,000. In 1922-23 came a breakdown in the
system of reparations collections, Allied troops marched into
the Ruhr industrial district, and the German economy col-
lapsed in a disastrous inflation which depreciated the mark
to the vanishing point. At this, Allied statesmen remembered
the adage about not killing the goose that lays the golden
eggs, called a conference of economic and financial experts,
and adopted their recommendations, known as the Dawes
Plan, for the rehabilitation of Germany and future adminis-
tration of reparations. This was in 1924. The Dawes Plan
provided for a large loan to the German government, which
was used to replace the old mark by a new stabilized reichs-
mark; for a much reduced scale of reparations payments,
increasing gradually in amount up to the fifth or standard
year, after which the annual amounts would vary in accord-
ance with an index of economic prosperity; and for an ad-
ministrative organization which included a novel device
known as the Transfer Committee. It was the duty of the
Transfer Committee to watch over the conversion of repa-
rations sums, raised by taxation and other means within
Germany, from their original form of reichsmarks into
pounds, francs, and the other currencies of the creditor
countries. If such conversion on a large scale should again
threaten to depreciate the German currency the Transfer
Committee was to intervene, and Germany was to be held
responsible only for paying over the specified sums in marks,
not for converting them into foreign currencies.

Thus the Dawes Plan recognized the ““transfer problem”—
recognized, that is, that a country’s ability to make large
forcign payments is limited by its ability to acquire surplus
foreign exchange through a relative increase in sales or de-
crease in purchases abroad or through new borrowings
abroad. Where prices and trade are reasonably free to re-
spond to market forces without political interference there
is a so-called automatic mechanism of adjustment, well
known to economists, which brings it about that the sending
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of funds abroad (as for reparations payment, or in the export
of capital for investment) induces a relative increase in prices
abroad compared to those at home, thereby stimulates ad-
ditional exports or retards imports, and thus provides the
necessary additional foreign exchange. If the paths of trade
are blocked by tariffs and restrictions, however, so that the
readjustment of prices is not allowed to bring about a normal
response in the paying country’s exports and imports, or if
the sums to be transferred are so large that under existing
conditions they put too great a strain on the mechanism of
adjustment, then continued efforts to make payments abroad
simply result in bidding up the prices of foreign exchange,
depreciating the paying country’s currency, and, if pressed
far enough, in utter economic collapse. That is what hap-
pened in Germany in 1923, and that is what the transfer
provisions of the Dawes Plan were designed to prevent in
the future.

Under the first aid of the Dawes Plan, German economy
revived, the scheduled reparations payments of the Plan
were made punctually and without apparent strain for a
number of years, and then a new conference of experts as-
sembled to reach a “definitive” settlement—for the demands
of 1921 were everywhere seen to be ridiculous, and the Dawes
Plan had not set Germany’s total obligation. Meeting in
1929—fateful year!—the delegates found the world economic
outlook bright indeed, so they drew up a schedule of pay-
ments extending over 59 years, instituted the Bank for Inter-
national Settlements to act as trustee in these transactions,
and abolished the administrative mechanism of the Dawes
Plan, including the Transfer Committee. Some transfer pro-
tection was retained, however, in provisions for partial and
temporary postponement of payments under certain con-
ditions. This definitive settlement was just in time for the
world depression, and two years later the whole reparations
structure had collapsed. In the summer of 1931 a financial
crisis in central Europe which threatened to spread dis-
astrously over the world led President Hoover to suggest a
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one-year moratorium on all inter-governmental debts, includ-
ing reparations. In July, 1932, a conference at Lausanne
practically wiped the reparations slate clean with an agree-
ment that one final payment of three billion reichsmarks
would end Germany’s obligation.

Now we come to the German private debts. After 1924,
when German economy made a vigorous recovery, there was
a tremendous demand for capital in Germany to rehabilitate
factories and to carry through all sorts of private and public
projects that had been neglected during the war and the
inflation. German technical and business skill was of a sort
to inspire confidence on the part of lenders, and interest rates
were extremely attractive, due to the depletion of domestic
capital resources and also to the price forces set in motion by
reparations payments. Under these conditions foreign capital
moved in eagerly and rapidly, as shown in the following
table:

LONG-TERM FOREIGN LOANS IN GERMANY!

(Millions of Dollars)
December December June
1924 1927 1930
Industry, trade, transporta-
tion, banking . . . 10.0 5I1.4 840.9
Mortgages . . . . . 166.8 244.7
Reich government . . . 223.7 210.2 538.2

Provincial and municipal gov-
ernment and certain associ-

ations . . . . . . 261.3 313.2
Churches . . . . . 21.8 36.6
Total . . . . 233.7 1,171.6 1,973.6

In addition, there were large short-term credits extended to
German banks and business enterprises, and a considerable
amount of direct investment took place through purchase
of real estate and factories, through acquisition of shares in

\Wirtschaft und Statistik, published by the Reich Statistical Office, Vol. 10

(November, 1930), pp. 891-2. Reichsmark figures have been converted into dollars
at $0.238 to the mark.
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German undertakings, and through establishment of branch
plants. The total picture at the end of September, 1930, was
about as follows:

FOREIGN HOLDINGS IN GERMANY!

Short-termloans . . . . . . . . 2,700 million dollars
Long-termloans . . . . . . . . 2,200 “ «
Shares and affiliates . . . . . . . 950 “ “
Realestate . . . . . . . . . . 48 “ «
Total . . . . . . . . . 6330 “ «

Until the economic and political crises which came in the
train of the world depression, the private loans and other
investments of foreigners in Germany had no direct con-
nection with international diplomacy. They were non-
political transactions between private parties. There was no
suggestion that foreign property in Germany was menaced
by bandits or that it needed diplomatic protection against
acts of the government itself, nor was there any likelihood
that a foreign state could seriously think of using private
investments in Germany as a tool of political penetration and
conquest. Germany was no ‘“backward” country. Neverthe-
less, these private investments did eventually occupy the
diplomats and add to international controversy.

In August, 1931, a few months after the Hoover mora-
torium on inter-governmental payments had begun, foreign
bankers who held extensive short-term credits in Germany
conferred under the auspices of the Bank for International
Settlements at Basle and agreed to a six months’ moratorium
on these loans. It was recognized that in the acute situation
then existing a precipitate withdrawal of credits would have
brought the whole German financial structure toppling. This
first so-called ““standstill” agreement was renewed and ex-
tended at subsequent conferences in the following years. So
reparations payments had ceased and short-term credits
were frozen when, on June 9, 1933, the German government

bid.
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decreed a transfer moratorium of six months on all public
and private debts contracted before July, 1931, except those
covered by the ‘““standstill” agreement. This decree was
shortly modified to exclude from the moratorium the Dawes
Plan loan of 1924 and the Young Plan loan of 1930 to the
German Reich, both of which had priority rights guaranteed
in international treaties, and to provide for a 50 per cent cash
payment of the amounts due on the other loans. The remain-
ing 50 per cent was to be paid in scrip, redeemable in cash at
half of its face value. Thus, the creditors would actually re-
ceive 75 per cent of their interest.

The “transfer moratorium” on private debts had more
than its name as a heritage of reparations. It was the enor-
mous influx of foreign capital into Germany after 1924 which
had enabled the Dawes Plan annuities to be met with so
little strain. Outsiders putting funds into Germany for in-
vestment provided more than enough foreign exchange to
balance the outpayments on reparations account, and while
the German government met its obligations abroad the Ger-
man economy as a whole was merely paying one external
debt with another—replacing a reparations debt by private
commercial debts. This met the transfer problem for the time
being, by postponing the day of reckoning. That day came
when the world depression stopped the flow of new capital
into Germany and the obligations already incurred began
to fall due. Henceforth, though reparations payments ceased
to exist, a new transfer problem attached itself to private
obligations abroad, and under the most unfavorable circum-
stances, illustrated by a decline in international trade which
brought German exports from 12 billion marks in 1930 to 4.8
billion marks in 1933. With the gold holdings of the Reichs-
bank rapidly moving downward, the German government
determined to prevent a new currency collapse at all hazards
and intervened to supervise the payment of foreign obli-
gations. The government insisted that the question was one
of transfer and that there was no repudiation of the private
obligations involved; it emphasized that the private debtors
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—individuals, corporations, government bodies—must pay
their full obligations regularly in reichsmarks into a Con-
version Office which, under the guidance of the Reichsbank,
would then determine how much could safely be transferred
into foreign currencies. From the standpoint of the outside
investor, of course, the loss was the same as though the pri-
vate debtor had defaulted. The difference was that the loss
resulted from the action of the government in controlling
the exchanges, so that in bargaining for payment the creditor
was confronted by the German government. Naturally, he
sought and received the assistance of his own government.
Thus, private investments in Germany became an inter-
national political question.

