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Capital exports before the First World War were, until very recently,
thought of as consisting essentially of portfolio, as distinct from direct,
investments. Thus, in order to estimate the sums involved, contempo-
raries and later observers would list painstakingly all the portfolio
investments of which they could find records, and then simply round
up that total by adding a notional 10 or 11 per cent for direct invest-
ments, which were considered to be neither knowable nor greatly
significant. Portfolio investments were traditionally defined as those
over which the investor had no personal control, being interested
merely in their yield, such as, typically, bonds of foreign governments;
direct investments were those under the control of the foreign owner,
such as, typically, branches of commercial firms.

For that emphasis on the portfolio type there were good grounds.
In the early nineteenth century much capital which crossed borders
was, indeed, destined for public authorities: few other borrowers
could inspire credit or confidence abroad. The tradition was upheld in
the mid-century when foreign capital increasingly turned to railways
and similar projects, many of which carried, in any case, Government
interest guarantees. It was only in the 1980s that the dominance of that
type of investment was called into question, first by D. C. M. Platt in a
brilliant article in 1980 (‘British Portfolio Investment before 1870: Some
Doubts’, Economic History Review, vol. 33, pp. 1-16), which was fol-
lowed by a full-length study in 1984. Since then there has been a far-
reaching revision of the weight to be attached to direct investment,
which is now found to have been significantly more extensive that was
once assumed, as record after record shows the widespread expansion
of transnational enterprise before 1914. None of the work published so
far, however, can equal in extent and exhaustiveness the study of
German investment in Britain up to 1918 which is now before us.
Hagen has found no fewer than 179 cases, many times more than had
been thought to have existed before she set out on her work.

The book starts with a review of economic theory regarding the
motivation for making direct investments abroad. This, however, turns
out to be of limited relevance. For one thing, much of the theory is
concerned with the traditional pattern in which the richer and more
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advanced country invests in the poorer, backward economy, in order
to open up its resources, by sinking mines, setting out plantations, or
by building docks and railways. The ultimate purpose was to supply
the advanced economy with food or raw materials, and such invest-
ment across the borders was indeed a main method by which the world
was linked up to create the prosperity of the richer economies of
Europe and North America before 1914. Hagen’s subject, however, is
quite different: here it is the poorer, and over much of the time also the
less advanced economy which invests in the richer. Purpose and
motives are thus likely to be quite different.

The companies providing the detailed material collected for this
study are grouped into fifteen industrial sections and chapters, each of
which begins with a brief but competent economic and technological
history of the industry concerned – itself a most useful contribution to
an understanding of the age. In virtually all of them, Britain was at the
outset technically ahead of Germany: in several, that position was
reversed by 1914, while in others it continued to the end of the period.
In those circumstances, again, the motivation of the German investor
was likely to be quite different from the assumptions made by much of
current theory.

More recently, theory has come to concern itself also with direct
capital exports between economies of which both may be considered
to be advanced. The subject here, however, is the multinational com-
pany, with branches and supply centres in many parts of the world, as
part of the current globalization process. That, too, is quite different
from the bulk of the investment studied in this volume. It is, therefore,
not altogether surprising that current theory, with which the study is
introduced and to which it returns at the end, should offer only limited
lessons.

There is yet a third approach known as the ‘product cycle’ theorem.
According to this, the manufacture of new products is farmed out to
other countries in the search for lower labour costs; but in our period,
British wages were well above those of Germany while, in some key
industries at least, German workers were more skilled. Why, then,
should German firms open branches in Britain?

There is a final, more general point. Much of the literature on direct
investment abroad refers to some superior product or method devel-
oped by the investing country which could be introduced profitably
into the market of the other economy. The fact that Britain was
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considered a rich and sophisticated market in those years provided a
particularly strong incentive for German pioneer firms to seek it out.
But to do that, the alternative of simply exporting the superior product
was always available: why go to the trouble of making it abroad, or
selling it from foreign depots? Britain, in our period, was a free trade
country, there were no protective tariffs, no other obstructions to
imports, and the distances from Germany were relatively short. Why
invest in capacity in Britain with all the implied costs, risks, and loss of
control?

Before turning to the factors which actually did move German
entrepreneurs to make direct investments in Britain, it is worth re-
minding ourselves that much of economic theory is static: it asks why
things are as they are. But entrepreneurial history is dynamic by
nature: the subject of interest is how it got there. There were, in the
development of foreign investments of this kind, several well-recog-
nized stages. First there would be exports of commodities or services,
or possibly the licensing of patented processes. Next, if successful, an
agent might be sent from the home company to further sales, and, if the
volume warranted it, a sales depot or selling branch might follow. In 54
per cent of the cases studied, the German investment stopped there.
But in 34 per cent, the company went on to open a production unit
abroad (the remaining 12 per cent were made up of service branches).
Even then, some of these producing units were set up gradually, as for
example in the case of Zeiss, where a service and repair unit preceded
a manufacturing assembly plant in Britain.

