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Société d’étude= Société d’étude de chemins de fer en Chine
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*Twys élec. Damas= Tramways et éclairage électriques de Damas

UEEB= Union des Exploitations Electriques en Belgique
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General Introduction

By looking through the lens of a global entrepreneur, this dissertation provides insight
into a crucial period in world history: the First Global Economy (1870-1914). To tackle the
broader issue of the opportunities and limitations in a paradoxical world of economic
globalization and political fragmentation, I take an actor-centered approach. The history
of the business empire of the Belgian Edouard Empain (1852-1929) is also the story of a
complex era characterized by globalization and nation-state formation. By focusing on
an entrepreneur originating from a small country but transcending boundaries, the
possibilities and risks for international business in this period can be studied.

The expansion of the Empain group perfectly coincides with the peak of globalization
before the First World War. Starting in 1880, the business group of Edouard Empain
developed into one of the largest in Belgium and became a global player active in various
markets on four continents. The Empain group mainly invested in public utilities
providing services to citizens and companies in Western Europe, Russia, the Middle East,
Latin America, Central Africa and China. The core activities included rail transport in both
rural and urban areas, electricity production and distribution as well as manufacturing
equipment necessary for the construction and operation of these utilities.

Within this broader context, Empain’s Belgian origins lead us to the following
operational question: What strategies' did a multinational enterprise from a small
country adopt to develop a business empire against the background of both economic
integration and geopolitical rivalry at a global scale? In other words, how did Empain
seize the opportunities and handle the risks of a highly competitive world market? This
research analyzes the tensions inherent to the period before WW1 and investigates
strategies that have contributed to the successful expansion of the Empain group.

'Tuse ‘strategy’ in the same way as Dunning: It is “a deliberate choice taken by the entrepreneurs or managers
of firms to organize the resources and capabilities within their control (...) to achieve an objective or set of
objectives, over a specified time period, that extends beyond the day-to-day operations of the firm.” John H.
Dunning and Sarianna M, Lundan, Multinational Enterprises and the Global Economy, 2nd ed. (Cheltenham: Edward
Elgar, 2008), 202.
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In the following sections, I argue that the history of the Empain group intertwines with
the history of the world before the First World War in several ways. The first section
explores the creation of the global economy in the second half of the nineteenth century.
It discusses the value of the explanatory framework of foreign direct investment for
historical research. Then, it turns to the political processes of state- and empire-building
that show the paradoxical nature of the First Global Economy. The second section adds
the perspective of smaller states to the globalization debate, using the unique position of
Belgium to illustrate their particular position in the international sphere. I show that
global studies of Belgian foreign direct investment in general and of the history of the
Empain group in particular are lacking. However, they are a perfect way to study the
business opportunities and risks arising from the frictions in the First Global Economy.

In the third section, I present the contributions of this dissertation, before moving to
a discussion of the sources, methods and outline. I have three arguments to make. First, I
will demonstrate the mixture of rational and erratic investment behavior typical of the
nineteenth-century entrepreneur. I suggest that the Second Industrial Revolution had a
decisive impact on Empain’s businesses. Secondly, this historical research joins in with
the reappraisal of business groups as a valuable corporate structure. I argue that the
business group form had many advantages making it an efficient device for investments
in the First Global Economy. Thirdly, I introduce the idea that public utility companies
did have to reckon with political risk before the First World War. However, they could
design strategies to avoid political risk and seize opportunities related to nationalist
opposition. Taken together, this threefold argument sheds new light on the strategies of
Empain in particular and on the dynamics of international business in the First Global
Economy in general.

Setting the scene: The First Global Economy as an era of
economic integration and political fragmentation

The following pages describe the second half of the long nineteenth century (c. 1870-
1914) as an era of transformation in business and society. Economic globalization, the
Second Industrial Revolution and the rise of modern nation-states all had a deep impact
on the world. Let us first consider the period from an economic angle. Economic
historians generally label it as a highpoint of worldwide economic integration. From the
standpoint of the present globalized world, many contemporary authors refer to the
period before 1914 as the “First Global Economy,” the “first era of globalization” or the
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“golden age of global capitalism.”” Only when viewing this period in a longer timeframe,
these labels become meaningful. While examining the last two centuries, most
economists distinguish a period of globalization, of deglobalization and of
reglobalization. This is reflected in U-shape graphs such as Figure 1. The process of
economic integration accelerated in the last decades of the nineteenth century, but was
halted by the outbreak of the First World War. The interwar years were a period of
protectionism and relative decline, especially during the Great Depression. After the
Second World War, international economic relations intensified leading to the “Second
Global Economy”. This view has been criticized, e.g. for omitting the recovery of the world
economy during the 1920s and some have questioned the legitimacy of the “first” in First
Global Economy.’ In addition, even before the First World War imperialism and
nationalism set barriers to unbridled economic freedom. Nevertheless, the general trends
remain uncontested: before 1914, commodity, labor and capital markets reached a level
of integration unprecedented in history and paralleled only after 1970.*

2Kevin H. O’Rourke and Jeffrey G. Williamson, Globalization and history: The evolution of a nineteenth-century Atlantic
economy (Cambridge, MA: MIT Press, 1999); Jeffry A. Frieden, Global capitalism: Its fall and rise in the twentieth century
(New York: Norton, 2006); Geoffrey Jones, “Globalization,” in The Oxford Handbook of Business History, ed. Geoffrey
Jones and Jonathan Zeitlin (Oxford: Oxford UP, 2008); Michael Graff, A. George Kenwood, and Alan Leslie
Lougheed, Growth of the international economy (1820-2015), 5th ed. (London: Routledge, 2014).

* For critical notes on this ‘master narrative’, see Pierre-Yves Saunier, “Globalization,” in The Palgrave Dictionary
of Transnational History, ed. Akira Iriye and Pierre-Yves Saunier (Basingstoke: Palgrave Macmillan, 2009); Christof
Dejung and Niels P. Petersson, The foundations of worldwide economic integration: Power, institutions, and global
markets (1850-1930) (Cambridge: Cambridge UP, 2013); Pierre Gervais and Cheryl S. McWatters, “Globalization,”
in The Routledge Companion to Business History, ed. John F, Wilson, et al. (Abingdon: Routledge, 2017).

* Michael D. Bordo, Alan M. Taylor, and Jeffrey G. Williamson, eds., Globalization in historical perspective, National
Bureau of Economic Research conference report (Chicago: University of Chicago Press, 2003).
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Figure 1  Foreign capital stocks (1870-2000)°

Global interconnection was the consequence of several factors. Improvements in
communication and transportation technology accelerated the process of worldwide
economic integration. Innovations such as the telegraph, railways and steam shipping
allowed people, goods, capital and information to circulate faster and cheaper.® The
convergence of commodity and labor prices in different world regions points to the birth
of a world market.” Besides the considerable reduction in transport costs, the overall
political climate favored intense international economic relations. The world’s largest
military powers (Great Britain, France, Germany and the US) refrained from large armed
conflicts. Polanyi even speaks of the “hundred years’ peace” between 1815 and 1914, only
interrupted by the Crimean and Franco-Prussian war.® Despite consecutive waves of
protectionism, the global free trade regime with low tariffs championed by Great Britain
encouraged large-scale international trade. The widespread adoption of the Gold
Standard also reduced the risks of financial instability in the international monetary

5> Assets/World GDP is the lower bound of the investment ratio, for it includes countries where GDP data is
included, but foreign investment data is missing. Assets/Sample GDP constitutes the upper bound of the ratio,
as it only includes those countries with data on foreign investment. For a more detailed analysis, see Maurice
Obstfeld and Alan M. Taylor, Global Capital Markets: Integration, Crisis, and Growth (Cambridge: Cambridge UP,
2004), 46-57 & Fig,. 2.1.

¢ Roland Wenzlhuemer, Connecting the nineteenth-century world: The telegraph and globalization (Cambridge:
Cambridge UP, 2013).

7 Guillaume Daudin, Matthias Morys, and Kevin H. O'Rourke, “Globalization (1870-1914),” in The Cambridge
economic history of modern Europe, ed. Stephen N. Broadberry and Kevin H. O’Rourke (New York: Cambridge UP,
2010), 7, 21-22.

8 Karl Polanyi, The great transformation: The political and economic origins of our time, 2nd ed. (Boston: Beacon Press,
2001), 3-5.
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system. These factors led to an ever-better match of global demand and supply, resulting
in a steep rise in world trade. As a proportion of GDP, the total value of imports and
exports nearly doubled between 1870 and the First World War to a degree (nearly 30%)
that has only been reached again in 1974.°

Closely linked to the increasing world trade, the international flow of capital also
culminated in the years before 1914, only being surpassed in the 1990s. Never before,
investments across borders in all forms (government loans, corporate bonds, equity) had
flourished to such an extent. International financial integration, expressed in foreign
investment assets relative to world GDP, reached a level between 20% and 30% (see also
Fig. 1)."° These capital flows consisted of about two thirds portfolio investment and one
third foreign direct investment (FDI). As a result, in 1913, total stocks of FDI amounted to
more than 10% of world GDP." Whereas portfolio investment mainly concerns securities
such as government, corporate bonds or small blocks of shares with the mere intention
of getting a good financial return, FDI implies a certain degree of managerial control over
the invested capital. Scholars usually speak of FDI as soon as the foreign investment in a
firm’s equity surpasses the threshold of 10%." Another sign of capital market integration
was the convergence of the price of capital. Between 1870 and 1914, bond spreads dropped
from 5% to 1%. What explains this integration? As said before, the relative peace between
the key lending countries created an atmosphere of trust. By removing exchange rate risk
and promoting prudent fiscal policies, the gold standard decisively contributed to the
stability of the international system. However, the most important was the rising demand
for products, especially natural resources and food, in the European markets. Investments
flowed into countries where resources could be extracted and transported to other parts
of the world.”

Although Great Britain dominated the nineteenth-century world, the economic
balance of powers shifted in the last decades of the century, which in turn had an impact
on international relations. From that period onwards, countries started to closely

® Mariko J. Klasing and Petros Milionis, “Quantifying the Evolution of World Trade (1870-1949),” Journal of
International Economics 92, no. 1 (2014): 192.

1 Moritz Schularick, “A tale of two ‘globalizations’: Capital flows from rich to poor in two eras of global finance,”
International Journal of Finance & Economics 11, no. 4 (2006): 340-41.

U Geoffrey Jones, Multinationals and global capitalism: From the nineteenth to the twenty-first century (Oxford: Oxford
UP, 2005), 21; Paul Bairoch, “Globalization Myths and Realities: One Century of External Trade and Foreign
Investment,” in States Against Markets: The Limits of Globalization, ed. Robert Boyer and Daniel Drache (London:
Routledge, 1996), 140; Dunning even estimates total stocks of FDI at 11-14% Dunning and Lundan, MNEs, 174-75.
2 However, many authors urge not to be fixated on the threshold of 10, 15 or 25%, for the boundary between
FDI and portfolio is often blurred. Rather, scholars should look at the actual behavior of the investor and the
ability to directly influence the management of the firm in the host country. William J. Hausman, Peter Hertner,
and Mira Wilkins, Global Electrification: Multinational Enterprise and International Finance in the History of Light and
Power (1878-2007) (Cambridge: Cambridge UP, 2008), 37-38.

3 Daudin, Morys, and O’Rourke, “Globalization,” 11-13; see also Obstfeld and Taylor, Global.
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compare the size of their economy and industry to get an idea of their position in
international politics. Of course, Great Britain remained the most important player in the
global economy, thanks to its large colonial possessions and the centrality of London in
worldwide financial services and trade. Nevertheless, the ‘Pax Britannica’ was challenged
by two newcomers, who were quickly catching up with Great Britain in terms of economic
output. Especially in the industry, the United States and Germany were growing much
faster, overhauling Britain at the turn of the century. After the end of the Civil War (1865),
the US developed a very productive economy thanks to its enormous internal market
opened up by a dense railroad network. The unification of Germany in 1870 had a similar
effect. Large manufacturing companies became the driving forces of the US and German
economies. Whereas early industrializers such as Great Britain clung to the traditional
industries of coal, iron and textile, both Germany and the US rapidly shifted to the
technological innovations of the Second Industrial Revolution. Large corporations
emerged in new sectors: steel (U.S. Steel, Krupp, Thyssen), chemicals (DuPont, BASF, Bayer)
and electricity (General Electric, Siemens, AEG).*

The diversity of international business

Due to their vast scale, business historians commonly gather these enterprises under the
category of big business. It has become a field of study on its own, because big business
grew into a significant force in the modern world economy. In some countries, large firms
have come to dominate entire industries and exert considerable influence on society and
politics.” Not only in manufacturing, but also in the first and tertiary sectors, businesses
expanded rapidly. As a utility operator and manufacturer, the Empain group in its
entirety was big business too. Scholars have called it “without doubt the most important
[private banking group]” in Belgium.'® Even when considering it on a European scale, I

! Jeroen Touwen, “Expansie, stagnatie en globalisering: Economische ontwikkelingen,” in De wereld en Nederland:
Een sociale en economische geschiedenis van de laatste duizend jaar, ed. Karel Davids and Marjolein ‘t Hart
(Amsterdam:; Boom, 2011), 186-200; Albert Carreras and Camilla Josephson, “Aggregate growth (1870-1914):
Growing at the production frontier,” in The Cambridge economic history of modern Europe, ed. Stephen N.
Broadberry and Kevin H. O’'Rourke (New York: Cambridge UP, 2010), 32.

5 Youssef Cassis, Big business: The European experience in the Twentieth Century (Oxford: Oxford UP, 1997); Youssef
Cassis, “Big business,” in The Oxford handbook of business history, ed. Geoffrey Jones and Jonathan Zeitlin (Oxford:
Oxford UP, 2008).

* Herman Van Der Wee and Martine Goossens, “Belgium,” in International banking (1870-1914), ed. Rondo Cameron
and Valerij Ivanovi¢ Bovykin (Oxford: Oxford UP, 1991), 125.
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find that the Empain group as of 1913 belonged to the top 50 largest firms."” On the eve of
WW1, the Empain brothers owned, either directly or via the main holding companies,
assets totaling £9 million (or 230 million francs).”® At that moment, the Empain group
employed a staff of at least 22,000 persons worldwide." Of course, measured by assets, the
Empain group remained a lot smaller than the large railway companies of Europe and
many big banks such as the Société Générale de Belgique. The industrial giants of AEG (£23
million of assets), Siemens (£25 million), Deutsch-Ueberseeische Elektricitdts-Gesellschaft (£15
million) and Koninklijke/Shell (£30 million) were significantly larger. It was also outclassed
by, for instance, the “Very Big” UK companies Sir W.G. Armstrong Whitworth & Co. and
Vickers (both transport equipment), and Lever Brothers (oil and chemicals). Each of them
had assets worth between £11 and £14 million.” In contrast, the Empain group surpassed
all of its (in)direct competitors in France, the Netherlands and Belgium. These include the
French Cie de Chemins de fer départementaux (£6 million), Thomson-Houston (£5 million), the
Dutch Philips (£0.6 million) and the main Belgian utility holding companies Société générale
des Chemins de fer économiques (£2 million), Cie Mutuelle de tramways, Société générale belge
d’entreprises électriques and Sofina (all below £2 million).”

Most of the above-mentioned firms massively engaged in FDI in the First Global
Economy. These firms were not passive vehicles of capital transfers. Business historians
increasingly acknowledge the active role of firms, next to states, as drivers of
globalization. Internationally active firms fueled economic integration and the spread of
capitalism by transferring goods, capital, knowledge and people all over the world.? But
why and how did these firms engage in international investment? Since the 1960s

17Based on the database of the “Performance of European Business” project. See the Appendix of Youssef Cassis,
Andrea Colli, and Harm Schréter, eds., The Performance of European Business in the Twentieth Century (Oxford:
Oxford UP, 2016).

8 To compare the group with integrated firms, we need to add up the assets of the holding companies the
Parisienne Electrique, Railways&Electricité, Chemins de fer Réunis and Cie générale des nitrates as well as of the industrial
firm ACEC. However, the portfolio of the holding companies was significantly larger (£6.5 million) than that of
an integrated firm such as AEG (approx. £4 million). Therefore, one might also consider looking at the assets of
all the subsidiaries which the group controlled instead of only looking at the top holdings. In that case, the total
controlled nominal capital was even £24 million. Chapter 3 examines this leverage in greater detail.

1 This estimate is based on exact figures for ACEC, ACENE, CMP, Tramways du Caire and HOC. The remainder is
based on industry estimates for light rail and tramways (staff/km) as well as electricity (staff/kw). Maurice
Wolkowitsch, “Le siecle des chemins de fer secondaires en France (1865-1963): Les entreprises, les réseaux, le
trafic,” Revue d’histoire des chemins de fer, no. 30 (2004): 206.

® For clarity, all amounts have been converted to British pounds at the exchange rate of 1913. Cassis, Colli, and
Schréter, Performance, 213-14.

2 Figures extracted from Cassis, Colli, and Schréter, Performance; Recueil Financier, 1914,

22 Mira Wilkins, “Foreword,” in The Routledge Companion to the Makers of Global Business, ed. Maria Teresa Da Silva
Lopes, Christina Lubinski, and Heidi Tworek (Abingdon: Routledge, 2019).
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International Business theory has tried to develop several explanations on why firms
internationalize and why they are successful.” This comes with a significant caveat, for
the discipline has mainly focused on developments after 1945.

Generally, foreign investment is the result of wealthy savers in one country looking
for opportunities to invest their money in markets where returns are higher. In addition,
financiers spreading their investments over more than one country reduce the overall
risk of their financial portfolio. However, a significant part of these capital flows is FDI
involving some kind of control. Hence, scholars believe that entrepreneurs have
capabilities to make their investment more productive than financial intermediaries
would do through passive portfolio investment. Firms engaging in this type of cross-
border investment involving managerial control are called multinational enterprises
(MNEs) in business history literature. Firms must have strong incentives to become
multinationals. If manufacturing firms want to start producing abroad instead of
exporting, they need specific advantages that allow them to overcome the ‘liability of
foreignness.” This concept refers to the costs of doing business at a distance, caused by
poor knowledge of the local market, politics and cultural context among others.*

The most commonly used theory, the eclectic paradigm (OLI) developed by Dunning
and others, distinguishes three categories of advantages a firm could have. These are
ownership (superior skills and efficiency), locational (avoid trade barriers and exploit
price gaps) as well as internalization advantages (reducing transaction costs).”

However, the main theories on multinational enterprise have a severe limitation, for
they are based on manufacturing companies. From the 1980s onwards, scholars of
international business have started to question the explanatory power of the eclectic
paradigm for firms active in the service sector. Service firms very often produce non-
tradable goods and therefore cannot export them. Many services offered, e.g. hotel
accommodation, repair services, energy, communication and transportation, are
location-bound. The firms’ only option is FDI, because the production is inseparable from
and simultaneous with the consumption of the service. Therefore, they have to be close
to their consumers and choose densely populated markets/areas.”® The study of their

% Jean-Frangois Hennart, “Theories of the Multinational Enterprise,” in The Oxford Handbook of International
Business, ed. Alan M. Rugman (Oxford: Oxford UP, 2001).

 Jones, Multinationals and global capitalism, 8.

% For more information on the eclectic paradigm, I refer the reader to Jones, Multinationals and global capitalism,
8; See also Dunning and Lundan, MNEs.

% peter J. Buckley, C.L. Pass, and Kate Prescott, “The Internationalization of Service Firms: A Comparison with
the Manufacturing Sector,” Scandinavian International Business Review 1, no. 1 (1992); Peter Enderwick,
“Multinational service firms and global strategy,” in The Handbook of Service Industries, ed. John R. Bryson and
Peter W. Daniels (Cheltenham: Edward Elgar, 2007); Tinne Lommelen and Paul Matthyssens, “The
internationalization process of service providers: A literature review,” in Research on International Service
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internationalization motives corresponds better to the reality of the Empain group than
the OLI framework. However, up to now historical analysis is largely absent in the
business literature on service multinationals.