The reduction of long-term debt transfers begun in June,
1933, led to a whole series of conferences with creditors’
representatives and bargains with their governments. The
citizens of Switzerland and Holland, next to those of the
United States, had together made the largest long-term
investments in Germany, and their governments were in a
particularly strong bargaining position because these coun-
tries imported more from Germany than they exported to
Germany—an advantage in a trade war. They could threaten
to impose a clearing system on the payments due from Swiss
and Dutch importers to German exporters. Germany made a
special agreement to continue 100 per cent service on Swiss
and Dutch loans, in exchange for “additional” purchases
of German products—a discrimination which occasioned
more than one vigorous diplomatic protest from the govern-
ments of the other creditors, notably the United States and
Great Britain.

In December, 1933, at a conference in Berlin, the creditors
tried in vain to increase the transfer quota. Dr. Schacht,
president of the Reichsbank, announced instead that during
the first six months of 1934 cash transfers on long-term debts
would be only 30 per cent of the amounts due, with the bal-
ance in scrip worth half its face value. A new conference in
January resulted in an agreement under which the scrip
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would be redeemed at 67 per cent of its face value, mak-
ing the net payment to the creditors 76.9 per cent instead
of the previous 75 per cent. It was also agreed that the
discriminatory agreements with Holland and Switzerland
would end at the middle of the year and not be renewed.
There was a new general conference in April, and after weeks
of difficulty, including conflicts among the creditor groups
(the British, for example, were more interested in the Dawes
and Young loans and the short-term credits, while the Amer-
icans held the largest share of the long-term debts), a compro-
mise resulted which satisfied nobody. Its exact terms proved
unimportant, for on June 14, 1934, Dr. Schacht announced a
moratorium on all German foreign debts, and the German
finance minister informed the Bank for International Settle-
ments that payments on the Dawes and Young loans would
also be suspended. This resulted in immediate diplomatic
protests, especially from the United States, which continued
to emphasize the issue of discrimination among the creditors,
and from Great Britain, which objected particularly to sus-
pension of the Dawes and Young loan payments and threat-
ened to introduce a clearing system to collect the debt service
out of sums due by English importers to German exporters.
The British parliament quickly voted a bill giving this au-
thority to the government. Dr. Schacht spoke threateningly
of reprisals, and for a time a trade war seemed imminent.
Negotiations proceeded, however; Germany receded from
its position on the Dawes and Young loans, and a payment
agreement which established British creditors in a relatively
favored position was concluded in September, 1934. There
were also individual agreements with other creditor coun-
tries, but Dr. Schacht continued to assert in public speeches
that Germany must have a complete moratorium on all debt
payments for several years. In bi-lateral negotiations the
official German thesis seemed to be that each separate credi-
tor country could reasonably expect transfer of the debt
services due its citizens only in case it provided the means of
payment itself in the form of a passive trade balance with

[38]



The Problem

Germany, and this placed the United States, with its active
balance in German trade, at a decided disadvantage. On
April 19, 1935, the United States government announced
a vigorous diplomatic protest against the tender of interest
payments on Dawes loan bonds to American holders in the
form of registered reichsmarks, which could be taken out of
Germany only at a heavy loss, while citizens of other coun-
tries were being paid in full. As this chapter goes to press the
German private debt question appears to be as far from
solution as ever, and the only safe prophecy is that it is sure
to be troublesome.

Several other complicating factors should be mentioned.
The policy of the National Socialist regime after Hitler’s
rise to power in January, 1933, antagonized large sections of
world opinion and thereby prepared the way for resentment
and imputations of bad faith on the debt issue. This world
antagonism likewise expressed itself in a boycott of German
goods, which certainly did not help Germany to build up the
export surplus necessary to transfer its foreign debt. Further-
more, there was strong resentment among creditor groups
when the fact was brought out that large quantities of Ger-
man bonds had been repurchased at bargain prices and
returned to Germany. The creditors charged that the German
government had depreciated the market value of its own
bonds by protesting that they could not be paid, and then
had bought them at a discount with funds that should have
gone for interest to the bondholders. Great Britain and the
United States gave attention to this aspect of the matter
in their diplomatic representations. The bond buying process
also formed part of an ingenious scheme whereby German
exporters were allowed to acquire bonds, or the depreciated
scrip issued in payment of interest, at low prices and to re-sell
them to the government for their full value in reichsmarks.
This was a method of subsidizing exports, and it, too, caused
indignation in some circles abroad, though Dr. Schacht
rightly insisted that either foreign bondholders must forego
their money or the outside world must take more German
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exports. He also linked the question of Germany’s ability to
pay foreign debts with loss of colonies and other features
of the Versailles treaty. The press in creditor countries has
bitterly complained that while the German government
claims it cannot risk the transfer of funds abroad to pay
bondholders, it has been able to find considerable quantities
of foreign exchange with which to buy materials needed in
rearming. All these side-issues reveal how intricately what
were once mere private transactions between German bor-
rowers and foreign lenders have become entangled in the
skeins of international politics.

THE StorYy oF THE WONCKHAUS FirMm

The second case study introductory to our investigation
of investments in politics illustrates how a private enterprise
in a disputed region can come to be a focal point of inter-
national conflict. It begins in the decade of the 1890’s with
an energetic young man named Robert Wonckhaus, a Ger-
man, who worked for a Hamburg firm in Zanzibar on the east
coast of Africa.! Native dhows plied regularly between Zanzi-
bar and the Persian Gulf, taking up cargoes of slaves to
serve as pearl-divers and bringing back products of the
region. Among other things, they once returned with mother-
of-pearl shells, practically as ballast. These shells were bought
by the Hamburg firm, shipped to Europe, and sold at a hand-
some profit. Wonckhaus had heard that such shells were
thrown away as valueless in the Gulf; he decided to go up
there and see what could be done with them. This was in
1897, and ‘“Robert Wonckhaus and Company” appeared
soon afterward at Lingah.

Many accounts have been published of the moves on the
political chessboard and the worries of diplomats concerning
that strategic area of the Middle East to which young
Wonckhaus went. The Historical Section of the British

1The story as here presented is condensed, with permission of the editors, from
my article, ““ Business and Politics in the Persian Gulf: The Story of the Wénckhaus
Firm,” Political Science Quarterly, 48 (September, 1933), 367-85.
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Foreign Office has called it “one of the principal theatres of
British and German rivalry before the war.”* For England,
the Persian Gulf was one of the routes to India where com-
pelling reasons of imperial defense dictated that no other
power should ever have a foothold. German political inter-
ests, about the time Wonckhaus established his business,
were only beginning to extend through Asiatic Turkey along
the line of the proposed Bagdad Railway. Around 1900, it
was Russia whose advance in the direction of the Gulf most
worried British statesmen. Lord Curzon had written in his
book on Persia and the Persian Question that he would im-
peach as a traitor to his country any British minister who
might allow Russia to establish a station on the Persian Gulf.
His vigorous action as Viceroy of India when France sought
to lease a coaling station at Muscat and again when German
plans for the Bagdad Railway pointed toward a terminus at
Koweit showed that he was resolutely opposed to admitting
any other power whatever to a stake in the region. Lord
l.ansdowne, the foreign minister, announced to the world
in 1903 that “we should regard the establishment of a naval
base or of a fortified port in the Persian Gulf by any other
Power as a very grave menace to British interests, and
we should certainly resist it with all the means at our dis-
posal.”’?

The concrete experiences of a private business man against
the political background of this region throw into sharp relief
certain phases of the interaction between private enterprise
and international politics. The story to be related, largely on
the basis of first-hand testimony from Mr. Wonckhaus so
far as the activities of his firm are concerned,® shows how a
legitimate business with no political intentions becomes en-

n its Peace Conference Ilandbook on the Persian Gulf.

2See the article cited above for additional details and full citations.

3Personal interview with Mr. Wénckhaus, Hamburg, 1931. He was good cnough
afterward to rcad over and correct a typewritten memorandum of the long con-
versation. His statements have been checked against documents wherever possible,

and in every case found accurate; my judgment is that his story deserves full cre-
dence.
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meshed in the suspicion and traditional rivalry between
nations, takes on political importance, whether it will or not,
and finally comes to grief in the cataclysm precipitated, in
part, at least, by the results of practices which nations proudly
regard as ““protecting” just such enterprises of their citizens.