In general, these steps were not premeditated, but were taken when
the opportunity beckoned to increase sales. But even then, hidden
behind these apparently obvious transactions, is the unspoken as-
sumption that businessmen will follow every lead that will increase
their markets, even when it is associated with costs and risks, almost
as a matter of course - rather as much traditional history assumes that
every monarch will naturally attempt to annex his neighbour’s terri-
tory as soon as he thinks he can get away with it. Why should not
monarchs be content with their inheritance, and firms be content to live
within their producing plant at home, enjoying the bonus of foreign
sales from there, when they offer? There are two kinds of answer. One
is the fear that if one does not expand, others will, to swallow one up:
expansion may be thought of as being defensive in a dynamic world.
The other is that businessmen are always greedy for more and more
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profit – the aggressive drive. The fact is, however, that not all busi-
nesses will expand into possible opportunities: some owners prefer a
quiet and secure life. But it needs only some businessmen who are
Schumpeterian entrepreneurs to get a movement going, and the sig-
nificant thing to remember, when we look for explanations for direct
capital exports from Germany in the years to 1914, is that we are
dealing here not with an average, but with a selection of particularly
go-ahead firms. This may be put differently. Though it is normal to
discuss whether German or British ‘industries’ were ahead of each
other, such an approach is misleading in a major sense. In each country
and industry, there will be some firms which are ahead of the pack, and
others behind. Irrespective of any general level, therefore, there may be
some firms which are at any one time in a position to benefit by a foreign
location.

Circumstances, as well as motivations, differed greatly within that
selection of 179 firms. There was Karl Wilhelm Siemens, sent to Britain
to represent the family electrical equipment firm, who virtually made
his branch independent, linked only by shifting fraternal shareholdings,
to develop a huge steel-making enterprise and become Anglicized
himself – as Sir William. There was the engineering firm Werner &
Pflederer, which began as a London sales office for German machines,
then built up its engineering capacity in Germany and linked up with
the British company A. M. Perkin & Sons. After various other changes
these companies became so intertwined that it was difficult to deter-
mine which was head office, and which was branch. Or again, we have
the Metallgesellschaft A. G., developed at one time by the British-born
Ralph Merton, which in due course branched out into two companies
engaged in metal trading, Metallgesellschaft in Frankfurt and Henry
R. Merton & Co. in London, closely interlinked by large shareholding
in each other’s companies, so that, once more, it is not clear which way
the investment should be reckoned.

Most commonly, it was some technical innovation or presumed
superiority which induced German firms to invest in a branch in
Britain. Not surprisingly, it was in chemicals, in electricals, and in metal
working, together with the smaller, but highly significant optical glass
section, that the largest concentrations of German capital in Britain
could be found. The Osram light bulb factory was, in fact, the largest
German employer of labour in Britain, while several other companies
in these groups were hoping for monopolistic or oligopolistic profits.
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The trend for this type of German firm to operate from Britain received
a sudden spurt in 1907, when the United Kingdom at last joined other
industrial nations by passing an Act to make the continuance of patent
protection conditional on using the patented processes. Up to then,
German companies had been in the habit of registering their patents in
Britain but letting them lie, thus stopping British firms from using
them while not using them in Britain themselves. A number of hurried
German foundations, especially in chemicals, followed. As it turned
out, however, the panic was premature: the legislation was made
practically nugatory in 1909 by judicial decision.

There was, in addition, always the hope of economizing on transac-
tion costs: agencies abroad were difficult to supervise and control to
make sure that they did not favour other companies, or overcharge for
their services. Some of the costs could be internalized by establishing
wholly owned branches, though these, as it turned out, might suffer
from poor management or dishonesty in their turn. At any rate, direct
ownership offered better means of control on the part of head office.

Although the United Kingdom could be expected to continue its
free-trade policies of not discriminating against foreigners, there might
still be advantages from operating from within its borders. One was the
better terms achieved in exports to some of the colonies which did
discriminate in favour of Britain in their tariff policies. Another was the
growth of ‘local contents’ rules in the contracts awarded by public
authorities. This could be particularly important in the case of military
suppliers, such as the Mannesmann seamless tube works, or the
makers of optical equipment. The significance of this was shown after
the outbreak of war, when the United Kingdom found itself cut off from
several key military supplies which had up to then come from the
German enemy.

Finally, there might be unique or special reasons for direct invest-
ment in Britain. Thus the St Pauli brewery went there because of a
shortage of capacity at home, while a number of banks set up London
branches largely to be able to service their German customers there.

Altogether, something of the order of £12 million was placed by
German firms in direct investment in Britain in those years. Britain and
Germany were the most advanced economies in Europe at the time,
and they were among each other’s largest customers. As has frequently
been observed, they were keen rivals in many areas, but they also
constituted fundamentally complementary economies in other re-
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spects. The close linkage by so many examples of direct investment
was an integral part of that hopeful development of closer economic
integration in the world that would benefit both partners.

All this was shattered by the First World War. Virtually the whole of
the property described in these pages was sequestrated by the British
Government, and either closed down or made over to British firms, in
close parallel to similar action taken by Germany. Some of these links
were laboriously rebuilt after 1918, many others only well after the end
of the Second World War. Here is another example of damage done by
the war to the people of Europe, no less grievous for being often
forgotten.

It is a complex story, well and competently told. Inevitably, given
the large number of cases, the study at times takes on the nature of a
catalogue, which does not make for easy reading. It also cries out for an
index, unaccountably lacking. Yet all told, it is a notable work by a
young scholar, providing a valuable insight into an aspect of economic
interrelations between Britain and Germany in the past which has so
far been unduly underestimated and neglected.
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