Fortunately, business historians have expanded the scope of the theory of
multinationals to the nineteenth century. Their studies do more justice to the chaotic
historical reality than International Business scholarship.” The modus operandi of many
firms in the First Global Economy contrasts with the OLI framework and the theories
about contemporary service multinationals. The latter theories start from the idea that a
firm first builds up experience at home, constituting an advantage in the
internationalization process afterward. In addition, the Uppsala paradigm states that the
classic MNE expands incrementally. In its internationalization process, it gradually moves
from neighboring to more distant markets, almost as if it followed a pattern of concentric
circles.” In contrast, many investments in the First Global Economy were not even based
on previous operations in the home country. They were ‘born global,” having cross-border
operations from the start.”” A very important manifestation of this phenomenon is the
‘free-standing company’ (FSC). This concept, coined by Wilkins, has been crucial for our
thinking on FDI in history. It refers to a firm that is owned and controlled in one country,
but that operates in another country. This corporate form was frequently used to exploit
a specific business opportunity in a particular region, especially in services and resource
extraction.” Although Wilkins initially perceived it as an exclusively British
phenomenon, additional research has shown that capitalists from countries such as the
Netherlands, Belgium, France and Canada frequently used it as an investment vehicle.
Dutch entrepreneurs, for instance, founded hundreds of FSCs before the First World War,
mainly for colonial resource extraction in the Dutch East Indies.’ The FSC especially
served to raise capital on European financial markets. The Western nationality of the
company functioned as a screen, as it inspired more confidence in investors than an

Marketing: A state of the Art, ed. Ko de Ruyter and Pieter Pauwels, Advances in International Marketing
(Amsterdam: Elsevier, 2005).

77 Regarding the history of service multinationals for instance, Jones provides an excellent summary
highlighting their importance in the First Global Economy. Jones, Multinationals and global capitalism, 109-44.

% Jan Johanson and Jan-Erik Vahlne, “The Uppsala internationalization process model revisited: From liability
of foreignness to liability of outsidership,” Journal of International Business Studies 40, no. 9 (2009).

» Geoffrey Jones and Tarun Khanna, “Bringing history (back) into international business,” Journal of International
Business Studies 37, no. 4 (2006): 459.

3 Mira Wilkins, “The Significance of the Concept and a Future Agenda,” in The free-standing company in the world
economy (1830-1996), ed. Mira Wilkins and Harm G. Schréter (Oxford: Oxford UP, 1998).

1 Ben P.A. Gales and Keetie E. Sluyterman, “Dutch Free-Standing Companies, 1870-1940,” in The free-standing
company in the world economy 1830-1996, ed. Mira Wilkins and Harm G. Schréter (Oxford: Oxford UP, 1998). See also
the contributions on other regions in the volume.
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exotic firm. The literature regards these firms as isolated units, merely supported by the
favorable business environment of the large financial centers of London, Paris,
Amsterdam or Brussels.

The historically grounded concept of the FSC can produce useful insights for the
Empain group. The other theories are insufficient to explain its internationalization. This
dissertation shows that Empain’s first operation was across the French border, before
starting in Belgium one year later. Later, Empain established other companies to operate
specific utilities in foreign cities. It is therefore understandable that Hennart has written
that Empain “created a large number of free-standing firms.”* Although true, this
statement is largely incomplete. Empain set up far more than a couple of isolated FSCs. I
will argue that they were all integrated into a large diversified business group (see below).

Introducing the globalization paradox

The analysis of the economic history and MNE literature has produced a view of the global
economy of the late nineteenth century as a golden age for international business. On the
surface, it might have looked like a perfectly integrated global market. However, by
considering the non-market forces too, historians of the long nineteenth century (1789-
1914) have refuted this view. Dejung and Petersson argue that there are power relations
in every market. Therefore, political factors should be part and parcel of every analysis
of the First Global Economy. The structural inequalities between Western and developing
countries inevitably distorted the ‘free market. As a result, although the above-
mentioned figures on trade and investment might suggest otherwise, the free global
market did not provide a level-playing field for every economic actor.”

What were the causes of this drawback? In fact, the last decades before the First World
War witnessed the development of not one, but two fundamental processes. It was not
only “a period of globalization but also one of ‘territorialization,” meaning the effort to
tie social relations to specifically demarcated political-territorial spaces, usually nation-
states.”* This territorialization was the consequence of the formation of nation-states
and empires. Driven by the strong political forces of imperialism and nationalism, states
pursued an agenda of territorial expansion and consolidation. They exploited their
military and economic power to subject large parts of the world population. Besides
creating formal colonies overseas, Western states also tried to enlarge their economic

32 Jean-Francois Hennart, “Transaction-Cost Theory and the Free-Standing Firm,” in The free-standing company in
the world economy (1830-1996), ed. Mira Wilkins and Harm G. Schréter (Oxford: Oxford UP, 1998).

33 Dejung and Petersson, Foundations, 8.

3 Jiirgen Osterhammel and Niels P. Petersson, Globalization: A short history (Princeton: Princeton UP, 2005), 90.
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influence abroad by other means such as gunboat diplomacy and financial imperialism.
This informal empire was perhaps less visible, but a very effective way to bend the
economic and political ‘rules of the game’ to their advantage.*

The political objective of establishing colonial power all over the world was often more
a matter of prestige than hard economic logic. Nevertheless, imperialist governments
actively promoted and protected investments in the colonial and semi-colonial
periphery. A well-known manifestation of a government supporting foreign investment
is the British one in the late nineteenth century. Cain and Hopkins have famously argued
that Britain’s imperialist foreign policy was strongly influenced by the financial interests
of the City. Great Britain willingly made “incursions into the sovereignty of independent
states” for the sake of “gentlemanly capitalism,” resulting in an “informal empire of
finance” in China and Latin America especially.*® According to Fitzgerald, Great Powers in
general provided plenty of opportunities to MNEs by enforcing a business environment
that favored enterprises from the imperial country over local or other foreign firms. In
extreme cases, states used military interventions to guarantee the rights and
opportunities of their nationals abroad. However, in most cases diplomatic persuasion
sufficed to protect the national interests in otherwise unstable investment contexts.*” The
political and economic oppression of Western imperialism unavoidably caused a reaction
in other parts of the world. Both in the colonies and states that had resisted or chased the
colonizers, a nationalist awareness awakened among the local elite. This resulted in anti-
imperialist and anti-colonial movements such as the boycott of foreign products in China
and India.*®

Not only in the developing world, but also in Europe nationalism was very present.
Under the influence of this rising force, nation-states and empires began to consider each
other as competitors on the world stage.” In particular, the overseas expansion of large
Western powers inevitably led to tensions among Great Powers. More in general,
“reflection of current affairs was predominantly cast in terms of global rivalries between
armed forces, nation-states, national economies, or even entire civilizations.”*
Territorial states saw no other option than having recourse to power politics to win the

* John Gallagher and Ronald Robinson, “The Imperialism of Free Trade,” The Economic History Review 6, no. 1
(1953).

36 Peter J. Cain and Anthony G. Hopkins, British Imperialism (1688-2015) (Abingdon: Routledge, 2016), 697, 719.

%7 Robert Fitzgerald, The Rise of the Global Company: Multinationals and the Making of the Modern World, New
Approaches to Economic and Social History (Cambridge: Cambridge UP, 2015), 148-55.

% See also Immanuel Ness and Zak Cope, eds., The Palgrave Encyclopedia of Imperialism and Anti-Imperialism, vol. 1
(Basingstoke: Palgrave Macmillan, 2016).

% For a very influential interpretation of the force of nationalism, see Benedict R. Anderson, Imagined
communities: Reflections on the origin and spread of nationalism (London: Verso, 1983).

% Osterhammel and Petersson, Globalization, 90.
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perceived Darwinian struggle for life. By overtly favoring domestic interests in global
interactions, emerging nation-states could also legitimize their existence internally.

In a sense, the wave of imperialism was the external manifestation of a more
fundamental phenomenon: economic nationalism. Interestingly, this ideology spurred
investments abroad, while countering the consequences of globalization domestically. On
the one hand, states adopted a tough foreign policy to come to grips with the uncertain
international situation. On the other hand, the large Western economies turned back to
protectionism (except for Great Britain). In the wake of the economic crisis of the 1870s,
they not only wanted to promote their industries abroad, but also protect them from
foreign competition at home.*!

In summary, the four decades leading up to the First World War witnessed two
simultaneous and intertwined processes: economic globalization as well as state- and
empire-building. This concurrence constituted a paradox: Connections opened
opportunities, but also caused international frictions. The more spaces got
interconnected globally, the more states tried to intervene and control them. Despite a
global openness for investment and trade, imperialist and nationalist forces drew visible
and invisible borders. We have to further explore this paradox and its implications,
because understanding it is essential to gain insights into the dynamics, risks and
opportunities of the First Global Economy. To move forward, let us now turn to the role
of small states in this apparently paradoxical world, as they can provide a fresh
perspective.

Small countries in a complex world

As the large states set the tone in the globalized world before 1914, they have received
the bulk of the attention of economic and political historians. However, we need to take
the world view of smaller countries more often, as will be demonstrated. A few works of
political scientists and economic historians have produced some valuable insights on the
relation of small countries to the world. They introduced the idea that small powers in
past and present have different interests to defend and therefore behave differently in
the international system. The present dissertation builds on this research and wants to
historicize it further. I argue that, especially in the context of the First Global Economy,
small states offer a unique perspective on the functioning of the international political
and economic system. Especially small European countries fall between two categories in

‘1 Dejung and Petersson, Foundations, 9.
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the late nineteenth century. They are neither the Western hegemonic powers
themselves, nor the peripheral weak states subject to (informal) imperialism. It is
therefore worth analyzing if they follow the power politics of the Great Powers or play a
different game.

Trying to move away from ‘Great Powers’ history,” a growing body of literature has
studied the position of small states in global politics.”” Although many definitions
circulate, most political scientists agree that smallness is a relative category. Small states
are small compared to other countries in their world region.” In general, small states are
those states that are not capable of defending themselves and need to rely on other states
for their security. Moreover, small states are aware of their vulnerability and lack of
power on the international scene. The main conclusion of this strand of research is that
in history, the foreign policy of small countries was always informed by the need to
preserve their territorial integrity. Therefore, small states tried to forge alliances to have
more impact. In other cases, weak states preferred to remain neutral. This neutrality, for
the Belgian case, was imposed by its powerful neighbors. As Belgium did not have a large
army, its neutrality depended on the goodwill of its guarantors, most importantly Great
Britain.”

From an economic point of view, “there is much to be learned from the small
economies” according to Joel Mokyr.* Not only large states such as Germany and the US,
but also smaller states performed quite well in the First Global Economy, although they
did not have the same advantages related to size. Small open economies in Western
Europe were more than other countries embedded in the global economic system. In
other words, as the defining features of First Global Economy manifested themselves
more vividly in these smaller states, they offer a clear research perspective.

The reason small early industrializing countries could still achieve high growth rates
is that they opened their economy to the outside world. More than their large neighbors,
they needed foreign markets as a source of supply for their population and industries.
Not only import, but also export was crucial for small countries. Due to their small
population and surface, this type of country could often only specialize in a limited

2 Herman Amersfoort and Wim Klinkert, eds., Small Powers in the Age of Total War (1900-1940) (Leiden: Brill, 2011);
Harald Baldersheim and Michael Keating, eds., Small states in the modern world: Vulnerabilities and opportunities
(Cheltenham: Edward Elgar, 2015).

3 Neal G. Jesse and John R. Dreyer, Small States in the International System: At Peace and at War (Lanham: Lexington
Books, 2016).

* Hubert P. van Tuyll, Small Countries in a Big Power World: The Belgian-Dutch Conflict at Versailles, 1919 (Leiden: Brill,
2016).

5 Joel Mokyr, “Successful Small Open Economies and the Importance of Good Institutions,” in The Road to
Prosperity: An Economic History of Finland, ed. Jari Ojala, Jari Eloranta, and Jukka Jalava (Helsinki: Suomalaisen
Kirjallisuuden Seura, 2006), 8.
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number of sectors. These industries suffered from diseconomies of scale as they operated
in a small domestic market. To reach an optimum scale of production, firms needed to
export to foreign markets to sell their surplus. As a result, the economies of the
Netherlands, Belgium, Switzerland, Denmark and to a lesser extent Sweden were very
keen to trade in the decades leading up to the First World War. In terms of openness, as
measured by the value of trade (exports plus imports) relative to GDP, Belgium ranked
second after trade champion the Netherlands. This also holds true when only considering
exports. In general, the comparison with the world average is striking. By 1913, Belgian
imports and exports amounted to more than 100% of its GDP, as opposed to 30%
worldwide. The downside for small economies was that they were surrendered to the
fluctuations of the global market and thus vulnerable to external shocks. Moreover, small
economies did not have the economic power to substantially influence the prices of vital
import and export commodities.”’

Considering this vulnerability, an edited volume has tentatively historicized the
reaction of small European states towards changing economic regimes. Starting in the
global economy of the late nineteenth century, the authors analyze the strategies that
governments and firms could adopt within a changing international system. However,
they focus on economic policy and export-related issues, omitting economic diplomacy
and foreign direct investment.* Only scarce literature tackles the issue of cross-border
investments originating from small countries. One work focused on the post-World War
Il era. It seems to suggest that multinational entrepreneurs from small powers had certain
disadvantages as well as opportunities. Generally, small states had less influence on
geopolitical issues and did not have the size to engage in the imperialist power play to
“protect or extend their investments” in peripheral countries.* Harm Schréter is the only
one who has covered the period before the First World War. Although he only looked at
manufacturing MNEs outside colonial territories, his insights are extremely valuable.
Schréter demonstrates that numerous firms in Europe simultaneously invested at home

% Paul Bairoch and Richard Kozul-Wright, “Globalization Myths: Some Historical Reflections on Integration,
Industrialization and Growth in the World Economy,” in Transnational Corporations and the Global Economy, ed.
Richard Kozul-Wright and Robert Rowthorn (New York: MacMillan, 1998), 42; Daudin, Morys, and O’Rourke,
“Globalization,” 8.

*70lle Krantz, “Small European countries in economic internationalisation: An economic historical perspective,”
Umed papers in economic history, no. 26 (2006), http://urn.kb.se/resolve?urn=urn:nbn:se:umu:diva-790; See also
Daniél Van den Bulcke and Alain Laurent Verbeke, eds., Globalization and the small open economy (Cheltenham:
Edward Elgar, 2001).

8 Margrit Miiller and Timo Myllyntaus, eds., Pathbreakers: Small European Countries Responding to Globalisation and
Deglobalisation (Bern: Peter Lang, 2008).

* Tamir Agmon and Charles P. Kindleberger, eds., Multinationals from Small Countries (Cambridge, MA: MIT Press,
1977).
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and abroad. These MNEs were smaller, more flexible and took more risk. Schroter
confirms the older insight that they were more vulnerable in the international sphere.
However, he argues, MNEs from small countries could distance their products from those
of producers from larger countries and use this as a selling point.*

In summary, we are only at the start of understanding what role small countries and
their firms played in the First Global Economy, but it looks like they had opportunities to
act in their own way. In this regard, this dissertation deepens our knowledge about
Belgium at least. Historian Carl Strikwerda claims that the country “provides one of the
crucial keys to understanding the history of globalization.”*' However, surprisingly little
is known about the place of Belgium and Belgian firms in the international economy
during the late nineteenth and early twentieth century. In the next paragraphs, this will
be discussed, initially focusing on the entire country and afterward on the firm level.

The place of Belgium

In the Belgian national historiography, it has become a commonplace to state that the
late nineteenth and early twentieth century -also known as the Belle Epoque- was the
golden age of Belgian capitalism. Belgium had a disproportionate impact during the First
Global Economy, thanks to its industrial power. To illustrate this, historians enumerate
the countries where Belgian businesses had invested in. However, their sources are often
books of famous Belgian economists such as Chlepner, Deschesne, Durviaux and
Baudhuin.”” Lacking more recent comprehensive economic histories of the nineteenth
century, their works, written more than 60 years ago, still set the tone. Younger
generations of economic historians have devoted their attention more to the turbulent
twentieth century starting with the First World War.*® As a result, Belgium lacks adequate
in-depth research into its economic system in the late nineteenth century and early

% Harm G. Schréter, Aufstieg der Kleinen. Multinationale Unternehmen aus fiinf kleinen Staaten vor 1914 (Berlin:
Duncker & Humblot, 1993).

5t Carl Strikwerda, “If All of Europe Were Belgium: Lessons in Politics and Globalization From One Country,”
BTNG-RBHC 35, no. 4 (2005): 511.

52 B, S. Chlepner, Le marché financier belge depuis cent ans (Brussels: Falk fils, 1930); Laurent Dechesne, Histoire
économique et sociale de la Belgique depuis les origines jusqu’en 1914 (Paris: Librairie du Recueil Sirey, 1932); Roland
Durviaux, La banque mixte: Origine et soutien de I'expansion économique de la Belgique (Brussels: Bruylant, 1947);
Fernand Baudhuin, “Histoire économique de la Belgique (1900-1914),” in Scrinium Lovaniense. Mélanges historiques
- Historische Opstellen Etienne Van Cauwenbergh (Leuven: Leuven UP, 1961).

%3 André Mommen, The Belgian economy in the twentieth century, Contemporary economic history of Europe series
(London; New York: Routledge, 1994); Kristof Smeyers and Erik Buyst, Het gestolde land: Een economische
geschiedenis van Belgié (Antwerp: Polis, 2016).
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twentieth century. For a clear yet cursory image of the Belgian economy before WW1, we
need to rely on older insights, updated with comparative European literature.

To be sure, the period of 1850 to 1914 was undoubtedly exceptional in Belgian
economic history. The country obtained an economic status far beyond its small size. As
the first industrializing country in continental Europe, Belgium witnessed a strong
industrial growth throughout the nineteenth century. Until 1913, it remained the second
most industrialized country in the world, right after Great Britain.** If accounted for
population, Belgium ranked among the four most productive countries worldwide, both
in 1880 and on the eve of the First World War. It followed the Western offshoots the
United States, Australia and New Zealand, but it left behind the UK, Germany, France and
the Netherlands.”® Even in absolute GDP, Belgium narrowly belonged to the ten largest
industrial economies in the world as of 1913.> After the First World War, the country lost
its economic strength. This is a fact lamented by many Belgian historians nowadays."’
Indeed, the crises and violent conflicts of the twentieth century have been harsh to
Belgium. Gradually, the tiny country sunk in the European and global rankings of GDP per
capita.”® Like J.L. van Zanden has argued for the Netherlands, Belgium also evolved “from
a small ‘large economy’ to a large ‘small economy,” although the Dutch have better
maintained their position.*

Despite these superlatives for Belle Epoque Belgium, the general figures disguise
strong social and regional disparities. Belgium was a low-wage country with a very
unequal society. Historically, the heavy industry emerged in the southern part of
Belgium. Metallurgy and coal mining in a few Walloon basins spurred industrialization
from the 1820s to the 1870s. They specialized in railway equipment, which was highly

> Stephen N. Broadberry, Giovanni Federico, and Alexander Klein, “Sectoral developments (1870-1914),” in The
Cambridge economic history of modern Europe, ed. Stephen N. Broadberry and Kevin H. O'Rourke (New York:
Cambridge UP, 2010), 70.

% Calculated from the latest estimates available Jutta Bolt et al., “Maddison Project Database: “Rebasing
‘Maddison’: new income comparisons and the shape of long-run economic development”,” Maddison Project
Working paper (2018), https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-project-
database-2018.

% Carreras and Josephson, “Aggregate,” 34; Angus Maddison, Contours of the World Economy (1-2030 AD): Essays in
Macro-Economic History (Oxford: Oxford UP, 2007), 379 Table A.4.