In view of the subsequent belief among the English,
French, and Russians in the Gulf that he had been sent there
with a subsidy from the German government, it is important
to emphasize that Wonckhaus came in 1897 almost by acci-
dent. “I was completely disassociated from all political aims
and all connections with the German or any other govern-
ment,” he says. “Nobody knew about me in Berlin; no one
in Germany knew about the founding of my firm. It was
purely a private, commercial enterprise, and of course I
didn’t go about advertising my plans.” Nevertheless, as the
firm prospered and developed in this focal point of imperial
policies it inevitably took on a political importance. The
first recognition of this fact came from the Russians. About
1899 Russia decided to pay more attention to what was
passing in Persian Gulf ports. First she sent out travelers
and warships, then opened consulates and trading posts, and
soon organized a subsidized maritime service between Odessa
and the Gulf. Several governments were establishing consu-
lates along the Gulf about this time, but that of Russia at
Bushire was particularly pretentious and well equipped,
although there were no Russians in the region. The Russian
government was trying its best to construct out of whole
cloth a commercial interest which could be pointed to as
justification for demanding that England discuss Persian
Gulf questions with her. “An officer of the Russian Volunteer
Fleet, Gorski,” says Mr. Wonckhaus, “was sent into the
region to build up a Russian trade. He was paid, of course,
by the Russian government, and the whole campaign was a
government enterprise. It failed, because from start to finish
it was such an artificial construction. They shipped in sugar,
for instance, for which there was no market, and most of the
business they did was conducted at a loss.”
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“Under these circumstances,” [Mr.Waonckhaus continues] “the
Russian Consul-General, Nicholas Pasek, with whom I was on very
good personal terms, came to me. He asked me to take over the
Russian trading interests in the Persian Gulf and to build them up
through my business connections there, which by this time were
quite extensive. I was given to understand that the job would be
well paid and would be practically a sinecure. I refused, because I
wanted to manage my own business without having to report to
anyone and because, after all, though I have never been a chauvin-
ist, I felt myself a German and was not particularly attracted by
the idea of working for Russian national ambitions.

“Some time later, presumably after receipt of instructions from
Petersburg, Pasek approached me again. This time he said, ‘We
are really very much in earnest about this offer we made you;itisa
matter of great importance to us. Our trading people are getting
nowhere, whereas you started a few years ago with nothing and
have built up a business and connections which make the English
firms fear you. If you will agree to represent Russian trade you can
name your own terms, and when I say your own terms I mean
exactly that—any terms you want. We are determined to have
Russian economic interests in the Gulf and we are willing to pay
for them.””

Again Mr. Wonckhaus refused.

The English in the Gulf at the time, from the Political
Resident down to the clerks of commercial houses, believed
that the Wonckhaus firm was not merely an energetic busi-
ness rival but a direct representative of German political
imperialism. That its rapid expansion and prosperity were
explained by a subsidy from Berlin was considered a matter
of universal knowledge.! “The real grounds for my success,
which was inexplicable to the English except on the sup-
position of a subsidy, were simple enough,” Mr. Wonckhaus

IThis notion found expression in such serious historical writings as Sir Percy
Sykes’ A History of Persia (2d ed., 1921, Vol. II, pp. 431-33). The Times Ilistory of
the War, published by the London Times while hostilities were in progress, contains
a chapter which goes into the history of the Persian Gulf in considerable detail and
devotes much attention to the activities of the Wonckhaus firm. Its value as un-
biased historical narrative is, of couise, nil, for 1t suffers from the distortion com-
mon to war-time propaganda, but it was evidently written by a very well-informed
person and 1s not unindicative of the views held by colonial zealots before and
during the war. It attributes to the Germans deep-laid plans to upset the British
position in the Gulf and then interprets everything in that light. The more trivial
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relates. “My people and I worked harder than they. My
market information from Europe was usually about a day
ahead of that of other firms. I applied myself to the language
and learned to speak Persian fluently. I maintained close
contact with the natives and had native buyers gathering
wheat and barley—our chief exports—in the cheapest mar-
kets, inland, not just along the coast. Furthermore, I think
I knew my wares better than my competitors. Finally, I was
the chief of my own firm, while the English commercial com-
munity was made up mostly of subordinates employed by
firms with headquarters in London; I could make important
decisions on the spot, adapt myself to new conditions, close
a contract immediately, while they had to consult London.”

The suspicions of British agents against the Wonckhaus
firm were strengthened by their growing concern over mani-
festations of German political and economic interest in
nearby regions. The grandiose Bagdad Railway project,
planned and financed under the leadership of the Deutsche
Bank, carried forward with the enthusiastic codperation of
the Kaiser and the German Forcign Office, was being hailed
by publicists (to the annoyance of those in charge of its
execution) as a potential threat to other powers, as well as a
symbol of Germany’s rising prestige. A tendency of German
foreign policy to foster commercial interests in Persia proper
(in order to create a stake in Persian diplomacy which could
be traded for the removal of Russian obstruction to the Bag-
dad Railway program) did nothing to lessen British appre-
hension. Whether he wished it or not, the business carried
on by Mr. Wonckhaus inevitably acquired a political impor-
tance as it grew. Markedly successful, he became known up
and down the Gulf, and his agents were everywhere. Such a

or innocent the German activities, therefore, the more insidious. Thus, Germany
“quietly cstablished a vice-consulate at Bushire.” Wonckhaus and his agents
“talked of commerce, but they surreptitiously sought at various points to obtain a
territorial footing,” The Wonckhaus firm rapidly blossomed into a large and wide-
spread enterprise, established headquarters at Bahrein and opened a new branch
at Basra. “The whole Gulf wondered where the money came from. It certainly was
never obtained from profits.”” The ““vigilance of the British representatives on the
spot foiled the German efforts at every turn.”
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development in such a region was bound to have repercus-
sions on European politics.

Mr. Wonckhaus explains how political significance came
to be attached to his business as follows: “Orientals are
impressed by force, by power,” he says. “They saw me come
to the Gulf with nothing at all. They knew me, because I took
pains to cultivate good relations with the natives. Then they
saw my business grow and saw me get the better of English
firms in a number of commodities. They saw my success and
the Russian unsuccess. Knowing nothing of European con-
ditions, the power of European nations was typified to them
by the citizens of these nations in the Gulf; in fact, they
called me in their language ‘Germany.” As my business won
out over my competitors the natives began to lose some of
their fear of England and Russia, and these nations hence-
forth found it less easy to manage things according to their
will. Sometimes native people of great local importance even
came to me and asked if I could not have them put under the
protection of the German government in order to interposc
a shicld between them and the English and Russians. I never
accepted or encouraged such offers, said nothing about them
to the German consulate, and wrote not a line to Berlin.
Nevertheless, the other Europeans, especially the English,
believed that such incidental results explained the real mo-
tives for my presence in the Gulf. In fairness to the English
I ought to say that it must have seemed so to them, look-
ing on from the outside. The effect of the Kaiser’s foolish
specches at home—his ‘mailed fist’ speech to the departing
troops at the time of the Boxer uprising, his talk of world
empire, and the like—was to heighten this suspicion of my
activities.!

“Suspicious as my activities may have seemed to the English,”
continues Mr. Wonckhaus, ““the facts are, none the less, that they

1At Hamburg in 1901 the Kaiser alluded in a public speech to the rdle which
Hansa traders might play in expanding the Empire. “As head of the Empire, 1
rejoice at the departure of each new Hanseate . . . who goes out to foreign parts,
looking with his keen, unbiased eye for new points where we may hammer in a nail
on which to hang our armor.” (Klaussmann, The Kaiser's Speeches, transl. Schier-
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were of a purely business nature. The German government not only
did not support me or subsidize me, but even the legitimate assist-
ance and protection which I might have expected was not always
forthcoming. That diplomatic circles in Petersburg, London and
Paris discussed my firm and said that the German government
was following a far-sighted policy in the Persian Gulf was not my
fault. I did nothing to deny these rumors, but a contradiction from
me would have changed no one’s opinion, and anyway, the belief
that my firm was backed by the government increased my credit
and prestige in certain quarters.”

It was in 19006, partly at the instigation of Mr. Wénckhaus,
that the Hamburg-American Line actually established a
regular service to the Persian Gulf. The Wénckhaus firm
became the agent of the steamship company. The welcome
that had been accorded earlier plans of Albert Ballin, Direc-
tor of the Hamburg-American Line and friend of the Kaiser,
for such a service showed a decided interest on the part of
the German government in that region at the far terminus
of the Bagdad Railway. The assertion often encountered in
English sources, however, that the Hamburg America Line
received a substantial subsidy for its Persian Gulf service is
untrue. Mr. Wonckhaus, who was connected with all the
negotiations, denies it categorically, and other evidence con-
firms his statement.! The new line and the Wénckhaus firm
handled shipments for the construction of a portion of the
Bagdad Railway.

“Sometime later,” [continues Mr. Wonckhaus] “ probably about
1911, I became Honorary Consul, without pay, representing the
German government in Basra. The consulate at Bagdad had re-
cently been established, and the request to me to take charge of
the new consulate at Basra came from there. At first I refused. I
have never wanted to be a subordinate to anyone; I wanted to run

brand [New York, 1903], p. 252). Living in the Persian Gulf among foreigners of
many nationalities, says Mr. Wonckhaus, he was in a good position to observe the
effect of such speeches upon the outside world. They did much damage and multi-
plied the difficulties of German merchants. A similar effect resulted from the writ-
ings of bombastic nationalists like Rohrbach, whom Mr. Wénckhaus denominates
“charlatans” and ‘““troublemakers.”

1See the article cited above for details.
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my business and to be completely independent. A second request
came, and I refused again. Only at the third request, when it was
strongly urged upon me that this was my duty as a German, did
I accept, and then only on the specific, written understanding that
I was never required to make a report. So far as I know, there was
never an exchange of telegrams between the consulate in Basra and
the German government.”

As stated in the House of Lords by Lord Lansdowne,
British policy did not include efforts directed toward the
exclusion of the legitimate trade of other powers in the Gulf.
It i1s apparent, however, that the imperial representatives
on the spot were inclined to exceed, in their zeal, the ofhicial,
correct attitude stated in London. It is usually the case, in
fact, that political agents in outlying territories chafe at the
restraints imposed upon them by a home government which,
in their view, almost always shows too much concern for the
opinion of rival powers. Consuls of empire tend to favor
strong measures, and so it was in this case. A man who has
had a distinguished record in the British political service and
who was Consul General at Bushire after 1904, then Political
Resident in the Persian Gulf from 1909 until 1914, Sir Percy
Cox, 1s proud of a dispatch written by the German consul,
Wassmuss, on the occasion of Sir Percy’s transfer to India.
His going, wrote the German consul, would be a boon to
German trade. In personal relations there was no cause of
complaint, but as Political Resident he conceived it to be his
duty to do all in his power to hamper the commerce of Ger-
mans, for he knew that in this region of weak administration
commerce must involve political support. He “saw his am-
bition to make the Persian Gulf an exclusively English sea
endangered by every shipload of barley and every ton of
oxide exported” by German firms. This statement of the
German consul, affirms Sir Percy, is not only an accurate
summary of his point of view as Political Resident but puts
it, in fact, quite well.!

In the eyes of English officials, anything undertaken by a

1Personal interview with Sir Percy Cox in London, 1931.
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foreign power or its nationals in the Persian Gulf had political
importance. It is easy to understand, then, why they resisted
with particular vigor every attempt by Germans to secure
concessions which might have had the effect of settling them
permanently on a bit of Gulf territory. When the first intima-
tions came that Germany might attempt to secure facilities
at Koweit for a Persian Gulf terminus of the Bagdad Rail-
way, and when rumors of a Russian railway concession from
Tripoli in Syria to Koweit were abroad, the British govern-
ment acted promptly and drastically, negotiating treaties
with native Sheikhs and putting gunboat pressure on Turkey.
Sometime later the Wonckhaus firm tried to obtain from an
Arab Sheikh rights to pearl fisheries in the neighborhood of
Bahrein; this was prevented by the English. Thereupon
negotiations are said to have begun in Constantinople for
pearl-fishing concessions and for the lease of Halul Island, a
center of the industry. Again England intervened, fearing
that the island might ultimately be used as a coaling station.
A further incident, which could easily have attained major
importance, occurred on the island of Abu Musa.

An English firm, F. C. Strick and Company, had con-
tracted for and was working a deposit of iron oxide on an
island called Ormuz. Mr. Wonckhaus looked about and found
a similar deposit, not quite as good, but worth working, on
the nearby island of Abu Musa. The Sheikh of Shargah,
whose territory it was, had conceded to three Arabs the right
to exploit the iron oxide of Abu Musa, and in 1906 two of
them transferred their rights to the Wonckhaus firm, which
then prepared to start operations. At this stage the Sheikh
canceled the concession, influenced by the English, who had
a treaty dating from 1892 with him and other Arab chieftains
to the effect that he would enter into no relations with any
government but that of Great Britain and would dispose of
none of his land to any other power. A French vice-consul
who was in the region at the time writes that the red-oxide
of Abu Musa would have made an ideal freight for the
steamers of the Hamburg America Line, which arrived in the
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Gulf laden with construction material destined for the last
section of the Bagdad Railway but lacked return cargoes.
This was one reason why the English were determined to
prevent Wonckhaus from exploiting the deposits. There may
have been more weighty reasons, however, including the
apprehension that if Abu Musa proved to be commer-
cially valuable claims to sovereignty might be made by
Persia.

The Wonckhaus firm took no notice of the Sheikh’s revo-
cation of the concession. In October, 1907, the British war-
ship Lapwing appeared at Abu Musa towing a number of
sailing boats laden with three hundred of the Sheikh’s armed
followers. The warriors disembarked, seized the workers
employed by Wonckhaus, and removed them to Lingah.
Two hours later, when a representative of Wonckhaus
arrived, he was fired upon, but luckily not killed, by these
same native warriors.

There was a cry of indignation in the German press. The
Neuste Nachrichten spoke of the “incomprehensible violation
of German rights.” The Berliner Tageblatt announced that
Great Britain was trying to undermine German prestige and
to demonstrate her own supremacy. It said that the English
““seem to have had the intention to show Germany that she
can do nothing in the Middle East without Great Britain’s
consent,” and declared that ‘“commerce and politics can no
longer be divided.” Germany could only attain commercial
success by ““energetic political action.” Mr. Wonckhaus pro-
tested to the German government, which passed on his
protest to the British government through the Embassy in
London. According to Mr. Wonckhaus, however, the German
Foreign Office induced him to lower his claims for compen-
sation below the amount to which he believed himself justly
entitled, made his original protest much milder, and did not
press the matter so energetically as he should have liked. The
question dragged on, was postponed and repostponed, until
finally some months before the outbreak of the war the Brit-
ish government agreed in principle that Wonckhaus was
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entitled to compensation. The determination of the actual
amount was further postponed. Then the war came, and in
the end he received no compensation at all.!

This was not the worst that the war did to the Wonckhaus
firm, of course. German enterprises were driven out of the
Gulf by the British. The records of the firm were seized, and
this, incidentally, added a weighty confirmation to the
personal testimony of Mr. Wonckhaus regarding the non-
political nature of his firm’s activities. An officer of the Brit-
ish army on the scene has recently written that suspicions
regarding Wonckhaus were proved unfounded when ““a care-
ful examination of the voluminous records of the firm’s
various branches lent no colour whatever to the supposition
that its objects were other than commercial.””

Like a host of other business men scattered over the face
of the earth, Wonckhaus seems to have been interested in
doing a profitable business, expanding his firm, becoming a
great merchant—not in politics. Why, then, did he eventually
find his enterprise regarded as a ‘‘politico-commercial”
institution, and why was it involved in one of the many
international conflicts that led up to the World War? Why
did his business operations help to make the Persian Gulf
“‘one of the principal theatres of British and German rivalry
before the war,”” and why did they have a small part, though
an unintentional part, in the causes which set the world
aflame? To understand the processes involved in such situ-

nterview with Mr. Wénckhaus. At the India Office in London (which handles
the political affairs of the Persian Gulf) I was informed that the papers on the Abu
Musa affair cannot be made available, but an official very kindly volunteered to
look them through and to answer what questions he could without violating official
discretion. His impression from a reading of the documents was that Germany had
done everything proper in pushing the claim and had not been at all soft about it.
Some sort of a compromise seems to have been reached just before the war, Mr.
Waonckhaus claiming he ought to have compensation at least for the iron oxide he
had alrecady mined and lost. The official who looked at the documents agreed that
to accept the version given by Mr. Wénckhaus and used above in the text “would
not be far off the mark.”” The Abu Musa affair is not mentioned in the collection of
British Documents on the Origins of the War nor in Die Grosse Politik.

2Lt. Col. Sir Arnold T. Wilson, Loyalties, Mesopotamia 1914-1917, A Personal
and Ilistorical Record (Oxford University Press, 1930), pp. 74 ff.
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ations, to analyze them into their elements, i1s the object of
this book. On the basis of that understanding, to design and
apply intelligent measures for the minimization of similar
international conflicts is the political problem of international
private investments.
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PART I: PRIVATE INVESTMENTS AND
DIPLOMACY






A. INVESTMENTS SERVE DIPLOMACY

CHAPTER 3

Type Cases: Yalu, Tripoli

Is IT strange to begin the systematic analysis of relations
between private investment and diplomacy with chapters on
the use of investments by diplomacy as tools or instruments
of foreign policy? Not if one has studied the actual cases of
international friction over private foreign investments. De-
spite widespread beliefs and convincing theories to the con-
trary, private foreign investments are found much more
frequently as tools of diplomacy than as instigators of diplo-
matic action in those cases of international friction over
foreign investments which may be classified as dangerous
(that 1s, more than mere altercations, but likely to lead
toward war, especially to a big war between major powers).
This 1s not a critique of ““the economic interpretation of his-
tory.” The foreign policy of which private investments have
become the tools in these cases may have been determined
wholly or in part by “economic” factors. That can be de-
bated pro or con; it is not debated here. What does not seem
to be arguable, however, on the basis of careful observation
of these phenomena in the real world, is that with respect
to the immediate relation of private investments to diplomacy
the private investments figure most frequently (not ex-
clusively) in cases of dangerous international friction as
servants, rather than as masters.