7 Most recently Mark De Geest, Een dure vrede: Wereldoorlog I: Van Brave Little Belgium naar Poor Little Belgium
(Antwerp: Horizon, 2018).

% In the European ranking of prosperity, Belgium dropped from the 2™ place in 1913 to the 11% in 2005. Stephen
N. Broadberry and Kevin H. O'Rourke, eds., The Cambridge economic history of modern Europe, vol. 2: From 1870 to
the Present (New York: Cambridge UP, 2010), Fig. 2.7, Tables 8.3 and 12.2; For global comparison, see also real
GDP per capita data series in 2011 US$, multiple benchmarks of the Bolt et al., “Maddison”.

% Jan Luiten van Zanden, Een klein land in de 20e eeuw: Economische geschiedenis van Nederland (1914-1995) (Utrecht:
Spectrum, 1997), 46.
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demanded in the context of the development of large railroad networks all over Europe.
Flanders, in contrast, remained poor, industrial development being limited to the port of
Antwerp and the textile cluster around Ghent.* In the course of the nineteenth century,
the Belgian economy also went through a few difficult periods. During the crisis of 1873-
1895, the growth of the Belgian industry decelerated. The traditional sectors had
difficulties to stand the rise of German and French competitors. Only after considerable
investments in steel production, chemicals and electricity, the industry could get back on
track. Nevertheless, the Second Industrial Revolution did not revive the Belgian economy
as it transformed German business. In summary, Belgian industry underperformed in
European comparison. Whereas it had an average growth of 2.5%, other industrialized
economies such as Germany, Switzerland, Sweden and Denmark grew up to two
percentage points faster between 1870 and 1913.

On the level of firms too, systematic research on Belgian business from an
international perspective is scarce. Currently, we are only at the start of the debate on
why and how Belgian firms engaged in FDI. Whereas historians from the Netherlands
have intensively studied the many strong links between Dutch firms and the world
economy, historical research on the dynamics of Belgian FDI and the strategies of
multinational companies from Belgium is rare.”” Certainly, historians of the Belgian
expansion have documented Belgian FDI in different world regions (cf. Chapter 1 for a
discussion of the distribution of Belgian FDI).” They have studied the economic, political
and cultural relations between Belgium and e.g. Italy, Spain, Russia, the Ottoman Empire,
India, China and Latin America.” Besides these country studies, research has been

% Herman Daems, Jan Degadt, and Rik Donckels, eds., De Belgische industrie: Een profielbeeld (Antwerp:
Nederlandsche Boekhandel, 1981); Erik Buyst, “De evolutie van het Belgisch bedrijfsleven (1850-2000),” in Nijver
Belgié: Het industriéle landschap omstreeks 1850, ed. Michel Oris, Jan Roegiers, and Bart van der Herten (Antwerp:
Gemeentekrediet, 1995).

¢ Broadberry, Federico, and Klein, “Sectoral,” 69.

52 See the “Dutch Business in the 20th century” (BINT) project, especially the second volume by Ben Wubs and
Keetie E. Sluyterman, Over grenzen: Multinationals en de Nederlandse markteconomie (Amsterdam: Boom, 2009).

% For a very descriptive overview of Belgian economic expansion, see René Leboutte, Jean Puissant, and Denis
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sur I'histoire 128 (Paris: SEDES, 1998), 67-76.
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Revue d’histoire des chemins de fer 38 (2008); Wim Peeters and Jerome Wilson, L'industrie belge dans la Russie des tsars
(Brussels: Editions du Perron, 1999); Jacques Thobie, “Intéréts belges et intéréts francais dans I’empire Ottoman
(1880-1914),” in Les relations franco-belges de 1830 a 1934 (Metz: Université de Metz. Centre de recherches Relations
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(Leuven: Leuven UP, 2013); Ginette Kurgan-van Hentenryk, Léopold II et les groupes financiers belges en Chine la
politique royale et ses prolongements (1895-1914), Mémoires de la Classe des Lettres, Académie royale de Belgique
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conducted on dozens of Belgian companies that internationalized since the Belle
Epoque.®

Historians working on nineteenth-century Belgium have repeatedly emphasized the
importance of bank-led business groups in the domestic and international economy.
Mixed banks engaged both in commercial and investment banking and as such played a
crucial role in the core industries of mining, metallurgy and machinery. Their most
emblematic exponent, the Société Générale de Belgique, not only held deposits and granted
short-term loans, but also made long-term investments in the heavy industry. Gradually,
the Société Générale and other large internationally active mixed banks including the
Bangque de Bruxelles, Banque d’Outremer, Banque Internationale de Bruxelles and the Brussels
branch of the Banque de Paris et des Pays-Bas (Paribas) started to invest abroad as well.

The mixed banks used holding companies to control their widespread investments. In
essence, holding companies are “financial institutions which manage a portfolio of stocks
in order to control the companies in which they hold a share of the equity capital.”®’
Throughout the nineteenth and twentieth centuries, this corporate structure remained
the typical instrument of Belgian capitalism.®® The holding companies provided not only
financial services but also technical expertise to their domestic and foreign subsidiaries.
Furthermore, they allowed making use of the Belgian stock market, which developed into
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an efficient source of finance after 1870. The vivid Brussels Stock Exchange occupied an
influent position in the European financial system, ranking fourth after London, Paris and
Berlin.®

Besides the financial groups, other Belgian multinationals have received attention.
They were active in sectors such as transport and electricity™, trade”, construction and
engineering”” and heavy industry”. Despite the global outlook of many of these
companies, the cited works have hardly addressed their internationalization. Only a
handful of authors have truly paid attention to the multinational character of their
subject. The companies are mainly situated in the innovative sectors that emerged or
transformed during the Second Industrial Revolution, especially in modern utilities and
transport™ as well as in chemicals™.
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1963) (Brussels: Racine, 2005); Norma S. Lanciotti, “Foreign Investments in Electric Utilities: A Comparative
Analysis of Belgian and American Companies in Argentina (1890-1960),” Business History Review 82, no. 3 (2008);
Alberte Martinez Lépez, “La vocation d’un holding belge des tramways: la Mutuelle des Tramways (1895-1918),”
Economies et Sociétés (Série “Histoire Economique Quantitative”), no. 38 (2008).

75 Greta Devos, “Agfa-Gevaert and Belgian multinational enterprise,” in The Rise of Multinationals in Continental
Europe, ed. Geoffrey Jones and Harm G. Schréter (Aldershot: Edward Elgar, 1993); Michel Dumoulin, Petrofina: Un
groupe pétrolier international et la gestion de lincertitude, vol. 1: 1920-1979 (Louvain-la-Neuve: Peeters, 1997);
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In the absence of a synthesis of the Belgian business history literature, it is hard to
make generalizations on the objectives of Belgian capitalism beyond borders. Although it
does not incorporate recent literature, the best overview is written by the political
scientist and historian of international relations Rik Coolsaet.”® His explanation for the
increase of Belgian FDI before WW1 points to the depression of 1873. The following two
decades of reduced economic growth incited Belgium’s most important trade partners to
erect trade barriers. As a result of the French and German protectionism, the Belgian
export economy started looking for alternative markets. The domestic market for the
Belgian core products steel, coal and machinery was saturated. To create foreign demand,
the leading financial institutions linked to the spearhead industries started investing in
heavy and light railways abroad.” These export-oriented branches have determined the
classic image of the Belgian economic expansion around 1900. However, Coolsaet argues
that not all of the Belgian foreign investments did aim to spur domestic production. In
general, Belgian capital flowed to those countries where it could earn higher returns than
on domestic securities. In addition, FDI was meant to support the import needs, especially
natural resources, of Belgian industries and meet the consumption demands of the
wealthy middle and upper class. So in reality, opening new markets and guaranteeing
production growth was only one, yet important, part of the explanation.”

Another important aspect of the history of the Belgian economic expansion is the
question of government support. Did the Belgian state, like the Great Powers, promote
and protect Belgian investments abroad? Unfortunately, the historical links between the
State, business and international politics remain largely unexplored in the case of
Belgium. As one of the few, J.-F. Abbeloos has investigated the link between Belgian
economic expansion and the colonial ambitions of Leopold II. Abbeloos found out that the
Belgian economic establishment pursued its own agenda of internationalization, more or
less independent from King Leopold’s imperial project. Belgian financiers preferred to
invest in the “industrializing areas of the capitalist periphery” rather than in an unstable
imperialist venture ruled by their monarch.” Only after the First World War, the

Kenneth Bertrams et al., Solvay: History of a multinational family firm (Cambridge: Cambridge UP, 2013); Kenneth
Bertrams, UCB: The First Ninety Years (1928-2018) (Tielt: Lannoo, 2019).

76 Though Dumoulin also provides some useful insights: Michel Dumoulin, “Het ontluiken van de twintigste eeuw
(1905-1918),” in Nieuwe Geschiedenis van Belgié, ed. Vincent Dujardin, et al. (Tielt: Lannoo, 2006).

77 Martinez Lépez makes a similar claim specifically for the transport sector. See Alberte Martinez Lépez,
“Belgian investment in tramways and light railways: An international approach (1892-1935),” The Journal of
Transport History 24, no. 1 (2003).

78 Rik Coolsaet, Belgié en zijn buitenlandse politiek (1830-2015), 6th revised ed. (Leuven: Van Halewyck, 2014), 169-78.
7 Jan-Frederik Abbeloos, “Belgium’s Expansionist History between 1870 and 1930: Imperialism and the
Globalisation of Belgian Business,” in Europe and Its Empires, ed. Csaba Lévai (Pisa: Plus, 2008), 114.
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protected market of Belgian Congo became the prime export destination for Belgian
capital.

Conversely, Belgian multinational enterprise did not have the systematic support of
the Belgian state either. Precisely because of its small-power status, Belgium was not in
the position to actively and boldly promote and protect its economic interests abroad.
The support was “limited to individuals within the political parties, the diplomatic corps
and the Ministry of Foreign Affairs.”® However, Abbeloos formulates the hypothesis that
the invisibility of the Belgian State, linked to its neutrality, might have been the key to a
successful penetration of fiercely contested markets such as China and Russia.

Very recently, Houssine Alloul and Michael Auwers have opened up the debate.®’ The
authors call for a new generation of historians to critically assess the influent role of
capital in Belgian foreign policy. In contrast to Abbeloos, their reading of the literature
emphasizes that the support for big business was the largest priority of the Belgian State
in the international sphere. Citing Coolsaet, Alloul and Auwers find that the Belgian elite
consistently implemented the liberal consensus of low taxes, flexible corporate law and
low wages to keep the Belgian industry competitive on the international market.® In his
PhD, Alloul also stresses the significance of the aid of the Belgian diplomatic and consular
apparatus.®® However, Alloul and Auwers argue that these claims need further
investigation.

An extensive political and global history of the Empain group could provide new
elements to nourish the debate. However, together with the bulk of the Belgian business
histories, the historical research on the Empain group fails in addressing the objectives
and business-state relations of Belgian multinational enterprise. Although Edouard
Empain is used as a symbol of the Belgian economic expansion before World War 1, a
thorough historical analysis of his expansive business empire still needs to be made. This
is all the more surprising, because the Empain group was one of Belgium’s most important
multinationals which maintained a clear link with its country of origin. Instead, for
decades, the fascinating story of Edouard Empain himself has attracted far more
attention. The first short biography of Edouard Empain was written in the 1950s by
Célestin Camus, a former director of the group’s main company in Belgian Congo.* His
hagiographic entry portrayed Empain as a self-made man, who founded his own bank in
1880 to stay independent from the haute finance. Reportedly, his ambitions were only

% Abbeloos, “Belgium,” 120.

81 Houssine Alloul and Michael Auwers, “What is (New in) New Diplomatic History?,” BTNG-RBHC 48, no. 4 (2018).
82 Alloul and Auwers, “New,” 121.

% Houssine Alloul, “Belgium and the Ottoman Empire: Diplomacy, capital, and transnational loyalties (1865-
1914)” (Unpublished PhD Diss., UAntwerpen, 2017), 241.

8 Célestin Camus, “Edouard Empain,” in Biographie Coloniale Belge (Brussels: Librairie Falk, 1951).
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tempered by ignorant government interference. According to Camus, Empain was a
brilliant entrepreneur who foresaw the benefits of electricity and expanding abroad. This
heroic image of the ‘Great Belgian” has remained dominant in the more popular literature
on Edouard Empain. The most extensive biography of the Empain dynasty has not
changed this view, although it certainly nuanced some points.*® The journalist Yvon
Toussaint pointed out that Edouard Empain was supported financially at the beginning of
his career by a local noble family, rather than having built up his business empire all by
himself. Unfortunately, in Toussaint’s book, the history of Empain’s businesses only
served to illustrate the glamour of his private life. Moreover, the author regrettably
invented stories whenever the sources lacked. Since he also refrained from citing
references, clearly distinguishing fact from fiction remains impossible.

Although fragmented, the geographic extension of Empain’s activities has received
more attention in studies on Belgian-foreign business relations, similar to those
mentioned above.* In particular, Kurgan-Van Hentenryk produced an excellent study of
the investments of Empain and other Belgian entrepreneurs in China. Her work is of great
value for this dissertation. She has especially shed light on Empain’s important
connections with the Parisian financial market and his friendship with King Leopold 11.¥
Hausman et al. also pointed to the group’s close ties with France, the most important of
twelve host countries of Empain’s foreign investments. “In its international business, it
hired French as well as Belgian managers and engineers and used French along with
Belgian banking services.”® As a consequence, his businesses in France were researched
most extensively, in the form of two doctoral dissertations and several articles.”” They
have received much more attention than the Belgian activities.

However, by studying France or another region exclusively, the previously cited
authors have probably produced a biased view of the global business group that needs
verification. In fact, the only account covering all continents was compiled by a

% Yvon Toussaint, Les barons Empain (Paris: Fayard, 1996).

% On Empain companies in Russia, the Netherlands, Spain, Egypt, Brazil, etc., see Sabine de Massol de Rebetz,
“Les sociétés belges de tramways en Russie (1880-1914)” (Unpublished MA Thesis, Université catholique de
Louvain, 1986); WJ.M. Leideritz, “De Zuid-Nederlandsche Stoomtramweg-Maatschappij: Een historische
terugblik op bijna 100 jaar regionaal openbaar vervoer (1889-1985),” De Oranjeboom 44 (1991); Ann Vanderverren,
“Belgische investeringen in de Mato Grosso: de “Compagnie Cibils” (1895-1912)” (Unpublished MA Thesis,
UGent, 1986); André Azzam et al., eds., Heliopolis (Brussels: Fonds Mercator, 2010).

% Kurgan-van Hentenryk, Léopold II.

% Hausman, Hertner, and Wilkins, Global Electrification, p. 104.

% Pierre Lanthier, “Les constructions électriques en France: Financement et stratégies de six groupes industriels
internationaux de 1880 a 1940” (Unpublished PhD Diss., Université Paris X - Nanterre, 1988); Pierre Lanthier,
“Les stratégies du groupe Empain: L’exemple de la Parisienne électrique (1900-1940),” in Réseaux électriques et
installateurs: Actes du 8e Colloque de I’AHEF, 14-16 octobre 1992 (Paris: AHEF, 1995); Caroline Suzor, Le groupe Empain
en France: Une saga industrielle et familiale, Histoire de 'énérgie (Brussels: P.LE. Peter Lang, 2016).
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passionate collector, Jacques Simar.” Unfortunately, his brief overview lacks depth,
coherence, and critical distance. Simar simply listed all companies Empain founded and
sporadically provided information on their development, without embedding them in a
broader narrative or in the historiography.

In conclusion, this section has demonstrated that we still know very little about the
role of governments and multinationals from small countries in the First Global Economy.
Research, including that on Belgium, seems to suggest that small country MNEs profited
more of the global economic integration, but were more vulnerable in international
relations. The two main trends of the pre-World War I world were thus more pronounced
in the case of small countries. With its temporary status as economic giant but rather
weak political influence, the history of Belgium particularly embodies the paradox of
economic globalization and imperialist and nationalist rivalry. Therefore, the much
needed global history of the Empain group can shed new light on the modern history of
international business of Belgium in particular and of smaller and larger states in
general.”’ By connecting and comparing business operations in very different political
settings such as Venezuela, Egypt, China and France, the political aspect of international
entrepreneurship in the world economy before 1914 can finally get the centrality it
deserves. I argue that, only by bringing political economy back in, we can get an insight
into the nineteenth-century rise of multinationals and the market and non-market
conditions that shaped them.

Exploiting the paradox of the First Global Economy: Strategies
of MNEs from small states

The historical paradox of globalization and territorialization and its differentiated effects
on multinationals from small countries leads us to the following question: What strategies
did an international entrepreneur from a small country pursue to prosper in the First
Global Economy? From the analysis of Empain’s strategies to transform the global

* Jacques Simar, Edouard Empain: Esprit Fécond, Entrepreneur Conquérant (Deinze: The Scripophily Center, 2013).

*' This is corroborated by Marten Boon’s plea for a transnational methodological approach. “Combining a global
perspective with original business historical research” results in a “business history beyond the firm that does
not relinquish the actual history of the business” and that provides insight in the history of globalization.
Marten Boon, “Business Enterprise and Globalization: Towards a Transnational Business History,” Business
History Review 91, no. 3 (2017): 528-29.

%2 See also John's argument in favor of the inclusion of political economy in business history: Richard R. John,
“Bringing Political Economy Back in,” Enterprise & Society 9, no. 3 (2008).
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economic and political challenges into opportunities emerges the main thesis of this
dissertation: To understand the development of international business in the First Global
Economy, we need to acknowledge the importance of the following three domains at least: (1)
geographical and sectoral strategy, (2) corporate structure, and (3) business-government relations
including political risk. With the study of the Empain group, I make a threefold argument
that furthers the debate in all three fields.

First of all, this dissertation starts from the main assumption that, contrary to the
theories of multinational enterprise, not all large MNEs followed a premeditated master
plan. Rather, I argue that Empain acted according to an entrepreneurial logic, making use
of the opportunities the global economy offered. To show this, I analyze the activities of
the Empain group from a geographical and sectoral perspective.

Regarding the sectoral strategy, in the 1960s Joye established the view of the Empain
group as a vertically integrated enterprise of operating companies, banks and holdings.
All companies had a different role and could thus profit from a large project such as the
development of an electrified urban transport network. Whereas the private bank would
finance the operation, the holding companies would give technical advice and would
sometimes even carry out the construction work. The group’s producer of electrical
equipment could provide the necessary material for the rolling stock and for the power
station. In addition, a company would be set up to supply the tramway network with
electricity.” Pierre Lanthier and later Caroline Suzor came to very similar conclusions,
but embedded them in the French economic context. They also emphasized the
importance of horizontal (in the same sector) and vertical (expand upstream in the value
chain) integration. The related diversification from 1900 onwards was entirely in function
of the new profitable activity: electricity.”

However, these earlier business histories of the Empain group either represented the
Empain group as a static system (Joye) or did not look beyond the borders of one country
(Joye, Lanthier, Suzor). All three ignored the more enigmatic unrelated diversification. In
contrast, my combined global approach seeks to explain the genesis and geographical and
sectoral development of the business group. On the one hand, I substantiate the claim
elaborated earlier in the introduction that internationalization did not always follow a
gradual or incremental pattern (Uppsala) in the First Global Economy. Empain invested
in a series of core markets and temporarily ‘hot” destinations. On the other hand, based
on the evolution of the Empain group before 1914, I argue that multinational business had
to adapt to the innovations of the Second Industrial Revolution to be able to expand
globally and face international competition. At the same time, the group’s unrelated

% Pierre Joye, Les trusts en Belgique: La concentration capitaliste, 4th revised ed. (Brussels: Société populaire
d’éditions, 1964), p. 168-72.
% Lanthier, “Constructions.”; Suzor, Empain en France.
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diversification suggests that this adaptation did not exclude other entrepreneurial
opportunities. As will be explored below, my claim is that this flexibility was also reflected
in the corporate structure and political positioning of the Empain group.