One is pressed to this conclusion particularly when he turns
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to the minute investigation of several cases which have been
widely cited to illustrate how private investments initiate
causes of war, and these cases turn out instead to have been
flagrant examples of investments pressed into service for
political ends. Two such cases follow.

YarLu INVESTMENTs AND THE Russo-JAPANESE WAR

“The Japanese-Russian War, it is now admitted, was
largely the result of the clamor of financial interests seeking
to exploit Manchuria,” says a commentator on the economic
causes of modern war,! and many others have endorsed this
view. Specifically, influential persons interested in timber
enterprises on the Yalu River, part of the boundary between
Manchuria and Korea, arc alleged to have performed the
double mischief of urging on the government of the Tsar and
alarming the Japanese. In the words of another writer who
strongly emphasizes the direct financial causation of inter-
national conflict:

These memoirs [of General Kuropatkin] show that all the Min-
isters of the Tsar, Count Lamsdorf (Foreign Secretary), M. Witte
(Minister of Finance), and General Kuropatkin (Minister of War)
were sincerely disposed to evacuate Manchuria, and no less opposed
to any advance towards the Yalu River and Korea. They failed, be-
cause the timber enterprise, which was the attraction of the Yalu
district, was a court venture. These wealthy forests, made over to
a Russian promoter in 1896, when the Emperor of Korea was a
fugitive in the Russian Legation at Seoul, had passed into the
hands of a courtier named Bezobrazoff, an intimate of the Grand
Dukes, the Dowager-Empress and the Tsar. The company which
he formed to work his concession had several of these people among
its shareholders, and there is little doubt that the Tsar himself was
interested to the extent of £200,000. Admiral Alexeieff, a creature
of Bezobrazoff’s, sent to the Far East as Viceroy, overruled the
Ministers at home, and conducted the timber enterprise as an Im-
perial undertaking. It was neither the Russian people nor the
Russian bureaucracy which had determined to keep the Yalu dis-
trict and to fight Japan for its possession. The resolution to possess

'F. C. Howe, in Annals of American Academy of Political and Social Science,
LXVIII (November, 1916), 318.
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it came from a little group of interested courtiers, who were using
the natural resources to further their private financial ends.!

Now it is true that a little clique of influential courtiers
worked for an aggressive policy in the East, contrary to the
better judgment of Witte and other ministers, and it 1s true
that this Bezobrazoff group was interested in forestry con-
cessions on the Yalu. Yet to conclude that the desire for the
aggressive policy was born of a desire “to further their pri-
vate financial ends” is putting the cart before the horse.
Actually, the “economic” enterprise was set up in order to
forward a policy of imperial expansion in the Far East which
the group already favored, and far from shaping political
events to insure private gain, the members seem to have
cheerfully contemplated some economic loss for the attain-
ment of their political objectives.

The early history of the Yalu enterprise is essential to an
understanding of its activities.” In 1896 a Russian merchant
named Brinner secured a concession from the Korean govern-
ment to exploit the timber tracts along the Tumen and Yalu
rivers. As a result of the Russian withdrawal from activity
in that region he decided to sell his rights to international
interests headed by Rothstein, a son-in-law of one of the
Rothschilds. The news leaked out, and a small group com-
posed of Matiunin, just appointed Russian Minister to
Korea, Vonliarliarski, a well known developer, and later
Bezobrazoff, a retired officer and state councillor,® resolved
to save the project and use it for the expansion of Russian

'H. N. Brailsford, The IWar of Steel and Gold (l.ondon, gth edn., 1917), pp. 51-2.
Harold J. Laski, “’The Economic Foundations of Pecace,” in The Intelligent Man's
Way to Prevent IWar (ed., Leonard Woolf, London, 1933), pp. 507-8, says: “The
Russo-Japanese War was, in the last analysis, the outcome of an endeavour by a
corrupt Government to defend the immense timber concessions in Manchuna of a
little band of dubious courtiers.”

2 rely in what follows mainly upon William L. Langer’s scholarly investigation
into the origins of the Russo-Japanese War, published in German in Europaische
Gesprache (Hamburg), IV (June, 1926), pp. 279-322. My account 1s based on the
original English manuscript, which I had the privilege of consulting.

3Bezobrazoff is said to have led an adventurous life in Siberia after his retirement
from the Guards. Izvolsky described him as ““un personnage burlesque et 2 moitié
fou” who won such an influence over the Tsar that he and his clique shortly had
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interests which official Russia was giving up. In February,
1898, after an unsuccessful attempt to interest Muraviev,
the Minister of Foreign Affairs, this group turned to the Tsar
himself. They proposed the establishment of an East Asiatic
Company, “guided by the august will of the Russian Em-
peror,”’ which would serve as a political instrument, probably
in the manner of the British chartered companies then being
so assiduously but artificially imitated by the imperialists
of France and Germany as well as Russia.! The promoters
claimed that the plan would soon enable Russia to obtain
complete control of Korea, and it was proposed to have
representatives of the company enter the Korean service.
The enterprise, however, would require stockholders ‘“who
would not demand immediate dividends” and who would be
prepared to “render a service to the Tsar.” American and
other capital might be taken in to act as a screen. A conflict
with Japan could be avoided by ‘““granting her certain ma-
terial advantages in Korea with the help of the company.”
Above all, “our fighting vanguard, up to 20,000 men, dis-
guised as lumbermen,” could be deployed on the area covered
by the concession under pretense of economic exploitation.?

Thus the “economic” enterprise on the Yalu was con-
ceived! The Grand Duke Alexander Michailovich and other
influential persons became interested. The Tsar was much
impressed by the possibility of saving Korea for Russia, and
it was decided to acquire the concession from Brinner, Privy
Councillor Neporoshnov acting as go-between. In June, 1898,
an expedition financed by Imperial Cabinet funds set out for
northern Korea under the command of Neporoshnov. It was
armed with instructions from Baron Fredericks, who had
been ordered to participate “in a private way, as the Em-
peror’s man of confidence.” The War Department sent along
not only the direction of the politico-economic enterprise on the Yalu but the whole

conduct of diplomatic relations with Japan in their hands. O. Franke, Die Gross-
machte in Ostasien (Hamburg, 1923), p. 223.

ICf. the discussion of chartered companies in Ch. 11.

2Langer, 0p. cit., pp. 290-91, in the Europaische Gesprache. For documentation
the reader is referred directly to this article.
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an officer to make surveys, and Muraviev was told frankly
that the expedition was pursuing “political ends.” It drew
up military, economic, and climatic descriptions of northern
Korea, surveyed large areas, studied possible railroad routes,
made certain that the population was not hostile and that
the Japanese had not yet arrived, and in addition, nearly
succeeded in persuading the Emperor of Korea to grant a
concession for the exploitation of the Cabinet lands and the
mineral resources of his country. But despite this auspicious
beginning the project had to be dropped for the time being.
The opposition of Finance Minister Witte, who stood for a
more moderate policy in the Far East at this stage and who
had not even been informed of the undertaking, was feared.
Even Muraviev objected to spending money on the mineral
concession.

After the Boxer uprising the expansionists at St. Peters-
burg urged that Russia should take advantage of the con-
fusion to improve its position in Manchuria and Korea.
Military and naval men insisted on obtaining and holding
strategic bases. Count Witte, on the other hand, was for
moderation. He favored a policy of conciliation with the
other powers. Their protests had forced Russia to drop
negotiations looking toward a monopoly of concessions in
Manchuria and to promise in the convention of April, 1902,
to evacuate Manchuria within eighteen months. “Had the
Russians lived up to the April Convention and carried out
the evacuation of Manchuria systematically there would
have been no war. Not a single major power concerned would
have disputed the Russian influence.” But the governors of
Russia, contemptuous of the Japanese army, were not in a
conciliatory mood. Bezobrazoff and his friends bombarded
the Tsar with memoranda characterizing the convention as
a confession of weakness, as an abandonment of Russian
interests, and as a menace to Russia’s position not only at
Port Arthur but in the whole Far East. The new Minister
of the Interior, von Plehve, evidently with his eye on Witte’s

Langer, op. cit., p. 304.
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position, expounded the theory of the “little victorious war”
as a corrective for domestic unrest. He therefore identified
himself with the Bezobrazoff group, and his support was
probably decisive. Again Bezobrazoff stepped forward with
his all-embracing plan.

Russian policy, said Bezobrazoff, must acquire unity of
purpose, energy, and determination. Far from evacuating
Manchuria, Russia must greatly strengthen its forces in the
Far East in order to silence the opposition. It must create
real economic interests in the Far East. A screen must be
built up on the Yalu to protect the Russian flank from a
possible Japanese attack and to threaten the Japanese should
they make trouble. This might be done through the East
Asiatic Industrial Corporation based on the Brinner con-
cession. Other concessions might be obtained in Korea, and
an attempt should be made to draw American support and
sympathy to the Russian side by associating American
capital in such enterprises. As for Manchuria, the policy
should be to obtain control of the major economic under-
takings.