The second argument of this dissertation is that the business group form was an
efficient and versatile corporate structure in the First Global Economy, perfectly suited
for the strategies of the Empain group. A common definition describes a business group
as “a set of legally independent firms operating under a common central management,
linked by persistent, formal and/or informal links.”* Existing research on the Empain
group has concluded that Empain controlled a “rather loose legal and financial structure
of his numerous companies while maintaining a strong concentration of the production
and management-related decision-making processes.” The strategy “relied on a
federation of holding companies,” which were organized internationally to get access to
different national financial markets and “were under direct family control.”®® Suzor
showed that the group was run by the two Empain brothers and a small circle of
professional managers, who stayed in the business group for a long period. The strategic
management was centralized in the offices in Paris, but daily operational decisions took
place on a local level.

This dissertation seeks to verify the validity of these claims on the level of the entire
multinational enterprise as well as connect it with the latest history and theory of
business groups in general. As mentioned above, recent research has acknowledged the
polymorphic character of international investment in the First Global Economy.”
Likewise, decades after the first works on FSCs, experts have realized that they are not
always that free-standing. They now emphasize that FSCs could have been embedded in
larger corporate networks and business groups, linked by interlocking directorships and
equity ties.”®

This in turn ties into the recent reappraisal of the role business groups have played
and continue to play in developed economies. In the past, the research on modern
business history has been dominated by the idea of the multidivisional firm as the
ultimate goal of organizational evolution. According to the theory of the ‘managerial
revolution’ that Chandler and his successors formulated, the control of firms shifted from
the owners to salaried managers, allowing these firms to professionalize and expand
rapidly. Under the management of these professional experts, the firms vertically

% Marfa Inés Barbero and Nuria Puig, “Business groups around the world: An introduction,” Business History 58,
no. 1(2016): 7.

% Lanthier’s findings summarized by Kurgan-Van Hentenryk, “Structure,” p. 94.

%7 See for instance the forthcoming special issue in Business History on “Commodity Trading Companies in the
First Global Economy, 1870-1929”

% Hausman, Hertner, and Wilkins, Global Electrification.

25



General Introduction

integrated different parts of the production chain instead of leaving them to the market.
According to Chandler and management scholars, the ultimate goal for any large
enterprise is to transform into an American style multidivisional firm, which constitutes
the pinnacle of organizational efficiency.” In this view, other organizational forms such
as the business group were a suboptimal solution, merely suited to overcome the
shortcomings of the market in emerging countries.'®

The same authors that somehow negatively perceived this corporate form, have very
recently revised their view. They now have developed a more general framework
including business groups in the West. Colpan and Hikino today argue that business
groups “rose to function as a critical factor of industrial dynamics (...) in the late
nineteenth century.”'®!

The reappraisal of business groups links up with the importance of this organization
form for the Belgian economy in the last two centuries. Both bank-led and family-
centered business groups were crucial players in Belgian economic history. In the past,
scholars have frequently highlighted their advantages. They stressed the business
group’s ability to diversify into different sectors and countries as well as its coordination
function. Controlling various businesses via holding companies, the business group had
excellent information on the growth perspectives in each subsidiary. Based on this
information, it could very efficiently allocate resources.'*

According to Colpan and Hikino, business groups emerged in the West in part because
their structure facilitated the investments necessary “to keep up with the ever-increasing
minimum optimum scale” of production and distribution, a typical feature of the Second
Industrial Revolution.'® The scale increase of business groups paralleled the rise of large
integrated industrial enterprise in the same period. This dissertation will demonstrate
that the Empain group perfectly used the business group form to finance its enormous
expansion. This type of organization allowed Empain to massively invest in the
innovative sectors of the Second Industrial Revolution. As such, I argue that the Empain
group is an emblematic case that represents a broader trend in the history of the Belgian
economic expansion. Although initially supported by traditional industries, Belgian
traction companies all over the world gained a dynamic of their own. Electrification
allowed them to prosper internationally. Similarly, scientific improvements supported

% See for instance A.D. Chandler, Franco Amatori, and Takashi Hikino, Big Business and the Wealth of Nations
(Cambridge: Cambridge UP, 1997).

1 Asli M., Colpan, Takashi Hikino, and James R. Lincoln, eds., The Oxford handbook of business groups (Oxford:
Oxford UP, 2010).

101 Asli M. Colpan and Takashi Hikino, eds., Business Groups in the West: Origins, Evolution, and Resilience (Oxford:
Oxford UP, 2018), v.

102 Brion and Moreau, Tractebel, 8.

1% Colpan and Hikino, Business Groups in the West, 36.
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the expansion of Belgian chemical industry. Both electric traction and the chemical
industry were innovations of the Second Industrial Revolution.

However, Colpan and Hikino work with a rather narrow definition of the business
group, making it hard to fit the Empain firms in their framework. Their definition
presupposes diversification in predominantly unrelated sectors. Other types of business
groups, they argue, resemble more the multidivisional enterprise with its clear product
focus. The authors concentrate on the most common corporate governance structure: the
hierarchical (pyramidal) organization. The archetypal hierarchical business group is a
tier-structured pyramid with a holding company at the top, which controls a whole series
of subsidiaries. These might in turn also control other subsidiaries. Yet, the Empain group,
with its “federation of holding companies” at the apex and its largely related
diversification, does not entirely match the criteria. It is, nevertheless, the argument of
this dissertation that the main advantages identified by the business group literature
(ample finance and hierarchical control) underlie the corporate design of the Empain
group too. Therefore, this dissertation advocates a more nuanced approach to business
groups grounded in historical reality, beyond the typical unrelatedly diversified
pyramids. Moreover, I will claim that business groups had two additional advantages. On
the one hand, they presented unequaled flexibility with regard to geographical expansion
and (un)related diversification. For every opportunity the First Global Economy offered,
Empain could establish a new ‘FSC-style’ subsidiary. On the other hand, the international
business group allowed to perfect strategies to mitigate political risk (see below). I argue
that Empain could forge interesting alliances with powerful foreign actors without losing
control of his business empire.

The third and last main argument of this study focuses on the political aspects of
international business. I argue that international relations were not just a matter of
states. Above, I have explained that the world market before 1914 was political and that
states regarded MNEs as agents and extensions of their foreign policy. This implies that
MNEs were actors in international politics too. So to understand the interplay of economy
and politics, we need to look at the actions of multinationals. MNEs balanced on the
intersection of the integrated world market and the global clash of nations. In particular,
the focus on MNEs from small countries allows moving away from a state-centered

history written from the perspective of the Great Powers.'*

194 To our knowledge, the business history of Solvay is the only Belgian one so far acknowledging the centrality
of “international (geo)politics and economic relations.” Kenneth Bertrams, A company in history: Solvay (1863-2013)
(Cambridge: Cambridge UP, 2013), 47.
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In contrast to what has been argued above, many business historians claim that in
international business before the First World War, nationality did not matter.’® The
consensus seems to be that the national origins of capital and goods were of secondary
importance at most. Compared to the interwar years, the First Global Economy as a whole
was extremely open to FDI. Only after 1918, foreign business could not escape political
risk, including expropriation and exclusion on a large scale. Because of its centrality in
this dissertation, it is necessary to clarify the meaning of ‘political risk’. In business
history literature, the concept is closely linked to nationalism. It refers to an
entrepreneur’s uncertainty about the consequences of “all political actions and
governmental decisions” as well as the attitudes and reactions of the local population,
possibly inspired by nationalism.'*

The image of the First Global Economy as a golden age for global capitalism has started
to show some cracks. First of all, earlier sections of this introduction have nuanced this
view. In a world without level playing field, entrepreneurs were subject to the vagaries of
imperialism and economic nationalism. Secondly, some business historians now
acknowledge that strategic sectors such as natural resources and services were politically
sensitive and prone to nationalist reflexes.'”” Especially providers of public utilities had
to take political risk very seriously. Whereas manufacturing companies could easily
relocate production in case of a hostile treatment, the assets of utilities were immovable.
In addition, government interference was inextricably bound up with public utilities.
Governments, more often than companies, took the initiative to provide their citizens
with decent public services. Especially authorities in urbanizing regions were demanding,
but often unwilling or unable to finance these utilities themselves. A solution was to issue
a call for tenders, allowing several firms to compete to obtain the right to operate a
railroad for instance. The right was granted to companies in the form of a concession,

often with strict government regulation.'®

15 Geoffrey Jones, “The End of Nationality? Global Firms and ‘Borderless Worlds’,” Zeitschrift fiir
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Lubinski, and Heidi Tworek (Abingdon: Routledge, 2019), 486-87.
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The conceding authorities, not the company, had the ultimate power to decide on the
fortunes of the public utility. As a result, the operating company always had to reckon
with the risk of nationalization or municipalization. Of course, the conceding authorities
wanted to secure the best possible service for the population at the most advantageous
financial conditions. Yet, as domestic capital markets and technology were mostly
insufficient, host country authorities frequently had to choose between companies from
different foreign countries. Subsequently, governments could also have political grounds
play a part in their choice of a particular company. Because of the ubiquity of the
infrastructure in the city and the public character of the services, foreign-owned utilities
were very sensitive to the slightest flicker of popular nationalism. Even municipal
responsibilities such as urban transport, electricity, gas and water supply became a
matter of international politics.

In other words, in the First Global Economy the ‘liability of foreignness’ concerned not
only the “costs of bridging distance” and “information asymmetries” but also
“discrimination by governments, consumers and other stakeholders.”*” However, host
countries do not discriminate in an undifferentiated way. Lubinski has convincingly
argued that “foreignness per se is not a liability but it depends on local perception of the
home country.” In her article, she analyzes the position of German multinationals in
colonial India. Her conclusion was that “national origin can be a distinct asset at one point
and a significant liability at another.”"'° Lubinski refers to this as the “liability of home.”

This shows that political uncertainty and discrimination were not only a risk, but also
an opportunity, as Wubs, Forbes and Kurosawa have recently contended.’ From a
business perspective, this duality gives agency to MNEs on the political world stage. The
ability of a multinational to better avoid risk than other firms constitutes a relative
competitive advantage. Multinational corporations did not just passively let the policy of
governments affect their business. For instance, they actively tried to shape the political
context via business diplomacy, i.e. seeking and maintaining contact with various actors
in domestic and foreign governmental bodies.'> Therefore, this dissertation wants to
expand on recent research about the various strategies MNEs could develop to mitigate
political risk. I argue that in the globalized world before the First World War, the political
fragmentation marked by imperialism and nationalism created risks, but that creative

19 Christina Lubinski, “Liability of Foreignness in Historical Context: German Business in Preindependence India
(1880-1940),” Enterprise & Society 15, no. 4 (2015): 723.

10 Lubinski, “Liability,” 723, 52.

11 Neil Forbes, Takafumi Kurosawa, and Ben Wubs, “Introduction: Multinational Enterprise in the Century of
Total War and Cold War: Political Risk and Organisational Change,” in Multinational Enterprise, Political Risk and
Organisational Change: From Total War to Cold War, ed. Neil Forbes, Takafumi Kurosawa, and Ben Wubs (New York:
Routledge, 2019).

12 For a discussion of different forms of contemporary business diplomacy, see Jennifer Kesteleyn, Shaun
Riordan, and Huub Ruél, “Introduction: Business diplomacy,” The Hague Journal of Diplomacy 9, no. 1 (2014).
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entrepreneurs could transform some risks into opportunities. On the one hand, the
political risk was situated in the attitude of the host country towards the MNE. At the
same time, the MNE needed to maintain a close relationship with the home country
government and sometimes limit the disadvantages linked to its nationality.

By studying the Empain group, I will investigate to what extent the country of origin
of the Empain group was a liability or an asset. I will test the hypotheses formulated in
the literature: Could Empain rely on the Belgian neutrality when negotiating concessions
with anti-imperialist governments? Was there indeed a Belgian “expansionist complex”
that supported Empain’s FDI? The above-mentioned literature seems to suggest that big
business, the political elite and the King united their efforts to promote Belgian interest
abroad. If this was the case, was the economic diplomacy of a small state able to stand its
ground against the Great Powers? In a sum, was the small country origin a blessing or a
curse?

Did the Empain group develop strategies to escape its ‘liability of home’? Historical
case studies have emphasized the practice of altering corporate structures to handle
political uncertainty. I will investigate how Empain managed to come loose from its
Belgian origins to a certain extent. Arguably, he used the holding company organization
as a flexible tool to ‘cloak’ its Belgian nationality. The term cloaking refers to the frequent
historical practice of disguising the nationality of the management, shareholders and so
on.'”* I will examine in what way this allowed him to rely on the support of Great Powers,
especially France, when the Belgian diplomacy was unable to influence the host country
government. In return, did Empain permit the French government to use his businesses
to pursue national aims in the struggle for global influence if he could maintain ultimate
control? And how did the Empain group rely on the local elite of the host country to
improve its relationship with the local government and to appease possible nationalist
opposition?

In sum, my three arguments will together explain the strategies of an MNE from a small
country in the First Global Economy. They will present Empain as an entrepreneur tied
to a specific historical context, making use of the economic and political circumstances
by developing strategic organizational capabilities.

113 Forbes, Kurosawa, and Wubs, “Introduction,” 6-7.
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Sources, heuristic strategies and methods

Writing a global history of the Empain group with special attention to the political aspects
of doing business in the First Global Economy, has proven a challenging task. It means
that besides the regular company records, one needs to find sources revealing the actors
involved in the complex interplay between businesses and governments. However, the
business records of the Empain group necessary to address the questions raised above are
fragmentary, to say the least. Fortunately, [ was able to cover many lacunae thanks to a
combination of creativity and perseverance. As a result, this history of the Empain group
is based on a wide array of sources.

For the history of a business group, the records produced by the firms themselves are
the most obvious and important sources. In the case of family businesses, one should add
the personal archives of leading family members. Unfortunately, both types of sources
are private property, of which conservation and accessibility might not be guaranteed.
The history of the Empain group was intricately linked to the turbulent history of the
family itself. Every transfer of leadership from one generation to the next only took place
with great difficulty. Due to much dissension within the family, the personal files of the
founder Edouard Empain have been lost. In the past, several researchers have vainly
attempted to trace them. Alternatively, they have interviewed descendants about the
family history, but the oral tradition is limited to some anecdotes. To everyone’s regret,
the corporate archives have been dispersed and most of them lost as a consequence of
the collapse of the group in the 1980s. Even before that period, Edouard-Frangois Empain
(heading the business group between 1946 and 1967, son of Frangois Empain) had ordered
the destruction of important collections of historical records to make room in the
Brussels headquarters, including those of firms operating in France, Russia, Egypt and
Congo.'”

By chance, the remnants of these fragmented archives have been transferred to the
KMMA in 1980 after a campaign for the collection of business archives.'® They include
the archives of nearly all of Empain’s activities in Russia, as well as very incomplete
records of the Congolese railway CFL. Fortunately, several of Empain’s companies and

14 Interview (Feb 2016) with Alice Gorissen, co-author of the documentary film Les barons Empain, la dynastie
fracassée (2015). Yvon Toussaint has used many of them uncritically: Toussaint, Barons.

115 Albert Duchesne, “Un général pas comme les autres: Le baron Edouard Empain durant la guerre 1914-18,”
Revue belge d’histoire militaire 26, no. 1-2-3-4 (1985): 45; Simar, Empain, 7.

¢ Patricia Van Schuylenbergh, “Les archives d’entreprises du Musée royal de I’Afrique centrale: Terrains en
friche, gisements pour la recherche,” in Colloque Entreprises et Congo. Le destin d'un patrimoine archivistique
exceptionnel - Ondernemingen en Congo. Levensloop van een uitzonderlijk archivalisch erfgoed (AGR, 17 Oct2007).
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their archives had already left the group before the archival destruction in the 1950s.
France nationalized all electricity companies after WW2, including SERVA, SEP, EGN and
SNE."7 Other operating companies survived because they were jointly managed by
Empain and other business groups with a stronger conservation culture. The latter’s
archives contain the records of the Chemins de fer de la Basse-Egypte, the tramways in Cairo,
Damascus, Madrid and Nantes. The Chemins de fer de la Banlieue de Reims, the Chemins de fer
du Calvados and Cie générale de Chemins de fer et Tramways en Chine were taken over by other
business groups before the 1950s.

Virtually all archives of holding companies such as the Compagnie générale de railways et
d’électricité have been liquidated together with the companies themselves or even before.
However, I was able to trace the former CEO of the French company SPIE, the successor of
the Parisienne Electrique. In the 1980s, a friend had saved the minutes of the board of
directors of the first five years of the existence of this top holding company for him."
The importance of such a unique document cannot be underestimated: the minutes
provide insights into the relationship of the holding company with subsidiaries in France
and abroad, the criteria determining the investment strategy, etc.

This research worked around the lack of substantial business group records, by
collecting information from a wide range of sources in dozens of archives. I found
personal correspondence of Empain in the private records of members of the bourgeoisie
and the royal house in Belgium and France.' Close collaborators of Empain had also
preserved many interesting documents on the history of the Empain group before the
First World War.'® Then, the archives of many contemporary businessmen, firms and
associations contained details on investment projects, competition and cooperation.’" A
public utility entrepreneur such as Empain had often dealt with the Belgian and French
government, both for domestic and foreign matters. Therefore, the archives of the
Belgian and French ministries of Foreign Affairs, Finance, Railways and Public Works as
well as the Belgian Ministry of Colonies and its predecessor were very insightful on the
role of the state in the development of the Empain group. I have systematically gone
through all the files regarding projects that could have been of interest to Empain. In an

17 Unfortunately, the nationalization of public transport in Belgium did not result in a similar transfer of the
archives of the many local light rail firms of the Empain group. See also e-mail correspondence with Robert
Morren and Freddy Coussens (Jan 2017)

118 Telephone conversation (Feb 2017) with Jean Monville, former chairman and CEO (1995-2009) of SPIE

19 Charles de Broqueville, Leopold 11, Albert I, Henry Carton de Wiart, Bunau-Varilla, Jules Madeline, Comtesse
de Greffulhe, Albert Thomas

120 Primarily Georges Theunis and Gustave Verniory. Other loyal collaborators such as those of the du Roy de
Blicquy family have not left any written traces. See also e-mail correspondence with descendant Axel du Roy de
Blicquy (Nov 2018)

121 Edouard Otlet, Raoul Warocqué, Tramways Bruxellois, Chemins de fer économiques, Banque d’Outremer, Gaz Belge,
Electricité de 'Escaut, UEEB, Banque Philippson, Siemens & Schuckert, Balser & Cie
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attempt to include the British perspective, I have searched the full-text scans of the
Confidential Print series for the Middle East and Africa. Unfortunately, this has not yielded
any meaningful results, showing that Empain was not in the center of the attention of the
Foreign Office.

Of course, the archives of the conceding authorities, often local municipalities, have
conserved much more, but the correspondence concerned almost exclusively the
practical execution of the construction works rather than business strategies and politics.
Empain’s position in the Belgian political arena is also investigated based on the digitized
proceedings (Annales Parlementaires) and documents (Documents parlementaires) of the
House of Representatives and the Senate.

The gap created by the destruction of corporate archives was also filled by the
abundance of published corporate documents in various media. Fortunately, the business
group of Empain was made of dozens of separate legal entities. Nearly all of them had
produced public documents, that discussed matters that would have remained internal
secrets in a multidivisional enterprise. Since 1873, every limited corporation established
in Belgium had to publish its memorandum of association, modifications to articles of
association and balance sheets in a special supplement to the Moniteur Belge. These
documents provide information on topics such as the founders, the board of directors and
the financial results of the firm. Recently digitized with full-text search possibility, this
source of 200,000 pages revealed stakes of Empain in companies that could not be known
otherwise.

To inform their shareholders, the larger listed companies also published annual
reports, in which the board of directors explained the general developments of the past
year. Although their explanations are unfortunately too succinct to allow an in-depth
analysis of the business strategy, they give a rosy yet valuable overview of the company’s
activities. In some cases, the reports include critical questions of shareholders too. The
key data were also summarized in specialized periodicals such as the Recueil Financier.