These plans so fired the imagination of the Tsar that Bezo-
brazoff was sent to the Far East to reorganize Russian
activities, and he went not only with the blessing of Tsar
Nicholas, but with two million roubles appropriated by the
Ministry of Finance “for purposes known to His Imperial
Majesty.” With this subsidy, and in feverish haste, Bezo-
brazoff began to establish “real Russian interests” of an
“economic” nature. Offices of the East Asiatic Industrial
Corporation were opened at Port Arthur and at Seoul. Ne-
gotiations were begun for a twenty-five-year monopoly of
lumbering rights on the Manchurian side of the Yalu, and
woodsmen (under the command of reserve officers) began
activities in dead earnest on the Korean side. Barracks ap-
peared, and under the pretext of protecting workmen and
property, Russian soldiers were sent across the river. They
began to construct military roads throughout the territory,
thus bringing a large part of northern Korea into direct
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contact with their military base. The harbor of Yongampo,
near the mouth of the Yalu, was a long distance from the
timber operations, but it controlled the valley and might be
made a point of junction between the Trans-Siberian Rail-
way and the projected Seoul-Wiju line. Russian soldiers in
civilian dress entered Yongampo in May, 1903, with a large
number of Korean and Chinese coolies and began to build
what they described as ““timber warehouses.” An American
who visited the scene in December wrote that the Russians
had already erected substantial brick buildings, including
large barracks and stables, that a breakwater had been
constructed, that the one hundred Russians, with one or two
exceptions, were all military men, that they made no secret
of building operations contemplated for the following spring,
and that everything indicated a semi-political and semi-
military permanent occupation.!

The Japanese could hardly be expected to overlook the
unmistakable meaning of these operations. Opponents of
Bezobrazoff in St. Petersburg warned in vain of dangerous
political complications. Their advice to withdraw the troops
across the Yalu, resume negotiations with Japan over the
Korean question, and reduce the economic projects to a
strictly commercial, private footing was ignored. “Nicholas
no longer had any taste for longwinded conference reports.
His mind was filled with visions of the acquisition of half of
Asia and he found the flowery and exuberant epistles of Bezo-
brazoff more palatable.” The influence of the adventurer-
promoter prevailed. Already a veritable warfare had begun
on the Yalu between Russian and Japanese timbermen.
Diplomatic relations were broken off in February, 1904, and
the Russo-Japanese War was at hand.

Japan might have hesitated about going to war over Man-
churia alone, but in the view of Japanese statesmen the
developments in Korea made action inescapable. The pur-

1In addition to Langer, op. cit., scc on this point O. Franke, Die Grossmachte in
Ostasien (Hamburg, 1923), pp. 216-24, and A. J. Brown, The Mastery of the Far
East (New York, 1919), pp. 142-46.
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poses which brought Russian activities across the Yalu must
therefore be charged with a large share in the causation of
the war. The foregoing has made sufficiently plain, however,
that these purposes were not the promotion and protection
of private investments made in the pursuit of commercial
gain, but that the famous timber enterprises themselves
were simply screens for political and military ambitions. The
stockholders had to be persons ‘“who would not demand
immediate dividends” but would glory in rendering service
to the Tsar. The “woodsmen” were soldiers. The initial
expenses were defrayed by secret political funds from the
Russian treasury. The operations undertaken were not
designed to yield commercial returns, but to “create” what
are called ““real interests.” It is not strange that the product
of this “economic” venture was not lumber, but war.

ITALIAN INVESTMENTS AND THE CONQUEST oF TRIPOLI

Another war often ascribed to the direct influence of
foreign investments on foreign policy is the Turco-Italian
War of 1911-12, which resulted from Italy’s seizure of
Tripoli. In this instance the Banco di Roma is supposed to
have pressed the government into action in order to protect
its investments in Tripoli and to enhance the value of its
land holdings.! As in the Yalu case, examination of the epi-
sode in its total setting will show that such an explanation
puts the cart before the horse. The Banco di Roma estab-
lished un-economic ‘‘economic interests” in Tripoli at the
urging and under the subsidy of the Italian government,
which already knew that some day Italy was to assert itself
as a great power by taking that territory from Turkey. When

1“The late Italian war had its motive, in a large part at least, in the speculations
of the Bank of Rome.” (David Starr Jordan, “Interlocking Directorates of War,”
World's Work, XXVI (July, 1913), 277. “It is certain that private interests, often
of doubtful value, pushed Italy into seizing Tripoli. The réle of the Bank of Rome
should be particularly mentioned. . . . This bank established a navigation line be-
tween Italy and Tripoli, organized certain local industries; especially, it bought
the best lands throughout the country. It desired the conquest in order to make a

better profit on its establishments and in its various acquisitions.” (Félicien Chal-
laye in Revue du Mois, X1V [Nov. 10, 1912}, p. 637.)
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Turkish resistance to this policy of ““peaceful penetration”
imperiled the bank’s enterprises it did add to the general
pressure on the Italian government for immediate and de-
cisive action of the sort which had been contemplated any-
way for years, and in this sense the bank did become an active
instigator as well as a passive instrument of state policy.
This is a rather general characteristic of private investments
used as tools of diplomacy. They do not remain merely tools,
but having been led into rather large risks in support of
government policy, they in turn demand that the govern-
ment support them, which usually means a pressure that is
hard to resist in favor of continuation and intensification of
a policy of aggressive penetration. This might be called the
“balance wheel”’ effect of private investments used as diplo-
matic tools; they add momentum to policy. Some details of
the Tripoli case are most enlightening and will be briefly
recited.

It is easy to establish beyond any doubt whatever that
long before the Banco di Roma went to Tripoli, Italian states-
men of nationalist inclinations were definitely planning to
take the territory. Francesco Crispi, as early as 1890 and
before, made diplomatic preparation for that purpose with
England, Germany, and Austria-Hungary.! In fact, Euro-
pean powers ever since the Congress of Berlin (1878) had
intimated that Italy should seek expansion in Tripoli, and
Italian aspirations had been turned still more in that direc-
tion by the French seizure of Tunis in 1881, which blocked
Italy’s hopes there and drove Italy into the Triple Alliance.
From 1900 to 1902 Italian diplomats strengthened secret
understandings with France, Great Britain, Germany, and
Austria-Hungary which gave Italy a free hand in Tripoli,
and Russia’s approval was purchased in a secret treaty of
1909 regarding the Dardanelles.? If further proof of Italian

'Francesco Crispi, Memoirs (London, 1914), 11, 474, 450.

2See A. F. Pribram, The Secret Treaties of Austria-Hungary (ed. A. C. Coolidge,
1920), I, 95, 110, 117, 240; II, 232; Siebert and Schreiner, Entente Diplomacy and
the World, 1909-1914 (New York, 1922), pp. 142 ff. These are summarized in P. T.
Moon, Imperialism and World Politics (New York, 1927), p. 219.
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intentions were needed it is found in the reports sent home
in 1901 and 1902 by the German ambassador to Rome. Ger-
many, as [taly’s partner in the Triple Alliance, regarded the
Tripoli venture with apprehension, but it was already appar-
ent that if France should take Morocco Italy would take
Tripoli.!

What was behind this intention on the part of Italian
statesmen, already so definitely fixed by 1902? Certainly not
Italian investments in Tripoli, which were non-existent at
this time. Nor could Italy by any stretch of the imagination
be conceived to have had ““surplus capital” pressing for in-
vestment opportunities abroad. The roots of Italian policy
toward Tripoli must be sought in a state of mind affecting
influential Italians, a spiritual mood calling for national
expansion, and not in immediate economic factors. To be
sure, this spiritual mood itself doubtless grew out of complex
causes among which some of the most important were eco-
nomic in the broad sense, but even these indirect elements
did not include private foreign investments or pressure for
investment opportunities in 1902. The expansionist state of
mind was partly an imitation of other and more powerful
nations. Territorial conquest had prestige value—it was
“being done” in Africa and elsewhere by the best of inter-
national society. A new state like Italy, only recently formed
out of a congeries of small principalities, might prove its
right to a place in the world by taking colonies. Furthermore,
said influential nationalists, the work of the Risorgimento
had not yet been completed. The unification of Italy had
created a state, but not a nation. It was necessary to achieve

¢ Italy does watch over Tripoli with covetous eyes, but, nevertheless, Italian
statesmen look forward with worry to the moment when the pressure of circum-
stances will convince them that they must lay their hands on Tripoli.”” (Die Grosse
Polinik, No. 5834, Dec. 12, 1901.)

The Italian foreign minister said, “Tripoli, as the last still unappropriated re=
mainder of the Mediterranean coast, must some day become Italian.” (lbid.,
No. 5843, Dec. 27, 1901.)

“That Tripoli will some day fall to Italy is not only taken for granted here, but
is regarded as nothing less than a vital question, and that by all parties with the
exception of a part of the extreme left.” (/bid., No. 5848, Jan. 10, 1902.),
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moral unity, to form Italians and an Italian soul, and this
could be accomplished by national action. Crispi had carried
this work forward, but his plans for expansion had been
rudely interrupted by the disastrous defeat at Adowa (1896)
in which the “backward” Abyssinians, whose territory was
to have added to Italian greatness, completely routed the
arms of Italy. Now 1t was necessary to continue, and by
achieving glories as a colonizing nation—worthy of the
tradition of Rome—to efface the memory of Tunis and of
Adowa, and to raise Italy from the ranks of the second-rate
powers. These were the chief driving forces which, directly
in the minds of statesmen and indirectly through the agi-
tations of the nationalist press and nationalist orators, had
set [talian policy definitely toward Tripoli.

But these spiritual forces needed material tools. Even with
the diplomatic way smoothed, outright unprovoked annex-
ation by force seemed a bit foolhardy.! *‘Peaceful penetra-
tion”’-—the gradual establishment of dominant Italian
“interests” of all kinds in Tripoli, with the accompaniment
of increasing political control, perhaps some day passing
over into sovereignty—was obviously indicated. In what
way docs the government intend to exercise the paramount
rights in Tripoli which the powers have recognized as belong-
ing to Italy? asked Foreign Minister Tittoni before the
[talian Senate in May, 1905. “Is it preparing to occupy
Tripolitania? To this question I answer decidedly: No. To
my mind Italy should not occupy Tripoli except when
circumstances will make such a course absolutely indispen-
sable.” But no other power must increase its influence there,
and “the rights we have upon Tripoli for the future must
give us, even at present, a preference in the economic field,
in directing our capitals to that region and in promoting

In December, 1901, the German ambassador and the Italian foreign minister
discussed whether or not possession of Tripoli might be obtained by a peaceful
understanding with the Sultan, thus avoiding the dangerous method of annexation
by force. Foreign Minister Prinetti assured the envoy that Italian ambitions, which
worried its ally, “ would be fully satisfied with the acquisition of Tripoli, in whatever
form.” Von Bulow, in Berlin, noted on the dispatch: “For a while—yes.” (Die
Grosse Politik, No. 5843.)
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commercial currents and agrarian and industrial enter-
prises.” He defended the government against charges of
negligence with regard to Tripoli. It was doing much in that
region for the development of Italian commerce, navigation,
schools, public assistance, and economic action, and along
this road the government intended to persevere. Rumors
that a coaling station and harbor construction contracts
had been granted to non-Italians were unfounded, but “the
Italian Government must draw the Sultan’s special attention
to the grave consequences for Turkey of the granting by her
of concessions or privileges in Tripolitania and Cyrenaica
which would be opposed to Italian interests, as such a course
would oblige the Italian Government to adopt energetic
measures.”” Having thus made the situation clear “all that
remains to be done is to quietly resume our work of economic
penetration in Tripolitania. This will be the care of the
Government.””!

How did the government happen to be assisted in this care
by the Banco di Roma? In the first place, it is worth noting
that Romolo Tittoni, Vice-President of the bank’s Board of
Directors,> was a brother of Tommaso Tittoni, Foreign
Minister from 1903 to 1909. There were other circumstances
still more interesting.? The Banco di Roma was known as the
bank of the Vatican, and on account of these Papal con-
nections was handicapped in its relations with institutions
close to the royal Italian government. Notably, it had been
unable to obtain rediscount privileges at the Bank of Italy.
Hoping to open this door, it took counsel in high places and
finally the prized rediscount privileges were granted. But in

taly’s Foreign and Colonial Policy. A selection from speeches of Senator Tom-
maso Tittoni, during his term of office as Foreign Affairs Minister (1903-1909).
Eng. Transl. (London, 1914), pp. 20-26.

2Report of the Banco di Roma, 1905.

3Here I rely upon an article by René Pinon, “L’Europe et la guerre Italo-Turque,”
in the Reoue des deux mondes, June 1, 1912, pp. 608 ff. The article shows evidence of
well-informed authorship, but I have been unable to check its story about the
Banco di Roma against independent sources. Pinon does not say how he got his

information,
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return the Banco di Roma promised to interest itself in the
development of Italian economic enterprises in Tripoli.!
These enterprises took the form of olive presses, an ice
machine, a flour mill, an esparto grass press, a soap factory,
a machine shop, an establishment for the preparation of
ostrich feathers, another for sponges, a quarry—in fact, a
whole series of the most diverse undertakings. Eight or nine
branches or agencies of the bank were established along the
coast and even back in the mountainous hinterland, the first
in April, 1907, and all under the direction of Signor Bresciani,
who had been a colonial official in Eritrea. Livestock was
put out with Arab tribesmen for grazing, and in spite of
the opposition of Turkish authorities and legal prohibitions
against land ownership by foreigners, the bank succeeded
in acquiring possession, if not legal title under native law,
of large tracts of land. The total value of the capital put
into Tripoli by the Banco di Roma up to 1911 was about
four to five million dollars.? This included investments in
steamships for coastal navigation and for linking Tripoli with
other Mediterranean ports. In addition, the Italian govern-
ment itself established schools and post offices, despite Turk-
ish opposition, sent archeological expeditions, which naturally
discovered Roman ruins, and encouraged Italians to initiate
undertakings of other sorts. The desert sands of Tripoli were
not too enticing, however, and most of the “economic inter-
ests”” had to be created by the Banco di Roma. The Italian
population of the whole region in 1911 was hardly a thousand,
and scarcely two hundred of these had come from Italy.?

1“The Banco di Roma . .. with a large capital of Vatican and Clerical money,
professes that its aim is to further Italian commerce with the East, and for this
reason, no less than for patriotic reasons—for the directors avow that they are none
the less patriots because they are strict Catholics—decided to establish a branch
bank in Tripoli.” This in Charles Lapworth, Tripoli and Young Italy (London,
1912), p. 67, a book which reads like propaganda in justification of Italy’s action
and which mentions many interviews with Italian officials in the preface, tends to
confirm the story given by Pinon about the bank’s role.

#“La Tripolitaine a la Veille de ’Occupation Italienne,” an article in the French
colonial organ, L’ Afrique Frangaise, 1911, pp. 362 ff., based on first-hand informa-
tion obtained from Italian government and bank officials.

Ibid,
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The bank’s navigation service, incidentally, was subsidized
by the Italian government under contracts of April 23, 1910,
and January 27, 1911.! This may be regarded as additional
compensation to the bank—additional to its rediscount
privileges and its patriotic consciousness of national service—
for the very considerable losses it must have been bearing on
its Tripolitan placements. Indeed, ‘“the deserts of Tripoli
and its scanty and indigent Arab population offered meager
prospects to the profit-seeking financier,”? and any serious
profit-seeking by the Banco di Roma must have been done
at home, in the Italian treasury. When the actual occupation
of Tripoli and the Turco-Italian war finally came along, the
bank reaped a rich harvest in contracts for army supplies.
It remained the associate of the Italian government in de-
veloping the colony, and its land holdings in Tripoli doubtless
increased in value with Italian annexation.?

What precipitated the actual occupation, for which the
way had been so carefully prepared by diplomatic action and
economic penetration? The immediate signal was the French
seizure of Morocco.* Tripoli had been bargained against
Morocco with France, and the Agadir crisis brought on by
French action somewhat lessened Italy’s fear of interference
from the powers. Internal opposition to a reform program
sponsored by Prime Minister Giolitti, in which the opposition
directed its fire on the weakness of policy toward Tripoli in
order to attack the government, also spurred Giolitti to
action.® Turkish nationalism, represented by the Young Turk

10p. cit.

2Jacob Viner, “Political Aspects of International Finance, I1,” Journal of Busi-

ness of the University of Chicago, I (July, 1928), p. 341. I am indebted to this article
for calling attention to the interesting aspects of the Tripolt case.

3Pinon, o0p. cit., p. 609. The financial bulletin of Le Temps (Paris) recorded on
September 23, 1912, that Banco di Roma securities enjoyed a very active market.
“It 1s known that this bank should profit particularly by the conclusion of the
peace on account of the vast terrains which it has acquired in Tripoli and which it
will now commence to exploit.”

4“The moment when France became lord of Morocco was the signal for Italy to
proceed in Tripoli.” (Die Grosse Polutik, German ambassador in Rome to his foreign
office, Sept. 28, 1911, No. 10,841.)