This documentation produced by the companies themselves is completed with articles
from the general and specialized press. While the latter focused on financial and
economic analysis, the former covered all fields of society. Nevertheless, the general press
sometimes offered an interesting view on political decisions involving the companies of
Edouard Empain and on new directions of his businesses. In contrast, the financial papers
such as the Moniteur des Intéréts Matériels were more interested in the latest evolutions of
Empain’s businesses that could affect stock market quotations or dividends. I searched
large on- and offline collections such as those of Gallica, Belgicapress, Delpher, Europeana
Newspapers, Hathitrust, archive.org, Financial Times and The Economist, on the one hand,
and of the Credit Lyonnais, Association nationale des porteurs frangais de valeurs mobiliéres and
Bois du Cazier, on the other hand.
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To address the issues raised in this introduction, I will use a mixed methodological
approach.'” The analysis will be mainly qualitative, although supported by quantitative
evidence. First, I will adopt a global perspective. I will look at the business group as a
whole through three different lenses: geographical, sectoral and organizational. The data
used in the first part has been collected in a relational database (see Appendix 2). For
every firm of the business group, I have gathered information on topics including
economic activity, ownership, board composition, date and place of incorporation and
liquidation, headquarters location, stock market quotations, the evolution of the capital
structure and profitability.

Second, I conduct in-depth case studies on particular political investment contexts:
Belgium, France, Venezuela and China. I picked these countries, first of all, because the
activities in other markets are much less documented. In addition, the selected cases offer
the opportunity to study political uncertainty in different geographical and temporal
settings. Two important countries might have deserved a case study too: Egypt and
Russia. However, a whole literature has already been devoted to the Egyptian case. In
addition, the company archives of Heliopolis are currently inaccessible, whereas the
existing archival sources do not reveal that much about political strategies. New insights
would have required extensive research in archives in London and Cairo. Nevertheless,
some crucial elements of the corporate history in Egypt will be included, thanks to a
reading of the available literature and sources. For the Russian case, the existing sources
do not provide much detail on the political aspects of international business. Here too,
based on existing scholarship and archives, the salient elements supporting the general
argument will be taken into account.'”

This dissertation is limited to the period between 1880 and 1914. Stopping at the First
World War might seem artificial, as Edouard Empain only died in 1929. However, this
study is not a biography nor a traditional business history. To write an exhaustive

biography, the historian needs much more egodocuments.'*

Lacking these, I
acknowledge that I sometimes cannot definitively attribute decisions and actions to
Empain himself. However, the pyramidal hierarchy of the business group implies that
Empain always had ultimate control. As for a biography, a comprehensive company
history requires access to well-inventoried corporate archives. Rather, this dissertation

is something in between. Not unlike global microhistory, it studies global processes and

122 Recently, business historians have lauded the wide variety of methodologies in the discipline, including
corporate history: Stephanie Decker, Matthias Kipping, and R Daniel Wadhwani, “New business histories!
Plurality in business history research methods,” Business History 57, no. 1 (2015).

123 See the historiographical discussion of the Empain group above for literature on both cases.

124 On the many interesting insights biographies of entrepreneurs can produce, see Jacques Van Gerwen, Marcel
Metze, and Hans Renders, eds., De ondernemersbiografie : mythe en werkelijkheid (Amsterdam: Boom, 2008).
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connections through the eyes of a historical agent.'® Besides, the focus on an
entrepreneur and his businesses ties in with the recent trend to see the global market not
as an institution, but as a web of relations.'® Consequently, this dissertation uses the
Empain group to ask a set of questions about the First Global Economy. Extending the
timeframe would change the research questions, because in the history of the global
economic system, the First World War was a watershed. In the case of the Empain group,
it also broke the dynamics of foreign investments. Moreover, the availability of archives

for the interwar period is even worse.'”

Outline of the dissertation

This dissertation consists of seven chapters. Together, they shed light on the dynamics of
multinational enterprise in the First Global Economy. The first two chapters of Part I
substantiate the first argument. They show that Empain’s investments were the result of
an entrepreneurial logic combined with the pursuit of economies of scale and scope. In
particular, Chapter 1 focuses on the internationalization process of the Empain group.
The chapter maps out the geographical spread of the investments of Edouard Empain. It
tries to uncover the political, economic and personal factors that explain the choice to
enter specific foreign markets. Chapter 2 provides another explanation for the strong
expansion of the Empain group. It looks at the diversification strategy of the group before
the First World War. The third chapter of Part I makes the second argument. It revolves
around the organizational structure of Empain’s business empire. In the chapter I analyze
the different capabilities that result from the business group structure, concerning
finance, control, professionalization and flexibility.

Whereas Part I looks at the entire business group from a geographical, sectoral and
organizational angle, Part II takes a case-study approach. To develop the third more
complex argument about business-government relations and political risk, we need to
compare different investment contexts. Therefore, the four chapters of the second part
each study the political strategies of the business group in a specific country. Chapter 4

12 For a pioneering example of a global microhistory of business, see Angelika Epple, Das Unternehmen Stollwerck.
Eine Mikrogeschichte der Globalisierung (Frankfurt: Campus, 2010). See also the conferences organized in Warwick
by the Global Microhistory Network since 2018
(https://warwick.ac.uk/fac/arts/history/ghcc/research/globalmicrohistory/)

126 Johanson and Vahlne, “Uppsala.”; Jan Johanson and Jan-Erik Vahlne, “Markets as networks: implications for
strategy-making,” Journal of the Academy of Marketing Science 39, no. 4 (2011).

127 perhaps with the exception of the personal papers of Georges Theunis
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on Belgium and Congo investigates the position and personal network of Empain in its
home country. Thus, it provides a point of reference for the following chapters on foreign
investments. The group’s expansion in France is the subject of Chapter 5. It explores the
maneuvers of the Empain group to gain legitimacy and support in a nationalist climate.
Chapters 6 and 7 concern the investments in Venezuela and China. They provide a
differentiated analysis of the impact of Belgian neutrality on FDI. Additionally, both
chapters shed new light on the complex interplay between the MNE, the home and the
host countries when securing investments. In the general conclusion, I reformulate the
three arguments. I show how Empain was able to turn the following aspects of the First
Global Economy to his advantage: the worldwide investment opportunities and
technological transformations, the organizational flexibility and finally the international
political frictions.
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Chapter1 The bumpy road to a global business
empire

1.1 Introduction

This first chapter investigates the internationalization of the Empain group. It tries to
understand the business world from the perspective of a Belgian entrepreneur eager to
start his career in the late 1870s. The Empain group was part of this select group of
internationally oriented Belgian businesses, in contrast to the bulk of SMEs confined to
the domestic market. The question then is why Empain went abroad instead of focusing
on Belgium? At first sight, it probably was an economic necessity. By its very nature, the
Belgian public utility industry was limited by the smallness of the domestic market.
Nevertheless, it needed growth because without economies of scale many public utilities
could not become profitable (see Chapter 2). Therefore, international growth was the
most obvious step. If any, it bears resemblance to a combination of what Dunning has
called ‘efficiency-seeking’ and ‘market-seeking’ motives. Efficiency seekers go abroad to
gain “from the common governance of geographically dispersed activities,” whereas
market seekers locate their activities in places where there are a lot of customers.' Apart
from these purely economic reasons, could it be that foreign expansion was also a quest
for prestige or the result of an expansionist ideology? Or more generally, was Empain
more than others inclined to take a risk and go wherever profits were the highest?
Before continuing, the expansionism hypothesis should be largely ruled out. From the
1890s, some members of the economic elite promoted the ‘greater Belgium’, i.e. the
economic and cultural expansion of the country beyond its borders. L’Expansion belge

! However, market seekers set up production in a new market to substitute exports or to follow competitors
(“follow the leader” behavior). According to Dunning, other MNEs resource-seeking among others. Resource
seekers try to secure access to strategic necessities for their production. Dunning and Lundan, MNEs, 69-72.
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wanted to maximize opportunities for Belgian entrepreneurs to invest abroad. Empain
was certainly not one of the protagonists, but sponsored the movement in the
background after 1900.2 Seemingly, heading a global business empire, he had every reason
to support it. All the more because other Belgian captains of industry such as Ernest
Solvay and Baron Lambert donated too.’ At this stage, it is tempting to conclude that
Empain was rather an opportunist than an ideologically pure Belgian patriot. Part II will
expand on this issue.

Except for a first attempt to identify the motives of internationalization, this chapter
also investigates the internationalization pattern. Where could an ambitious capitalist
invest? Which countries appeared on the radar of the Empain group and what explains
the eventual geographical distribution of the investments? Corporate sources from the
First Global Economy rarely allow to understand the precise reasons for the choice to
invest in a particular country. Entrepreneurs mostly did not write down their motives.
For the history of the Empain group, this source problem is acute. However, the preserved
minutes of the board of directors’ meetings of the Société parisienne pour l'industrie des
chemins de fer et des tramways électriques (Parisienne Electrique) provide a unique insight in
one of the crucial board rooms of the Empain group between 1900 and 1905.

The minutes show that holding companies functioned as important hubs of
information.” The directors and the general manager proposed opportunities that they
had received from their informal corporate network or that they had investigated
themselves. The holding’s engineers systematically screened these investment options
for technical feasibility and profitability. Most importantly, the expected rate of return
had to be equal to the current returns in the sector. Only one in three propositions
actually passed the study phase and was executed.” Of course, the top managers’

? Empain was mainly involved in two initiatives. First, the establishment of the first royal Institut national de
géographie (1882-1884) that initially published the Mouvement géographique. After the turn of the century, he was
the cofounder of the Société belge d’Expansion nationale (1909-1911). Empain mainly contributed to the
construction of a palace in Brussels that had to gather all the expansionist movements of the country. “Institut
national de géographie: Constitution,” no. 663, AMB, 22 Apr 1882; “Société belge d’Expansion nationale: Statuts,”
no. 2951, AMB, 8 May 1909.

* Dumoulin, “Ontluiken,” 729-32; Laurent Delcourt, “La revue de 'Expansion belge: miroir de I'expansionnisme
en Belgique: contribution a I’étude des millieux, des réseaux et des idées expansionnistes en Belgique avant la
Premiére Guerre mondiale” (Unpublished MA Thesis, Université catholique de Louvain, 2000).

* On the role of information gained via the press and business networks in the patterns of investment, see the
fifth chapter of Gary Bryan Magee and Andrew S. Thompson, Empire and globalisation : networks of people, goods
and capital in the British world, c.1850-1914 (Cambridge: Cambridge UP, 2010).

® For instance, the group did choose not to horizontally expand to Kiew, Palestine, Shanghai nor to Marseille,
Saint-Nazaire, Montlugon, because there was no sound business case to be made. Parisienne Electrique, Minutes
of the Board of directors, Virtual Library, SPIE.
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perspective on what was possible was also determined by their ‘mental maps’.° 1t is
important to question how they saw the world evolve economically and politically.
Empain’s vision on the global economy and on many other excluded investment options
remained, of course, implicit. To make sense of that, the business historian can only look
at the ‘revealed strategies’ and put them into context.’”

Consequently, this chapter embeds the geography of the group’s investments in the
bigger economic picture and the general flows of Belgian FDI. Where did Empain’s choices
differ from larger capital fluxes in timing, size and direction? In addition, the chapter
tentatively takes into account international politics as an explanation for investments in
specific countries. However, the case studies in Part I will deal with this theme in detail.
Research for France has shown that both economic and political factors have determined
the geographical distribution of FDI. Entrepreneurs primarily focused on locations where
returns were higher, while also considering political entities which were part of the
French sphere of influence or were allies of France.®

The graph (Fig. 2) below offers a starting point to understand when, where and how
much the Empain group invested before the First World War. For seven sample years, it
shows each host country as a proportion of the aggregate nominal capital of all companies
controlled by the Empain group.’ Before the analysis, a methodological remark is
necessary. Nominal capital is only a rough indicator, because it does not indicate the real
size of the investments that the companies made. It would have been better to aggregate
the liabilities of all companies, for these also include the borrowed capital used for
investments. Unfortunately, exhaustive data for all companies is lacking. As many
unlisted companies did not publish financial accounts, the calculation of total liabilities
would be flawed. By way of experiment, I have calculated the distribution of total
liabilities for the sample year 1914. Taking into account the firms lacking financial

¢ On the concept of mental maps, see the special issues “Mental Maps,” Geschichte und Gesellschaft 28, no. 3 (2002);
“Mental Maps: Geographical and Historical Perspectives,” Journal of Cultural Geography 35, no. 2 (2018). and
especially the Dario Musolino, “The mental maps of Italian entrepreneurs: A quali-quantitative approach,”
Journal of Cultural Geography 35, no. 2 (2018). He shows that rather than being rational economic actors, the
geographies of entrepreneurs are influenced by prejudices and subjective information.

7 According to Sluyterman, the ‘revealed strategies’ are the decisions that were actually taken. Keetie E.
Sluyterman, Dutch Enterprise in the 20th Century: Business Strategies in Small Open Country (Abingdon: Routledge,
2005), p. 2.

® Antoine Parent and Christophe Rault, “The influences affecting French assets abroad prior to 1914,” The Journal
of Economic History 64, no. 2 (2004).

°The aggregates allow for capital increases and decreases. For the following companies where the Empain group
was not the majority shareholder, but still had a significant degree of control, I have multiplied the nominal
capital with a factor between 0 and 1 equal to the percentage of shares or directors that the Empain group
controlled: TB, Nitrate Railways, TPDS and Eclairage de Tournai.
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reports, the evolution remains more or less the same.’ Companies without a clear
geographical focus (mostly holding companies) have been excluded. To test the data, 1
have compared the 1914 sample with the aggregate liabilities of all companies. The
proportions remain more or less the same. The importance of Congo decreases because it
is only financed with equity, whereas China equals the size of Chile and Spain because the
Chinese railways were debt-financed.

100% —
90% . .
80% . .
70%
60%
50%
40%
30%
20%
10%

0%

1885 1890 1895 1900 1905 1910 1914
m France H Belgium mEgypt = Congo
H Spain m Chile m Russia m Argentina
m Ottoman Empire ®Brazil H Romania H Venezuela
m Netherlands Austria-Hungary m Serbia China

Figure 2  Regional distribution of investments: total nominal capital of controlled
companies per country in sample years (1885-1914)"!

Up to 1914, the Empain group has effectively entered 16 national markets.'? Two long and
one short period can be distinguished according to the speed of internationalization. The
first phase started in 1878 and ended in 1893. In these 15 years, the Empain group set up

19 Obviously, consolidated accounts for the entire business group would be the ideal basis for balanced
interpretations. Unfortunately, the quality and availability of historical financial accounts is too poor to allow
this.

1 Sources: financial data collected in the personal database from the AMB, 65AQ series of the ANMT, Recueil
Financier, Gallica and Henry de Saint-Omer, Les entreprises belges en Eqypte : rapport sur la situation économique des
sociétés belges et belgo-égyptiennes fonctionnant en Egypte (Brussels: Picquart, 1907).

2 Or even 17 markets if I had not opted to consider Algeria as a part of France and not merely as a colonial
possession. Unlike Congo for Belgium and Egypt for Great Britain, France regarded Algeria as national territory
and had integrated it in the administrative system of the départements.
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business in France, Belgium, Argentina, Venezuela, the Netherlands and the Ottoman
Empire. In the next two years (1894-95), however, the number of countries in which the
Empain group operated doubled from six to twelve, adding Egypt, Serbia, Chile, Brazil,
Austria-Hungary and Russia. During the third period, from 1896 to WW1, the Empain
group included four more markets in its portfolio (Spain, China, Congo, Romania). What
can explain this rapid, yet brief expansion during the second period? Although more
context will be provided to clarify each investment in the following paragraphs, the
global economic situation in 1894-95 is part of the explanation. After a depression of
twenty years (‘Long Depression’), the world economy started to recover, with robust
growth from 1895-96. This upward economic trend assured entrepreneurs such as Empain
to safely make large investments all over the world. In the literature, the Belle Epoque
(1895-1914) is also often hailed as the zenith of Belgian economic expansion.

The first thing that draws the attention is the contrasting importance of the two
strategically crucial markets Belgium and France. Between 1880 and 1888, these were the
only two countries where the Empain group was active in. However, while in these years
the capital stocks in both markets grew at the same pace, their paths diverged afterward.
The graph shows that from the birth of the Empain group until the First World War,
France was by far the most important host country, fluctuating around 50% of total
nominal capital. This means that the group has continued investing in France, even if it
diversified geographically. In contrast, the relatively modest share of Belgium is
remarkable. Although the Empain group made relatively large investments in its home
country in the beginning, it did not continue to invest at the same pace after 1885. During
the 1890s, the share of Belgium in the total nominal capital had dropped to 3%. Only after
the turn of the century Belgium regained importance as a host country for investments.
Could it be that the Belgian market was saturated, until technological innovations opened
up new possibilities in adjacent sectors (see Chapter 2)? In the end, before the First World
War, Belgium was the third most important market together with Belgian Congo, far after
France and almost on a par with Egypt.

Secondly, besides France and Belgium, other markets mattered. The weight of Congo
can be attributed to a single company, the highly capitalized Compagnie des chemins de fer
du Congo supérieur aux Grands Lacs africains (75 million francs in 1914). From 1905 onwards,
Egypt became the second host country, accounting for 15% in 1914. Latin America has
briefly played a prominent role in the business group. In the first half of the 1890s, but
only then, the continent (Brazil, Argentina, Venezuela and Chile) accounted for at least
one third of all investments. Except for Empain’s interests in the Chilean nitrate business,
the group divested massively. That same period was also the most international (see
above). In relative terms, the share of the core markets France and Belgium also was at
its lowest that year: less than half of the investment stock was located there, in contrast
to two third on average.
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The rapid internationalization of the Empain group between the late 1880s and the late
1900s is remarkable on its own, but to what extent is it the exponent of a broader flow of
Belgian FDI in that period? The comparison of the data for the Empain group with general
data on the spread of Belgian FDI allows assessing whether Empain’s choices diverged in
time and space from the average. The stock data presented in Figure 2 have been
converted into flows per continent." Rather than at a given point in time, Figure 3 shows
the average yearly investment made in different world regions. Before comparing the two
graphs (Fig. 3 and 4) below, there are some important caveats to make. A long tradition
of historians has tried to establish accurate estimates of Belgian FDI in the Belle Epoque.**
From the two most recent estimates, by Dumoulin and by Peeters, I have opted for the
latter. Both authors have tried to measure the flux of outgoing FDI every year, in contrast
to the more static approach of total capital stocks employed above. However, whereas
Dumoulin only looked at the initial nominal capital of the Belgian companies active
abroad, regardless of capital increases, decreases and liquidations, Peeters measured the
actual investments these companies made every year. He included over 700 companies in
his sample, the bulk of it being firms registered under Belgian law listed on the stock
exchanges of Brussels, Paris and/or Saint Petersburg. Compared to the sample of Empain
companies, Peeters’ sample contains some methodological flaws. Unlike Peeters, I
included Belgian-owned companies that were registered under foreign law. The French
(capital) market was so closely integrated that Belgians directly invested in French
companies, without leaving any paper trace in Belgium. Therefore, aggregates such as
that of Peeters have underestimated the importance of France for Belgian capital.” By
integrating Empain’s foreign-registered companies, mostly in France and Egypt, I am able
to fully account for the group’s presence in those two important markets. In addition, the
Peeters sample is biased towards listed companies, whereas the Empain sample also
comprises the approx. 25 unlisted companies of the business group (Chapter 3 will
analyze these companies).

General data series on capital stocks of Belgian FDI do not exist. Therefore, to optimize
the comparison, the data on the Empain group have been transformed from capital stocks
to capital flows. Investments in Belgium were excluded as they do not count as FDI. The

13 Stocks are the result of an accumulation of investment and are measured at a specific time, whereas flows
represent the speed of accumulation, i.e. over an interval of time. For e.g. Europe, I have calculated the flows by
taking the difference between the stocks in two subsequent sample years A and B, and dividing this difference
by the number of years in the interval. As stocks can increase and decrease, flows can also be negative, pointing
to a divestment from a certain area.

! For an elaborate discussion of the various estimates, including their own, see Dumoulin, Relations italo-belges,
111-27; Wim Peeters, “Belgian Investment in Russia (1873-1913): Small country investments in one of largest
emerging markets,” in XIlIth International Economic History Congress (Buenos Aires2002), 3-14.

1> See also Paul Michotte, “Quelques aspects de I'expansion économique de la Belgique,” L’Expansion Belge 4, no.
1(1911):33.

44



The bumpy road to a global business empire

flows present the top countries for Belgian FDI per decade and illustrate which
destinations were ‘hot’ in a particular period. To make the comparison more explicit, I
interpret the graph as the investment behavior of a fictitious Belgian investor who
perfectly imitates the general trend of Belgian FDI. Although the approach is somewhat
artificial, as hardly any investor did invest in all regions, it is nevertheless very
informative. When comparing the spread of investments of the Empain group with the
average Belgian investor, some interesting patterns emerge. In short, the Empain group
has mainly invested in, ranked by order of importance, Western Europe, the Middle East,
Belgian Congo, Russia and Latin America. This selection of regions matches that of the
average, although the importance heavily contrasts. How to explain that Empain’s
interests in the Congo exceeded the general share? Conversely, the average Belgian
investor devoted much more attention to Russia and Latin America over the whole
period. Up to 1890, Europe and South America were the two most important regions
receiving Belgian FDI. Afterward, the Empain group kept away from the continent, while
other Belgian investors continued to see the potential of Latin America. This is something
to investigate further in this chapter.

Empain was also totally absent from North America, accounting for 4% of total Belgian
investments in the period. Analyzing Empain’s absence and the general little interest is
beyond the scope of this research. A tentative explanation might be that Belgian
entrepreneurs in Canada and the United States mainly focused on natural resources, real
estate and chemicals (Solvay), whereas the public utility industry was dominated by large
American and German groups.'®

16 Ginette Kurgan-van Hentenryk and Julie Laureyssens, Un siécle d’investissements belges au Canada (Brussels:
Editions de I'Université de Bruxelles, 1986); Mira Wilkins, The History of Foreign Investment in the United States to
1914 (Cambridge, MA: Harvard UP, 1989).
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Figure 3  Net capital account outflow through FDI of the Empain group, currently yearly
averages in % (1880-1914)"

What also needs clarification is the discrepancy between the small share of Empain and
the massive Belgian investments in Russia during the 1890s. Entrepreneurs particularly
focused on urban transport and heavy industry. As the Empain group was active in
tramways too, why did the ‘Russian fever’ of 1895-1900 barely captivate it? Only on the
eve of the First World War, the proportions of both samples correspond. From the
previous discussion of Empain’s investment based on capital stocks data, one might
conclude that the 1890s were the group’s most global decade. Surprisingly, this is not
reflected in the data on capital flows. Whereas Belgian FDI flew to all continents and
especially to Russia, Empain continued focusing on Europe. Keep in mind, however, that
the statistics with regard to Belgian FDI in Europe are biased (see above). The capital flows
of Empain give a more balanced image than the capital stocks of 1895, which accidentally
capture the group’s most global moment. Some investments outside Europe already dated
from the 1880s and were soon to be liquidated. The presence in other new markets was
not deepened in the following years, as it was often the consequence of a once-only
investment. Considered over the years, the efforts in France and Spain were far more
decisive. Surprisingly, investments in other traditional European host countries for
Belgian FDI such as Italy are entirely absent. Finally, the increasing capital flows to the

7 Sources: see Fig. 2
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Middle East are reflected in the investment behavior of the Empain group. However, it is
not as straightforward as to say that Empain merely followed the broader Belgian trend.
As mentioned above, the group’s interests in Egypt were such that they might influence
the general statistics on their own.
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Figure 4  Net capital account outflow through Belgian FDI, current yearly averages in %
(1879-1913)*®

Apart from a fictitious average Belgian investor, Empain can also be compared to
entrepreneurs of flesh and blood. Edouard Otlet (1842-1907) started in the same sectors
as Empain in the early 1870s, earning the nickname “the tramway King”. He set different
priorities in the internationalization of his business group. Like Empain, he also invested
in Belgium, France, the Netherlands, Russia, Brazil, Argentina, Spain and Egypt. However,
he was also active in the popular markets Austria-Hungary, Germany and Italy as well as
Persia and Algeria. Otlet cooperated with Empain in the 1880s and early 1890s (see below)
and continued to share business opportunities with him. Empain, however, refused any
further cooperation afterward and they became fierce competitors. Otlet surpassed

8 Wim Peeters, “Foreign Direct Investment within a reconstructed balance of payments, Preliminary results for
Belgium (1879-1939),” in Public Debt, Public Finance, Money and Balance of Payments in Debtor Countries (1890-1932/33),
B16- Proceedings Twelfth International Economic History Congress, ed. C.E. Nufiez, et al. (Sevilla: Universidad de
Sevilla, 1998), 120.
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Empain in the risks he took, but his global strategy seemed less systematic. Due to several
bad investments, he became dependent on large banks."

In the remainder of the chapter, I will discuss the market entry of the Empain group in
loose chronological order. I start with the early career of Empain in Belgium and the
genesis of the business group. That section simultaneously deals with France, as that is
where the foundations of the Empain group are to be looked for surprisingly. The next
sections deal with Europe, South America, the Middle East, Russia, China and Congo and
try to analyze why Empain chose to invest there or not.

1.1 Belgium, France and Europe (1878/1880-...)

1.1.1 Business in Belgium before the group

In 1851, the clerc, organist and freshly appointed local schoolteacher Frangois-Julien
Empain (°1822) married Catherine Lolivier (°1825) in Beloeil, a small town in the province
of Hainaut, close to the French border. Francois-Julien’s and Catherine’s ancestors were
lower-middle-class artisans. A bit more than nine months later, their first child, Edouard
Louis Joseph Empain was born. After Edouard, 5 daughters and one son, would follow.
Three more daughters did not make it to their third birthday. Edouard and Marie-Louise
(°1856) were born in Belceil, before the family moved to Tongres-Notre-Dame, only a few
kilometers away. There, Florence (°1860) and Frangois (°1862) were born. In 1863, father
Francois-Julien was promoted to the municipal school of Blicquy, a small village in the
same region. The long-standing mayor of the village, Alexis du Roy de Blicquy supported
his appointment, which came with a comfortable salary. In Blicquy, the three youngest
daughters, Anne-Cathérine (°1864), Irma (a.k.a. Emma) (°1868) and Louise (°1871) were
born.

In this environment, Edouard Empain grew up, went to school and church. Having
finished primary education at the age of 14, the eldest son got the chance to pursue
secondary education. Probably, the du Roy de Blicquy family financed his studies at the
Collége episcopal St-Augustin of Enghien, where he stayed from 1867 to 1870.% Allegedly,

¥ The Otlet group tried to remain a genuine family business, where all family members were involved.
Unfortunately, not all of them had good management qualities. Michel Dumoulin, “Edouard Otlet,” in Biographie
Nationale (Brussels: Bruylant, 1979); De Ryck, “Otlet.”

2 Guy Waltenier, “Les quartiers d’ascendance du Baron Edouard Empain (1852-1929),” L'intermédiaire des
généalogistes, no. 235 (February) (1985): 49.
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Edouard Empain was not a brilliant student and at the age of 18 he did not pursue higher
education. Many biographers have written that he obtained an engineering degree, but
his descendants deny this. More likely, Empain tried to find a job. At the end of 1872, he
moved to Brussels where he could start as an apprentice draftsman in the Société
métallurgique et charbonniére belge.”" Probably, the relationship with Alexis du Roy de
Blicquy, somehow Empain’s protector, facilitated the start of his career, as Arthur du Roy
de Blicquy, son of Alexis, was the chief engineer of the company at that time.?

The Société métallurgique possessed several workshops for the construction of railway
material, especially rolling stock, as well as different coal mines in the province of
Hainaut. By studying different projects in railroad construction and mining, Empain
gained experience in both fields. Apparently, the directors of the company were pleased
with his work. Several contemporaries of Empain report how Empain used to tell the
anecdote that one of the shareholders of the Société métallurgique, the French banker Henri
de Lamontat, asked the company managers to study a stone quarry in Belgium, in which
he wanted to invest. They chose Edouard Empain, who wrote a critical report. The quality
of the report pleased Henri de Lamontat.” De Lamontat’s continuous praise of Empain
likely contributed to the latter’s promotion in the company. Empain is reportedly
promoted chef du bureau d’études and chief engineer of the company.*

Besides his work at the Société métallurgique, Empain was looking for other
entrepreneurial opportunities. Possibly during his study work at the company, or at least
via its extensive network, Empain took an interest in stone quarries. In October 1878,
Empain, who called himself “maitre de carriers,” entered into partnership with Emile
Mestreit. Mestreit was part of a family with strong ties to the Société métallurgique and was
himself an employee of that company.”® Edouard Empain was responsible for industrial
and commercial affairs, while his colleague Emile Mestreit led the company. Arguably,

21Tn October 1872, the population register of Brussels mentioned him as a “student”. The Société métallurgique et
charbonniére is founded in May 1873 after the merger of several firms of Simon Philippart. Kurgan-van
Hentenryk, Rail, 249.

22 “Distribution des récompenses accordées a I'occasion de 'Exposition Universelle de Vienne,” Le Bien Public, 9
Feb 1874.

2 Also spelled ‘de Lamonta’, “Tribunaux,” L'Indépendance Belge, 18 Aug 1876; Toussaint, Barons, 23-24; Duchesne,
“Général.”

2 Although I have not found any primary sources that can prove this promotion.

% At the time of his marriage, Mestreit worked for the Société générale d’exploitation de chemins de fer, which was
transformed into the Société métallurgique et charbonniére in 1873. Marriage certificate of Emile Mestreit
(Schaarbeek), 19 Mar 1870, Burgerlijke stand: Huwelijksakten - Vlaams-Brabant en Brussels Hoofdstedelijk Gewest, 42,
ARA.
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Empain had to look for interesting quarries to exploit. Not more than eight months later,
in June 1879, both partners decided to end their collaboration.*

This was probably due to the fact that a month before, Edouard Empain had become a
member of the board of directors of a recently founded limited company, the Société
anonyme des marbres. The founders, among them Edmond Terlinden, brought in a
workshop to carve marble and building stones, which had been active for five years in
Cureghem-sous-Anderlecht, near Brussels Midi station. Edmond Terlinden and his co-
founders received 1000 of the 1200 shares of 500 francs.?” Edmond Terlinden (°1830-11900)
was part of a noble family from Ghent and secretary of the bank Caisse des Propriétaires.”
We cannot know for sure how Terlinden and Empain got acquainted. We do know that in
1881, they were both appointed on the board of the Société métallurgique, which was
renamed La Métallurgique, société anonyme de construction (La Métallurgique) in 1880.%

As director of the SA des marbres, Empain searched new quarries to supply the mason’s
yard in Brussels. By the beginning of 1880, he had obtained three marble and stone
quarries situated between Philippeville and Couvin in the South of Belgium. Empain sold
one of them to another “maitre de carriéres” and he brought the other two into the SA
des Marbres in January 1881.*° Consequently, the limited company raised its capital from
600,000 to 1,100,000 francs. As compensation for the quarries, Empain received all the new
shares, making him the largest shareowner. A year later, Empain had obtained an absolute
majority and proposed to sell all the quarries to another company. Soon afterward, they
dissolved the company. The annual accounts do not allow an assessment of the success of
the company. At least, it was active at a period of rapid urban development in Brussels.
The company undoubtedly had to provide stones and marble for the construction of the
new Palace of Justice, finished in 1883. The amount needed for the largest building in the
world was colossal.* However, in 1880, the company made a loss of 20,000 francs, the year
afterward the loss had accumulated to 500,000 francs. Perhaps Empain proposed the
dissolution in 1882 to prevent further losses. It is unclear whether or not Empain himself

2 “E, Mestreit & Cie,” no. 1141, AMB, 11 Oct 1878; “E. Mestreit & Cie: Dissolution,” no. 721, AMB, 25 Jun 1879.

77 “Extrait de I'acte de Société en commandite simple sous la firme : H. Bragard et Cie a Cureghem,” no. 261,
AMB, 1 Mar 1875; “Société anomyme des Marbres: Constitution,” no. 474, AMB, 26 Apr 1879.

% “Modifications aux statuts de la Société anonyme du Charbonnage de Homvent,” no. 35, AMB, 7 Jan 1875.

» “La Métallurgique, société anonyme de construction: Extrait du PV de I’AGO,” no. 514, AMB, 26 Mar 1881.

30 “Société générale des carriéres: Statuts,” no. 1378, AMB, 19 Sep 1881; “SA des Marbres,” no. 93, AMB, 16 Jan
1881.

31 Bruxelles, Ville d’art et d’histoire: Le Palais de Justice, (Brussels: Région Bruxelles-Capitale, 2001),
http://patrimoine.brussels/liens/publications-en-ligne/versions-pdf/bvah/le-palais-de-justice.
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turned it to his advantage in the end, since he had been rewarded generously for putting
in the quarries.*

Empain’s activities in the quarry business must have contributed to his wealth, but the
question remains how he had been able to buy these three quarries in the first place. In
1880, he was also wealthy enough to employ a staff of ten (domestic?) workers.* Although
there is no clear proof, it is very likely that the du Roy de Blicquy family has granted him
a loan or even a starting capital to enable him to acquire these quarries. Empain’s
descendants and biographers believe that the support of the du Roy de Blicquy family
essentially launched Empain’s career. Later, Edouard Empain is said to have repeatedly
instructed his sons: “Whatever a Blicquy might ask, give it to him. We owe everything to
this family.”** When Empain started as a private banker in February 1881, the network of
La Métallurgique most likely provided his first clients. The funds earned with the sale of
the quarries could also have formed a basis for his banking activities.

The sale of the three quarries by 1881 marked the end of a brief enterprise in the quarry
sector. The development of Empain’s business group followed a different course, starting
in the railroad industry. However, Edouard Empain did not step out of the quarry business
entirely. He remained a small shareholder of the Société générale des carriéres, a company
similar to the SA des Marbres.® Together with Edmond Terlinden, he owned the slate
quarry of Saint-Joseph d’Oignies until they dissolved the operating company in 1891.%

1.1.2 Boomerang expansion: To France and back to Belgium

The history of the business group of the Belgian Edouard Empain did not start in
Belgium, but in France. Only in a second phase, the Empain group began operating in its
home country. This inversion was due to the investment context in both countries.
Empain’s search for railway concessions started in a period of transition. At the end of
the 1870s, Belgium as well as France were reconsidering their policy towards the
development of a second rail network. The heavy standard-gauge* main railroads had
been finished and the governments wanted to set up a program to develop a dense
network of local railways connecting the countryside to the main lines (for France, see

32“SA des Marbres: Bilan,” no. 763, AMB, 31 Dec 1881; “SA des Marbres: Apport,” no. 346, AMB, 12 Mar 1882; “SA
des Marbres: Dissolution,” no. 784, AMB, 5 May 1882.

3 Registre des patentes, Finances et fiscalité, ACB.

* “Quoi que puisse vous demander un Blicquy, accordez-lui. Nous devons tout a cette famille!”, Toussaint,
Barons, 21.

% “Société générale des carrieres: Statuts,” no. 1378, AMB, 19 Sep 1881.

3¢ “Ardoisiere Saint-Joseph d’Oignies: Dissolution,” no. 536, AMB, 20 Mar 1891.

%7 This refers to the space between the two rails of a railroad track. For instance, standard gauge is 1.435 meter.
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Fig. 5). In Belgium, this type of railroad was called chemins de fer vicinaux or
buurtspoorwegen (vicinal railways). In France it was known as chemins de fer secondaires or
chemins de fer d'intérét local, as opposed to chemins de fer d’intérét général. As these local
railways were generally constructed using narrow gauge (voie étroite), particularly meter
gauge, they were better adapted to difficult terrain because they could make tighter
curves. Combined with the use of lighter material and rolling stock, this made narrow-
gauge railways less expensive in construction and operation. Because of the lighter
equipment, they were also called light railways in the past.*® This dissertation uses light
rail(ways) as an umbrella term for railroads that are not part of urban transport or the
main lines (see also Chapter 2).

Ensemble des voies ferrées commerciales
construites en France
(hors réseaux insulaires et urbains)

RS
&&“?5;;'/4
A
el

Figure 5  Main and secondary railway lines ever operated in France (1831-2001)*

Most logically, a group of Belgian railway entrepreneurs would start looking for
concessions in their home country. From the late 1870s, Empain and his partners had
plans to develop light railways in Belgium. Probably, they had put a lot of effort into

% John Charles MacKay, Light railways for the United Kingdom, India, and the colonies: A practical handbook... (London:
C. Lockwood and Son, 1896).

% Etienne Auphan, “L’apogée des chemins de fer secondaires en France: Essai d’interprétation cartographique,”
Revue d’histoire des chemins de fer, no. 24-25 (2002). Image URL:
https://journals.openedition.org/rhcf/docannexe/image/2028/img-1.jpg
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applying for concessions there.*® However, the existing Belgian laws on vicinal railroads
and the discussion on a possible legal reform severely hampered the development of a
light rail system. Lacking better options in Belgium, the network around Empain seized
the opportunity to take control of a small light rail network that was right across the
French border (see below). The idea arose that the network in Valenciennes could be a
gateway to more concessions in Belgium. Empain and partners from the business network
of La Métallurgique established a holding company, the Compagnie générale de Railways a voie
étroite (Voie étroite) in 1881 to execute these plans. The Voie étroite envisioned a long vicinal
railroad connecting Valenciennes with Charleroi, via Quiévrain and Mons. However,
applications for this and other projects were rejected and the directors complained about
the “imperfect law on tramways” in Belgium.*'

The directors referred to the law of July 9, 1875, organizing the funding and
construction of tramways and local railways. This law spurred the development of urban
horse-drawn tramways, but not of local light railways. According to Bart van der Herten,
projects had low expected profits and were watched closely by the government. In
addition, the State did not provide any subsidy to attract investors. Rather, it was very
wary of granting concessions. Between 1875 and 1884, only 10% of over 50 projects were
approved and executed. Sometimes not one company reacted to a call for tender, at other
times the government simply ignored companies’ requests.* On the graph (Fig. 6) below,
we can see that only 35 km of track was constructed in that ten-year period. According to
the directors of the Voie étroite, the limited growth had political causes. The Belgian
government was preparing a new law to install a public company controlling a
countrywide network of local railroads, the future Société nationale des chemins de fer
vicinaux (SNCV). So it preferred not to grant too many concessions to private
entrepreneurs. The reorganization only took effect in 1885, but had a tremendous impact,
as can be seen on Figure 6.

* However, the Inventory of the archives of the Ministerie van Verkeer en Infrastructuur: Stads- en
streekvervoer, 1 644, ARA. does not mention Empain, du Roy de Blicquy or van den Bogaerde, although it
contains the names of many other applicants.

1 “loi imparfaite sur les Tramways”, “Voie étroite: Rapport du CA a I’AGO,” Supplément MIM, 18 Oct 1882. See
also: Lanthier, “Constructions,” 7.