&Pinon, op. cit.
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revolution of 1908, had stiffened the resistance to peaceful
penetration in Tripoli. The Turks were not only doing all
they could to hold Italy back and to hamper the Banco di
Roma, but were endeavoring to interest capital and enter-
prise from other nations as a counterweight. The nervous
excitement of the (inspired?)! Italian press whenever it was
rumored that a German had bought a parcel of ground, or
that an American was to get a state contract, was intense.
In Tripoli, as in similar cases elsewhere, the breakdown of
pacific penetration quickly brought military action.

Once it had acquired a stake, the bank itself pushed Italian
policy forward and had a hand in precipitating the occu-
pation. It not only cultivated the soil in Tripoli, but public
opinion at home. A special envoy of the bank, Signor Piazza,
wrote articles for the Tribuna in April and May, 1911, which
were then published in a book entitled La nostra Terra
Promessa (Our Promised I.and).? The Italian foreign minis-
ter, San Giuliano, told the German ambassador on the first
of March, 1911, that public opinion was becoming too strong
for him to resist, and that, in his opinion, the agitation was
being engineered in great part by the bank, which was dis-

1By way of working up public opinion in favour of war, there have becn sceven
Italian newspaper correspondents in Tripoli since spring (1911) for whose idle
hands the devil sure much mischief found to do. These industrious pressmen, having
nothing serious to report, magnified every trifle and inflamed every dispute. Their
note was that if Italian concession-hunters did not immediately receive every con-
cession they asked for, and that at their own terms, the Turks were thwarting Italian
enterprise. If it was not the Turks it was Germany, or France. It is almost incredible
the morbid suspiciousness which was thus developed in the Italian Press. There are
hardly any Germans in Tripoli, but there are a few, who are on the look-out for
business there as elsewhere. One of them got a contract for lighting the streets of
Tripoli with acetylene lamps. Forthwith the Tribuna denounced ¢the German in-
vasion.” The Germans wanted to put up a hotel. The Italian colony opposed it as
if the hotel had been a fortress. . . . The French got a contract to improve the har-
bour of Tripoli. The Italians made such angry protests the contract had to be can-
celled. . . . The Italians, having earmarked the whole of Tripoli and Cyrenaica as

their own, regarded every foreign merchant or explorer as a potential enemy.”
(W. T. Stead, Tripoli and the Treaties [London, 1911}, pp. 42-43.)

2Cited in L’ Afrique Frangaise, 1911, p. 362. Propaganda of this sort, emanating
from the colonialists and nationalists, with which the bank had cast its lot, and
probably from government officials who dcsired to prepare public opinion after the
decisive step was decided upon, created an utterly fantastic myth in Italy regarding
the wealth of Tripoli. The truth was that, as a land for Italian colonization, Tripoli
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satisfied with results in Tripoli and wanted occupation. “The
government finds itself in a very difficult position with regard
to the Banco di Roma,” wrote the Ambassador, since the
government was ‘‘mainly responsible for the unprofitable
Tripolitan undertaking.”! Finally—ultimate threat!—the
bank let it be known that it was considering negotiations
with Austro-German or English financiers for the disposal of
its interests in Tripoli.?

Out of all these circumstances emerged the ultimatum of
September 28, 1911. It was intentionally drafted, says Gio-
litti in his memoirs, so as to make impossible any long dis-
cussion, which had to be avoided at all costs, for the army
was ready, and the complacency of the powers might not
last.? The attitude of the Turkish authorities toward the
economic enterprises created by the Banco di Roma afforded
one of the many pretexts advanced in this amazing docu-
ment, which concluded delightfully with the suave request
that the Sublime Porte give the necessary orders so that the
Italian military occupation ‘““may meet with no opposition.”
Thus, as a patriotic Italian has written,* “inexorable eco-
nomic and political necessity” led Italy to the conquest of
Tripoli.
was useless. It offered agricultural prospects of the poorest sort. Its mincral wealth,
about which exaggerated dreams were rife in Italy, was problematical or non-
existent. Administration of the Arab tribesmen was bound to be a difficult and costly
task. The British journahst, W. . Stead, was probably right when he estimated that
profits which might arise from an exclusive monopoly of the trade of Tripoli would
not yield one per cent on the cost of the war—said to have been over $200,000,000.
See P. T. Moon, op. cit., p. 222, for data on the cconomic costliness to Italy of its
colony.

1D1e Grosse Politik, Nos. 10,813, 10,815.

2Giovanni Giolitti, Memorrs (London, 1923), p. 205; Pinon, op. cit., p. 609.

3Giolitti, op. cit., p. 228.

4Carlo Schanzer, “Itahan Colonial Policy in Northern Africa,” Foreign Affairs
(New York), Vol. 2, March, 1924, p. 446.
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CHAPTER 4

How Investments Serve Diplomacy

SOME years ago the national advantage of citizens’ invest-
ments abroad was subjected to scrutiny in a paper for the
American Academy of Political and Social Science! by Mr.
F. M. Huntington Wilson, whose analysis derives unusual
interest from the fact that its author was Assistant Secretary
of State under the Taft administration, and in that capacity,
between 1910 and 1913, helped Secretary Knox formulate
and apply the famous policy known as “dollar diplomacy.”
A particular foreign investment, he said, may have ad-
vantages for the nation of a political or of an economic sort.
The political advantage of foreign investment includes
‘“strengthening American influence in spheres where 1t
ought to predominate over any other foreign influence on
account of reasons of fundamental policy, like the Monroe
Doctrine, or of military strategy or of neighborhood. Such a
sphere is ‘Latin America,” where our interest increases in
intensity from a vanishing minimum at Cape Horn north-
ward to reach its maximum in the zone of the Caribbean Sea,
the neighborhood of the Panama Canal, and in Mexico. In
this category falls also, for example, the discharge of our
historic obligation to Liberia and the preservation of that
little country as a pied-d-terre in Africa, of possible potential

Vnnals of the American Academy of Political and Social Science, 68 (November,
1916), pp. 298311, “The Relation of Government to Foreign Investment.”
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value to us for commerce or for the emigration of African
Americans. Such political advantage ranks highest.” Next
comes ‘‘the maintenance of a traditional position favorable
to our trade where trade may go by political favor, as in the
Chinese Empire.” Other instances of political advantage
from investments would be ‘‘ the strengthening of our friend-
ship with other great powers, or . . . with countries where 1t
is wise to preémpt a share in a dawning development, like
Turkey, or . . . with countries whose markets are especially
valuable.” The protection of the United States government
to any particular investment of its citizens abroad, argues
this paper, should be measured and meted out in proportion
to the national advantages of this sort that may be expected
from the investment.

During a debate in the German Reichstag in 1911 over the
regulation of foreign security issues, a spokesman of the
Chancellor reminded the financiers that they ‘“administer
the savings of the people, and . . . in investing these savings
they must give attention not merely to their own business
interests but above all to general national considerations of a
patriotic and economic character,” and these words of a
prominent writer on the development of German banks were
greeted with cheers from the parties of the right and center:
“International business relations and international security
issues must always be merely means to the attainment of
national ends and must put themselves in the service of
national purposes.”’? In other words, foreign investments not
only may, in some cases, serve the national advantage, but
according to this doctrine they must do so in all cases and do
it consciously. If those who administer investments fail to
act in ways that support national political objectives—even
if they merely “waste” national power through capital in-

1Dr. Delbruck, Secretary of the Interior, Reichstag debate of February 11, 1911,
in Verhandlungen des Reichstags, Stenographische Berichte, Vol. 264, p. 4555.

2Quoted by two speakers in the same Reichstag debate (/bid., pp. 4554, 4560)
from a book by Dr. Jacob Riesser, president of the Hansabund, translated as T%e
German Great Banks and Their Concentration. . . . (U. S. National Monetary Commis-
sion, 19I1.)
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vestments that are financially profitable but politically use-
less'—they must be subjected to state authority, or at least
must not be given the whole-hearted protection of the state.?
Similar doctrines have been asserted by statesmen and pub-
licists in all the capital-exporting countries of the great-
power class at one time or another—unless Great Britain
should be counted an exception. The practice of guiding
foreign investment in accordance with political interest was
so decidedly followed by Tsarist Russia before the World
War and by Japan and Italy both before and after that the
doctrine hardly needed verbal assertion. It was voiced most
vociferously in France and Germany and found occasional
expression in acts of the government, accompanied by
considerable quiet pressure. The same has been some-
what less true in the United States, and still less in Great
Britain.

What are these aids to national policy that may be pro-
vided by capital investments abroad? The remainder of this
chapter undertakes to analyze in detail just how private
foreign investments may promote the ‘“national advantage”
—that 1s, to be more precise, how private foreign investments
may promote the objects of those who have political power
and who control the foreign policy and the diplomacy of the
state.

1““If we send our savings to the United States, to the French and English colonies,

we simply strengthen a political and economic opposition; the more we 1nvest, on
the other hand, in our Chinese sphere of influence, in our colonies, in Central and
South America, in southeastern Europe and in Asia Minor, the more effectively
do we lay the foundation for a greater Germany, not in the political, but indeed in
the na