2 Bart van der Herten, Belgié onder stoom: Transport en communicatie tijdens de 19de eeuw (Leuven: Leuven UP, 2004),
384-89.
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Figure 6  Growth of the local rail-/tramway and SNCV network in Belgium in km,
logarithmic scale - base 10 (1869-1913)*

Belgium, the most obvious market, was thus hard to enter. The legal-political situation
added to the limited opportunities of what was a small market by nature. Regardless of
the business environment in Belgium in that specific period, sooner or later Empain had
to look beyond the Belgian market to obtain the desired economies of scale. The
neighboring countries were an obvious choice. By focusing on France, Empain and his
partners followed the path of many Belgian investors in that period. The Belgian
economic elite shared a common language and culture with their southern neighbors.
Both trade, capital flows and labor migration between the Belgian and French markets
were intensive. For Belgium, France was the most important trade partner and host
country of FDI since the Franco-Prussian War of 1870 at the latest. Entrepreneurs such as
Simon Philippart and Edouard Otlet invested heavily in local railroads.*

Fortunately for Empain and his partners, they arrived in France at a slightly better
time than in Belgium. In France too, local authorities had awaited the legal reform to take
place. The competent authorities, the conseils généraux of the departments, had hesitated
to grant new concessions due to the many bankruptcies (e.g. Simon Philippart, see
Chapter 5). Most of them simply postponed their initiatives in expectation of the French
Parliament to end its discussions on the new law on light rail concessions. Therefore,

3 Based on data from van der Herten, Belgié, 497, 500-01.
*“ Firmin Lentacker, La frontiére franco-belge: Etude géographique des effets d’une frontiére internationale sur la vie de
relations (Lille: Morel & Corduant, 1974), 159-88; Suzor, Empain en France, 67-73.
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between 1877 and 1880 the growth of conceded light railways strongly decelerated.*
Precisely in this period, Empain made his first documented attempt to find railway
concessions in France. As early as 1878, Empain and the railway specialist* Henri van den
Bogaerde proposed to construct a steam-powered tramway in Sete. Two years later, the
city refused to grant them the project.”” The legal uncertainty might have caused the
failure of the negotiations.

Meanwhile, the business circles of La Métallurgique had been able to lay their hands on
a railway concession in the industrial city of Valenciennes. Right across the French
border, the architect Adolphe Thérin had obtained a concession in 1877 for a horse
tramway network. Despite having done all the necessary studies, Thérin had failed to find
sufficient funds, so he had ceded his concession to the two Parisian entrepreneurs Fresson
and Varez. Together with the Parisian International Chéque Bank, they wanted to construct
and operate the short line. The Compagnie des Mines d’Anzin was willing to sponsor, for the
line would link the mines with the city center. However, the three parties had not been
able to agree about the amount and length of lines and had canceled the partnership.*
Most likely, the absence of new policy has contributed to the difficulties.

Early 1880, the Société anonyme des tramways et chemins de fer économiques de Valenciennes
a Anzin et ses extensions (Valenciennes-Anzin), founded one month earlier for the occasion,
took over the concession and decided to implement steam traction instead of horse
traction. Besides Fresson and some of the original Parisian bankers, the founders were
Belgian and French financiers and engineers. Somehow, they had a link to La Métallurgique
for they appointed Edouard Empain on the board of directors and set up headquarters at
rue de 'Enseignement 30 in Brussels, Empain’s residence. His fellow-engineer Henri van
den Bogaerde and La Métallurgique-shareholder Joseph Van Dooren were also appointed.
The business model was based on the transportation of workers and cargo from and to
the industrial districts of Valenciennes.*

* Wolkowitsch, “Siécle,” 282-84.

¢ Empain and van den Bogaerde had worked together, probably in the offices of la Métallurgique, for they jointly
filed an application for a patent on a new rail type in March 1878. Belgian patent granted to Edouard Empain
and Henri van den Bogaerde, 15 Apr 1878, Brevets d'invention, 44727, ARA2; “Avis aux actionnaires,” Le Bien Public,
29 Nov 1877.

47 “Tramways de Cette,” Rapport de 'Ingénieur en Chef, August 1878; “Tramways de Cette,” Rapports et délibérations,
Aug 1881.

4 Lanthier, “Constructions,” 6-7.

 “Tramways et chemins de fer économiques de Valenciennes a Anzin et ses extensions,” no. 293, AMB, 9 Mar
1880; “Tramways et chemins de fer économiques de Valenciennes a Anzin et ses extensions,” no. 294, AMB, 9
Mar 1880; “Prospect: Tramways et chemins de fer économiques de Valenciennes a Anzin et ses extensions,”
L'Indépendance Belge, 4 Apr 1880; Gérard Urbin, Un siécle de transports publics dans le Valenciennois (Valenciennes:
Semurval, 1983).
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In contrast to the previous owners, the Empain group could already benefit from the
new legislation. Its takeover of the Valenciennes project almost coincided with the
promulgation of the new legal framework in June 1880. The law created a fresh dynamic
and a positive climate for concessions. By connecting rural France to the main railway
system, the authorities believed to generate a lot of passenger traffic and even more
transport of goods. To attract private investors, the reform organized a government aid
system in case the revenue remained below expectations. Besides a modest income
guarantee, the State could offer subsidies for the construction of the lines. However, the
Valenciennes-Anzin line was not subsidized. It could easily survive without it, thanks to
the intense traffic in a densely populated area. Yet, most subsequent lines were not just
as profitable. Chapter 5 will demonstrate that, when Empain as a foreign entrepreneur
tried to combine these individual concessions to generate economies of scale, he had to
overcome fierce political resistance.

Figure 7 Map of all the investments of the Empain group in Belgium, the Netherlands and
northern France (1880-1914)%

Because of the Brussels-based free-standing company operating in Valenciennes, the
Empain group internationalized from the start. It would go, however, a bit too far to call
it ‘born global’ immediately. Although the concession was situated in France, it was
merely 30 km away from the home town of the Empain and the du Roy de Blicquy family
(see Fig. 7). As mentioned, the early strategy of the Empain group was French-Belgian:

*0 Designed by the author. Source: personal database
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create a transregional cross-border connection between Valenciennes and Mons. This
project succeeded on the French side, but fell behind on the Belgian side.

The Empain group only became a real multinational enterprise, i.e. operating in two
different countries, in the following years. Despite the bad investment climate in Belgium
before the establishment of the SNCV, the Empain group managed to secure two steam-
powered tramways in Liege and Brussels. It could already rely on its experience abroad
to invest at home, like a boomerang returning to its origin. In the spring of 1881, the Voie
étroite applied for a concession to construct and operate a steam railroad between Liege
and the suburb Jemeppe (9 km). This was one of the few calls for light rail concessions in
Belgium and also the first suburban line to be completely operated with steam.’! There
was only one other applicant.’® The Voie étroite obtained it and passed it to a newly
established subsidiary, the Société anonyme des railways économiques de Liége, Seraing et
extensions (RELSE). The Voie étroite acquired total control over the company and reserved
the right to construct and arm all the lines operated by the RELSE.*® In 1882, managers and
directors of La Métallurgique also proposed a steam-powered tramway line from the
historic center of Brussels to the forested suburb of Ixelles. The municipality of Ixelles
agreed, leading to a concession to be operated by the Empain group (Chemin de fer a voie
étroite de Bruxelles a Ixelles-Boendael) from 1884.>*

Like in France, the new legal framework of 1885 led to a vivid dynamic in Belgium. The
state-owned enterprise SNCV decided, in consultation with the municipalities and
provinces, which lines would be constructed. Between 1885 and 1914, its rail network
yearly grew with 17% on average.® SNCV also financed the lines, but it appealed to the
private sector for their construction and operation. The Empain group enthusiastically
welcomed this steady flow of invitations to tender, for it would provide a more stable
income. The Voie étroite successfully competed to lease the SNCV’s first railroad, between
Ostend and Nieuwpoort at the coast. Arthur du Roy de Blicquy’s presence on the board of
directors of the SNCV must have positively influenced the decision.*® The lease contract
included a guaranteed income plus a share of the gross revenue. The surplus went to the
State, the owner of the infrastructure and the rolling stock.”

*! In the same year, another railway was conceded to the Société des chemins de fer vicinaux belges in Charleroi. F.
Dierick,  “Charleroi = Découverte: Les tramways a  Charleroi,” http://www.charleroi-
decouverte.be/pages/index.php?id=434.

%2 “L’adjudication du tram,” La Meuse, 4 Jun 1881.

%3 “Railways économiques de Liége-Seraing;: Statuts,” no. 1208, AMB, 21 Jul 1881.

* “Nouvelles du Jour: Ixelles-Boendael,” L’Echo du Parlement, 15 Jul 1884; “Voie étroite: Rapport du CA a I’AGO,”
Supplément MIM, 15 Oct 1884.

% Own calculations based on van der Herten, Belgié, 497.

*¢ A. du Roy de Blicquy was a director from the establishment in 1885 until his death in 1907. Recueil Financier,
1907, 366.

57 “Voie étroite: Rapport du CA a ’AGO,” Supplément MIM, 21 Oct 1885; van der Herten, Belgi¢, 389-96.
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In the following decades, France, not Belgium, evolved into the largest market of the
Empain group. Capital flew into different sectors in all corners of the country (see Fig. 8).
In Chapter 2, I will discuss in detail how these different branches of industry were
vertically integrated. The maps of Belgium and France already show that in some cases
the Empain group tried to cluster complementary activities. Also in the expansion of the
railroad network, one can observe this geographical concentration. Large clusters of
traction and power production were for example situated in Valenciennes, Paris,
Brussels, Liege, Ostend and Nantes. In the area of Charleroi, the Empain group even
operated manufacturing, electricity and rail companies. In some areas, the Empain group
had become a full-service provider, giving them a strong market position vis-a-vis the
local authorities. It possibly generated local spillover effects in the operation of these
adjacent utilities.

>
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Figure 8  Map of all the investments of the Empain group in France (northern departments
excl.) (1880-1914)

*8 Designed by the author. Source: personal database
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1.1.3 The lesser neighbors

The Empain group was far more active in France than in the three other neighboring
countries of Belgium. During the 4 decades under study, it was very modestly present in
the Netherlands and not at all in Germany and Great Britain. For railway entrepreneurs,
the German market was hard to access. Between 1870 and 1914, the German government
steadily nationalized all main railroads in the country. On a local level, government
interference inspired by municipalism also deterred potential private initiative. A lack of
advantageous legislation made investing in light railways unattractive during the 1880s.
Only in 1892, a new law on private railways provoked a boom in construction, but even
then the financial support of the state remained limited.* Belgian investor Edouard Otlet
had operated tramways in Berlin, Diisseldorf and Munich in the 1880s, but he had also
gradually abandoned his German businesses due to the unbearable pressure of the
municipalities.® In the next decade, potential foreign tramway entrepreneurs had to
reckon with a very strong domestic competition. The German electric industry massively
took charge of the electrification of tramway networks. By 1902, 91% of the mileage had
been electrified.®' As a result, the Brussels tramway holdings such as the Société générale
des chemin de fer économiques (Chemins de fer économiques), Compagnie Mutuelle de Tramways
(CMT) and Société générale belge d’entreprises électriques (SGBEE) were hardly present in
Germany.

The business group was not present in Great Britain either. Britain was Belgium’s
second trading partner, on a par with Germany. However, Belgian public utility investors
including Empain made few attempts to enter the market. This was very much for the
same reasons as in Germany. Because of the strong municipalism, the state had taken
control of many public utilities in the 1890s. In addition, the solid position of big German
and American firms made competition difficult.®* Perhaps, cultural differences were also
at stake, at least indirectly. One might speculate that, for the French-speaking Empain,
the language barrier might have limited his network and opportunities in English and
German-speaking regions. However, this does not mean that Empain immediately
excluded any collaboration with German or British capitalists abroad (see Chapter 3).

% Winfried Reinhardt, Geschichte des Offentlichen Personenverkehrs von den Anfiingen bis 2014: Mobilitit in Deutschland
mit Eisenbahn, U-Bahn, StrafSenbahn und Bus (Wiesbaden: Springer Vieweg, 2015), 271.

% De Ryck, “Otlet.”

8! John P. McKay, Tramways and trolleys: The rise of urban mass transport in Europe (Princeton: Princeton UP, 1976),
73; Martinez Lépez, “Belgian.”

62 Leslie Hannah, Electricity before nationalisation: A study of the development of the electricity supply industry in Britain
to 1948 (London: MacMillan, 1979); McKay, Tramways, 163-91; Béatrice Dedinger and Paul Girard, “Exploring trade
globalization in the long run: The RICardo project,” Historical Methods: A Journal of Quantitative and Interdisciplinary
History 50, no. 1 (2017).
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In the Netherlands, the Hollandsche Ijzeren Spoorweg-Maatschappij and the Maatschappij
tot Exploitatie van Staatsspoorwegen dominated the railroad sector. Not only were they the
biggest operators of main railroads, both companies also operated a large share of light
railways. However, the specialized Nederlandsche Tramweg Maatschappij operated an even
larger light rail network. Whereas in France and Belgium the government started
subsidizing the construction and/or operation from the 1880s, the Netherlands waited
until the turn of the century before awarding financial stimuli for steam tramways. Still,
the municipalities interfered to such an extent in their urban tramways that private
enterprise had to reckon with high public demands. As a consequence, this limitation of
the freedom of enterprise frightened some investors.*

The genesis of Empain’s only successful project in the Netherlands resembles the
history of the first light rail of the group. Like the Valenciennes-Anzin in northern France,
the Empain group sought to develop a vicinal railroad network in the Dutch-Belgian
borderland. In the 1880s, many local dignitaries had tried to obtain permissions and
realize vicinal railroads in the region between Brabant cities Breda and Bergen-op-Zoom.
All of them had failed, mainly due to a lack of funding.* The penultimate Dutch-Belgian
company trying to do better had ordered material at La Métallurgique. However, it went
bankrupt before it could pay the manufacturing company. To find a solution for the
pending claim, La Métallurgique’s board member Jules Carlier went to The Hague at the
beginning of the year 1888. He negotiated with the Dutch Minister of Waterstaat to
transfer the concession from the bankrupt Dutch-Belgian company to Carlier himself. The
Minister of Waterstaat advised him to find a respectable Dutch citizen to officially file the
application. Carlier quickly found the mayor of Arnhem, D.-J.-A. van Lawick van Pabst van
Nyevelt. However, other Dutch entrepreneurs had heard the news of the failure of the
Dutch-Belgian company and competed for the concession too. A little bit pressure from
the Belgian Ministry of Foreign Affairs sufficed to convince the Dutch government to
choose Carlier and van Pabst.*

Carlier tried to interest his partners at the Empain group in constructing and operating
the light rail between Breda and the Belgian border in Wernhout. The Empain group had
the means and the expertise: The Chemins de fer économiques du Nord (Econord, est. 1883)
had constructed a similar line between Valenciennes and Quiévrain and RELSE operated

8 P. Groote, R. Albers, and A. Clemens, “Dutch rail and tramways in a comparative perspective (1838-1913),”
Economic and Social History in the Netherlands (NEHA) 7 (1996); Augustus J. Veenendaal, Railways in the Netherlands:
A Brief History (1834-1994) (Stanford: Stanford UP, 2001), 77-78, 84.

¢ See for example, d’Anethan (The Hague) to Minister of FA (Brussels), 27 Feb 1888, Chemins de fer vicinaux: Pays-
Bas - Belgique, 2445, BMFA.

% d’Erp (The Hague) to Minister of FA (Brussels), 29 Oct 1888, Chemins de fer vicinaux: Pays-Bas - Belgique, 2445,
BMFA.
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SNCV lines all over Belgium. Nevertheless, Empain only moved forward with the project
in November 1889, when he established the Zuid-Nederlandsche-Stoomtramweg Maatschappij
(ZNSM). Arguably, he had awaited the very recent news that the SNCV authorized the
extension of the Antwerp-Brasschaat line all the way to the Belgian side of the border in
Wuustwezel. An uninterrupted connection between Breda and Antwerp would certainly
generate much traffic.*

In the summer of 1893, the Empain group tried to repeat the ZNSM project, but this
time in the east of Brabant. A local dignitary and member of the provincial council of
Noord-Brabant, J.F. Pompen, had obtained the concession for a vicinal railroad of 56 km
from Veghel to the Belgian border via Eindhoven. The plan was to connect with the
Belgian SNCV line between Arendonk and Turnhout, which had opened earlier that year.
Arguably, a tramway line through the fertile region would contribute to its economic
development.®” Pompen attracted Empain and other collaborators of the business group
to provide the funds for the new company. They gave the firm the very ambitious name
of Nationale Maatschappij der Nederlandsche Buurtspoorwegen, inspired by the Belgian SNCV.
Chairman Pompen, Empain, Brussels banker d’Aoust and mayor of Eindhoven J.-T. Smits
van Oijen formed the first board of directors.®® Unique for the Netherlands at that time,
the investors could count on state subsidies granted by the central and municipal
governments.® However, the relations between the Belgian financiers and the Dutch local
politicians got quickly blurred. Empain and his partners considered the state contribution
too low. Disappointed, they withdrew from the project in 1894 and Pompen continued the
project with Dutch financiers only.”

1.1.4 Southern and Eastern Europe

Besides the Belgian transborder investments discussed above, Italy, Spain and, to a lesser
degree, Portugal were privileged host countries for Belgian FDI. Although Mediterranean
Europe was in the process of industrialization and urbanization, the Empain group did
not pay a lot of attention to these markets. In Italy, Belgian capital had financed over a
hundred tramway and light rail lines before 1914. They were controlled by holding

% W,J.K. Davies, The Vicinal Story: Light railways in Belgium (1885-1991) (Scarborough: Light Rail Transit Association,
2006), 87; Leideritz, “ZNSM,” 63.

57 See J.A.M. Aben, “Transport en agrarische ontwikkeling: De betekenis van een tramlijn voor de agrarische
ontwikkelingen in Bladel en Reusel (1892-1902),” Varia historica Brabantica 10 (1981).

6 “Nationale Maatschappij der Nederlandsche Buurtspoorwegen,” Nederlandsche staatscourant, 2 May 1894.

¢ “Stoomtramweg: Veghel - St. Oedenrode - Eindhoven - Belgische grens,” De Peel- en Kempenbode, 27 Sep 1893.
® WJ.M. Leideritz, De tramwegen van Noord-Brabant: Een historische terugblik op ruim een halve eeuw tram- en
autobusexploitatie in de provincie Noord-Brabant (Leiden: Brill, 1978), 110-11; Aben, “Transport,” 135.
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companies similar to the Empain group such as the Chemins de fer économiques, the Chemins
de fer secondaires, Engetra and the Otlet group. Perhaps the investment climate was not
optimal at the time the Voie étroite holding company had liquid assets. From 1888, when
the Empain group started entering new markets, the Italian economy went through a
severe crisis that lasted until 1895.”* Even after the economic recovery, the Paris holding
company of the group studied interesting offers for electrification in Napoli, but the
board decided to reject them because it was too far from the group’s core markets.”

The Empain group showed a bit more interest in Spain, although the efforts
concretized only once in the establishment of the Société générale des Tramways électriques
en Espagne (1899). With this company, three Belgian tramway holdings - the Chemins de fer
économiques, Tramways Réunis and the Empain group - wanted to develop and electrify
tramway networks in the whole Iberian peninsula. The large share capital of 20 million
francs indicated their ambitions. In the end, the company only owned a network in the
Spanish capital Madrid and a light rail in the vicinity of Barcelona.” Finally, an attempt
to obtain the concession of the tramways of Porto (Portugal) failed. The joint proposition
of the Empain group and other Belgian holdings was rejected in 1905.”

The sphere of action of Belgian tramway companies also stretched out to the Balkans
and Eastern Europe, albeit less than to the western Mediterranean.” Around the
international turn of the Belgian economy in 1895, Empain also briefly considered gaining
a firm foothold in the Western Balkans. In 1894-1895, the business group had two
opportunities to do so, but decided not to take on a long-term commitment in the region.
In 1894, Empain acquired the concession to operate tramways in the Serbian capital of
Belgrade from his long-standing business partner Edmond Caze. However, Empain did not
see a clear business case for that tramway network and preferred to sell it (see Chapter
2). In the same year, one of the group’s holding companies, the Compagnie belge des Chemins
de fer réunis (Réunis), became the majority shareholder of the Kreutz-Belovar (Hungarian:
K&ros-Belovar, Croatian: KriZevci-Bjelovar) railway that had very recently opened. This
light railway of 30 km was privately owned, but its operation was outsourced to the

7t Dumoulin, Relations italo-belges, 133.

72 Meetings of 10 Nov & 1 Dec 1900, Parisienne Electrique, Minutes of the Board of directors, SPIE.

73 Simar, Empain, 61.

74 Meetings of 3 Jan & 15 Mar 1905, Parisienne Electrique, Minutes of the Board of directors, SPIE; See also Maria
Christina Laurenco Cardoso, “Investisseurs et investissements belges au Portugal (1884-1914),” in La Belgique et
I'Etranger aux XIXe et XXe siécles, ed. Michel Dumoulin and Eddy Stols (Louvain-la-Neuve: Presses Universitaires
de Louvain, 1987), 13.

7> Aleksandur Kostov, “Le capital belge et les entreprises communales de tramways et d’éclairage dans les
Balkans (fin du XIXe et début du XXe ss.),” Etudes Balkaniques 25, no. 1 (1989).
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Hungarian State Railways.”® Unlike some other assets of the Réunis, this was not a portfolio
investment. Empain personally went to Vienna in June 1894 to close the deal.” The
Empain group delegated as many as 4 collaborators to the board of directors to safeguard
its interests.”® However, the railway did not fit in any long-term strategy in the region, so
the Réunis sold its share in 1899.

G

Figure 9  Map of all the investments of the Empain group outside Belgium, France and the
Netherlands (1880-1914)”

76 “Réunis: Rapport du CA a I’AGO,” Supplément MIM, 24 Mar 1896; “Réunis: Rapport du CA a I'AGO,” Supplément
MIM, 28 Mar 1899.

77 “ Angekommene: Hotel Imperial,” Wiener Zeitung, 24 Jun 1894.

78 “K&rds-belovari h.é. vasut.,” Budapesti Czim- és Lakjeqyzék 11 (1899),
https://library.hungaricana.hu/en/view/BPLAKCIMJEGYZEK_11_1899/7pg=287.

7 Designed by the author. Source: personal database
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1.2 The first steps overseas: Latin America (1888-...)

The internationalization pattern of the Empain group was not a textbook example of
incremental internationalization. In 1888, after the group had received a capital injection,
the next market to enter after France and Belgium was not another neighboring country
or somewhere else in Europe. In contrast, the Empain group participated in two railway
businesses in Argentina and Venezuela (see Fig. 9). This resembles the behavior of ‘born
global firms.” Due to a lack of sources such as the minutes of the board of directors’
meetings, we can only look at circumstantial evidence to understand this extraordinary
move.

In the late nineteenth century, Latin America consisted of large export economies
specialized in agricultural and mineral commodities. To get these primary products out
of the country, the Latin American countries needed to construct massive infrastructure
works. Transportation and communication were crucial for the export-led growth model
to function, but the domestic financial markets were too small to fund these utilities.
Therefore, the Latin American governments turned to foreign capital. The capital
demands were so high that by 1914 South America was the continent most exposed to
foreign investment.®® After the turbulent period between independence and the 1870s,
Latin America offered a more reliable investment climate. The massive influx of foreign
capital reinforced “the basic cultural affinity that gave Latin America closer and broader
links with the capital-exporting countries than were enjoyed by Asia, Africa or the Middle
East.”®! In general, the British led the way in financing railroads and public utilities in
Latin America. Great Britain and the other large investing countries France and Germany
mainly invested in Argentina, Brazil and Mexico, whereas US investors focused on Mexico
and Cuba. Besides those already mentioned, Chile and Uruguay belonged to the top
receiving countries.’” Belgian interests were oriented towards Argentina and Brazil.
Especially in Argentina, Belgian firms belonged to the most active group of foreign
investors between 1890 and the First World War.® Besides projects in the large cities of
Latin America, Belgian capital also tried to find areas where the competition of British

8 The Economic History of Latin America since Independence, 2nd ed. (Cambridge: Cambridge UP), 101; Victor Bulmer-
Thomas, John H. Coatsworth, and Roberto Cortés Conde, eds., The Cambridge economic history of Latin America, vol.
2 The Long Twentieth Century (Cambridge: Cambridge UP, 2006), 72.

81 Leslie Bethell, ed. The Cambridge History of Latin America, vol. 4: c. 1870-1930 (Cambridge: Cambridge UP, 1986),
5.

82 Bulmer-Thomas, Coatsworth, and Cortés Conde, Cambridge economic history, 72.

% Norma Lanciotti and Andrea Lluch, “Foreign Direct Investment in Argentina: Timing of Entry and Business
Activities of Foreign Companies (1860-1950),” Entreprises et histoire 54, no. 1 (2009): 46.
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and French interests was weaker. While the Great Powers were predominant in the
populated centers, Belgian investors explored remote areas such as Mato Grosso and
Araguaya in Brazil.**

Until the First World War, two boom periods of FDI can be distinguished in Latin
America: the first in the 1880s and the second from 1894 to 1914. In both waves, Edouard
Empain was among the Belgian capitalists that participated. The first boom period was
dominated by British capital. Between 1880 and 1890, total British investment in the
region more than doubled.® The Belgian financial world, in search of higher returns,
imitated the City and invested in public debt and railroad projects between 1886 and
1889.%¢ As one of the few, Empain went as far as making considerable direct investments
during the rush on Latin American securities. As mentioned, Belgian capital faced strong
European competition in the region. This explains why Empain’s two projects were
situated along the Argentinian border with Paraguay as well as in Venezuela.

The first plan concerned a railway concession in northern Argentina. In the fall of 1888,
Edouard Otlet contacted Edouard Empain with an offer to set up a joint venture. Since the
mid-1880s Otlet had investigated investment opportunities in Latin America. After plans
for railways in Cuba, Bolivia and Brazil, Otlet got interested in a railway concession at the
Argentinian border with Paraguay. As a part of a larger railway plan, the Argentinian
government offered subsidies for connecting Puerto Reconquista with the remote and
scarcely populated area of Formosa. Once Otlet had bought the concession from the
Argentinian agency A. Pelaez y Co., he and Empain jointly founded a firm (Grand chemin
de fer central sud-américain) that would construct and operate the 450 km long railroad.
They also discussed other interesting concessions in Argentina, such as one for gas
distribution in the capital Buenos Aires, but those plans never materialized.*”’

Venezuela, the host country of the second project, was hardly popular among Belgian
investors. Foreign businesses in Venezuela, certainly from Belgium, were rare.
Nevertheless, the Voie étroite holding company ended up in the country in 1888,
constructing a railway for the British Carenero Railway Company. The motivations of the
directors of the Voie étroite are easy to identify. Venezuela had a relatively stable political
system in the 1880s. Guzman Blanco’s government was known for its large infrastructure
works and its very liberal policy towards FDI. Some British, German and French
entrepreneurs had already been attracted by the dozens of railway concessions and the

 Eddy Stols, “L’expansion belge en Amérique latine vers 1900,” Bulletin de I’Académie Royale des Sciences
d’Outremer, Classe des sciences morales et politiques, no. 2 (1979): 104.

% Bulmer-Thomas, Coatsworth, and Cortés Conde, Cambridge economic history, 69.

8 Chlepner, Marché, 80.

% De Ryck, “Otlet,” 155-88.
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high state guarantees (returns of up to 7%).%® After Argentina and Brazil, Venezuela
provided promising opportunities. The 15 years before 1890 had been a period of
sustained economic growth. The GDP per capita peaked at an all-time high.*

The Empain group availed itself of its presence as a subcontractor to search Venezuela
for interesting direct investments. Empain made use of the services of Arthur Le Mye. As
one of the few Belgians living in Venezuela at that time, Le Mye acted as some kind of
broker for interesting business opportunities.”® In 1889, he had already tried to mediate
between Empain and Edmond Caze and mining concession owners in Venezuela who were
looking for foreign funds.’! In the autumn of 1890, Le Mye acted on behalf of Empain and
Caze to purchase the concession for the waterworks of the Venezuelan capital Caracas.”
The Compagnie générale des Eaux de Caracas (Eaux de Caracas, est. 1891) was a 7 million francs
investment, but turned into a financial disaster by 1895 due to insurmountable economic
and political troubles (see Chapter 6).

The boom period of the 1880s abruptly ended with the Argentinian crash of 1890, also
known as the ‘Baring Crisis’. To finance its infrastructure programs, Argentina had taken
up too much external debt. Sustained deficit spending led to a default on sovereign debt,
which was especially held by the Baring Brothers Bank in London. This bank had bought
a lot of Argentinian government paper and had to be saved by a British consortium. In
Argentina, the Baring Crisis escalated into a financial and banking crisis that also affected
Uruguay. Only after 1894, the Argentinian economy recovered.” The shock of the
Argentinian default also altered the European perception of Latin American securities in
general. Lacking sufficient information to adequately assess the financial situation,
British investors did not distinguish anymore between Argentinian and other Latin
American securities. Only after five years, they regained trust in the creditworthiness of

8 Antonio Santamarfa Garcfa, “Los ferrocarriles de servicio pablico en Venezuela (1870-1990),” Anuario de
Estudios Americanos 55, no. 2 (1998); “Emission Carenero,” MIM, 24 Mar 1889.

% Giuseppe de Corso, “The bicentennial of a failure: Venezuelan economic growth from the late colonial age to
the Bolivarian Revolution: a quantitative history,” Economic History Society: Working Papers, no. 12018 (2012),
https://www.ehs.org.uk/dotAsset/5984c801-314f-4003-9cf4-0eeced04352d.pdf.

* In the beginning of 1890, Le Mye had also signed a contract with the Venezuelan government for the
extraction of gold from the Cuyuni river. Recopilacién de leyes y decretos de Venezuela, (Caracas: Imprenta
Nacional, 1905), https://archive.org/stream/recopilacindele05venegoog#page/n4s.

o1 Franco Urbani, “Notas biograficas Vicente Marcano (1848-1892),” (1997),
http://www.acading.org.ve/info/comunicacion/criterioopinion/sillon_XXVI/Notas_biograficas_Vicente_Mar
cano_1848-1892-Urbani-1997.pdf.

%2 European FDI in Latin American waterworks was not uncommon in the period, see e.g. Silvia B. Grippo and
Stella M. Visciarelli, “Investissements étrangers et services publics : problémes et conflits dans la distribution
de I’eau a Bahia Blanca (Argentine) aux XIXe et XXe siécles,” Annales historiques de I'électricité 1, no. 1 (2003).
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the Latin American countries.”® The Latin American economic crisis also fatally impacted
Empain’s investments of the first boom period. In sum, both the Grand Central Sud-
Américain and the Eaux de Caracas collapsed because of the government default, as they
could not survive without state aid.

In 1895 started a second boom period in South America, which coincided with an
improvement of the global economic climate. Nevertheless, Belgian investors remained
wary of possible financial instability. Therefore, they diversified their investments to land
property and real estate.” This time, Empain ventured into Brazil and Chile. As
mentioned, the dominant investing countries such as Great Britain pushed Belgium to the
margins of the economic heartland of Latin America. Still, Belgian entrepreneurs were
the third-largest investor in Brazil in the decade up to 1895.° They focused on the tropical
inlands of the Mato Grosso and the Amazon. A group of Antwerp traders and bankers
regarded the low land price in this inhospitable area as an opportunity. In 1895, this
group, together with the secretary of La Métallurgique Jules Carlier, bought a huge estate
to raise cattle and extract rubber. After a few months, Carlier, most likely, must have
convinced Empain to join the Compagnie des Produits Cibils (Produits Cibils). However, the
company went through different difficult periods. Due to boundless ambition,
mismanagement and a bad assessment of the local political system, the project remained
below expectations before it was sold in 1911.

Chili was not at all a destination for Belgian FDI in the mid-1890s, but Great Britain and
Germany controlled considerable parts of the economy. Chili largely depended on the
extraction and export of nitratine, a powerful fertilizer. In 1895, British investors
controlled 60% and the Germans 8% of this sector.” Meanwhile, the Belgians present in
the country were engineers, not entrepreneurs. Since 1889, some 25 railway engineers
had followed professor Louis Cousin to assist the Chilean state to construct and manage
the country’s railroads. This did lead to many contracts for Belgian railway equipment
worth millions, but not to a significant inflow of FDL.*® At the current state of historical
research, it is safe to say that Empain was the first Belgian entrepreneur to invest millions
in Chile. After the turn of the century, other attempts were made to construct railroads

% Kris James Mitchener and Marc D Weidenmier, “The Baring crisis and the great Latin American meltdown of
the 1890s,” The Journal of Economic History 68, no. 2 (2008): 492-95.
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in Chile, but they did not survive for long.”” Empain’s renewed interest in Latin America
met with the desire of ‘nitrate king’ John Thomas North to partially divest from the
Chilean nitrate sector. In this context, Colonel North’s main nitrate transport company,
the Nitrate Railways, had obtained a listing on the Paris Bourse in 1894. North was probably
looking for interested parties in Brussels that wanted to take over a fraction of the
portfolio he held in the many nitrate extracting companies he controlled.'® Most likely,
North came across Empain because one of the group’s holding companies, the Réunis, had
acquired a small block of shares of Nitrate Railways right after its listing in Paris.'** Empain
must have seen North’s move as a valuable opportunity for at least two reasons. First,
making a direct investment in Chile in the form of a new company based on a nitrate
concession was hardly possible in 1895. The British had already obtained the best
concessions and had monopolized the Chilean market after the Civil War of 1891. Second,
Empain did not have a large network in the City of London that would allow him to make
substantial investments in nitrate companies that were not listed in Brussels. The offer of
the Nitrate King himself at once granted Empain access to and direct influence in the
closed nitrate market. North might have appreciated the advantage of tapping an
additional capital market. The securities of the various nitrate companies he controlled
were not listed in Brussels. However, the newly established investment trust of Edouard
Empain was, so interested Belgian investors could indirectly acquire shares of North’s
companies.'®

In the end, the nitrate business in Chile was the only long-term project of the Empain
group in Latin America. The other attempts in Argentina, Venezuela and Brazil did not
produce the profits it hoped for. As a consequence, the Empain group adopted a very
conservative strategy towards investments in Latin America after 1895. Only a small share
of the total group capital still flew to the continent afterward. On the one hand, these
were investments necessary to keep fixed assets productive (Produits Cibils). On the other
hand, Empain made some smaller investments in Brazilian railroad companies based in

Belgium.'®®

 De Bacquer, “Belgié,” 41, 51-55.

1 william Edmundson, The Nitrate King: A Biography of “Colonel” John Thomas North (New York: Palgrave
MacMillan, 2011), 125.

101 “Réunis: Rapport du CA a ’AGO,” Supplément MIM, 26 Mar 1895.

192 See also De Bacquer, “Belgié,” 45, 55.

193 In particular, the Compagnie auxiliaire de chemins de fer au Brésil and a syndicate for the Chemins de fer Tocantins
et Araguaya. Recueil Financier, 1900-1901, 197-99; “Informations financiéres,” Le Journal, 1 Jun 1901; See also: Brion
and Moreau, Philippson, 104.
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1.3 Business in ‘the Orient’: the Middle East and North Africa
(1891-...)

The Middle East and North Africa were not on the horizon of the Empain group in the
1880s. This started to change in the next decades, with some investments in the Ottoman
Empire and Egypt. Only after the turn of the century, the region became a focal point of
the group, with nearly 20% of total FDI.

Empain’s first encounter with the region was in 1887, when he and his French partner
Edmond Caze in principle obtained a concession of 200 km of light railways in French
Algeria. By the time the project had passed the many administrative hurdles and could be
executed, Empain had already withdrawn. To construct and operate the network, Caze
founded the Chemins de fer sur route d’Algérie (est. 1892) without Empain. Empain must have
changed his mind, because in 1894, the directors of the befriended holding company
Chemins de fer économiques consulted Empain about investing in Algeria. Empain then
declared that “he was of the opinion that there were interesting opportunities in Algeria,
but that he himself had decided not to pay attention to Algerian businesses anymore.”***
In general, Algeria struggled to attract private capital. Despite a lot of public investments,
entrepreneurs stayed away, because they deemed the Algerian market too small and
overprotected. Apart from the state-sponsored railroads, only mining could draw the
attention of foreign investors.'® Fifteen years later, when the Empain group retried to
enter Algeria, their investment was precisely related to the phosphate mining sector. In
1909, there was renewed interest in exploiting the rich reserves of phosphates in Djebel
Onk in the northeast of Algeria. In May of that year, a consortium of entrepreneurs
declared wanting to unearth the resource. The Empain group’s small Société d'Etudes des
Chemins de fer et des Phosphates du Djebel Onk, established in August 1909, had to study the
route of a railway that could transport the phosphate from the mines to the coast. They
had been a bit too optimistic, though, as the actual mining did not start before 1926.'%

Instead of staking its funds on Algeria in the early 1890s, the Empain group decided to
make its first steps in the Ottoman Empire and Egypt. The Ottoman Empire had been a

104 “M, Empain, consulté comme le désirait le comité, est d’avis qu'il existe en Algérie des affaires intéressantes,
mais que lui-méme est décidé a ne plus s’occuper d’affaires algériennes” Meeting of 13 Feb 1894, Chemins de fer
économiques, Minutes of the Standing Committee, Electrobel,130/4337, ARA2.

195 Didier Guignard, L’abus de pouvoir dans 1’Algérie coloniale (1880-1914): Visibilité et singularité, (Nanterre:
Presses Universitaires de Paris-Nanterre, 2010), http://books.openedition.org/pupo/3122. Chap 2.

1% “Une grosse affaire de Phosphates,” La Croix de 'Algérie et de la Tunisie, 24 May 1909; “Phosphates du Djebel-
Onk,” L’Echo des mines et de la métallurgie, 14 Oct 1909; “Entreprises coloniales francaises: Phosphates du Djebel-
Onk,” http://www.entreprises-coloniales.fr/afrique-du-nord/Phosphates_Djebel-Onk.pdf.
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long-standing, yet unimportant, trading partner of Belgium. Belgian exports to the region
came down to machines, textiles, metals, glass and chemicals.'”” Nevertheless, Belgian
capital had already managed to gain a foothold in the Ottoman public utility sector. Up to
1892, the following Belgian-owned companies had been founded: Tramways de Gueuz-Tépé
(1885), Gaz de Beyrouth (1887), Gaz de Salonique (1889), Gaz de Scutari (1891), Tramways de
Salonique (1892) and Gaz de Stamboul (1892). However, urban public utilities were not the
preferred destination of FDI. The bulk of German, French and British capital flew into
railroads. Despite the excellent reputation of the Belgian railroad sector, Belgian
investors had great difficulties to obtain Ottoman railway concessions and mostly failed
to gather the large capital if they did. As a matter of fact, “the hunt for Ottoman railway
concessions in the 1890s and its intricate political intrigues, proved to be beyond the
leverage power of Belgian companies, in the face of overwhelming French and German
strategic jockeying.”'®®

Notwithstanding the difficult position of Belgian business in the Ottoman Empire, the
Empain group managed to partake in the only railway concession a Belgian entrepreneur
could obtain and develop. This person was Georges Nagelmackers, the famous founder of
the Compagnie internationale des Wagons-Lits, operating the Orient-Express. Nagelmackers
“was very well connected in Istanbul, having personal access to the Great Power
ambassadors, high Ottoman officials and even the Sultan himself. His position as a banker
and his international standing” allowed him in 1891 to buy an unfinished isolated railroad
between the port of Mudanya at the Marmara Sea and inland Bursa (42 km).'*”
Nagelmackers reserved a share for the Voie étroite in the new Société Ottomane du chemin de
fer de Moudania-Brousse and a seat on the board of directors for Edouard Empain.'® Ten
years later, the Réunis also invested. Nagelmackers had a French entrepreneur
reconstruct the narrow-gauge railroad. After two years of operational deficit,
Nagelmackers charged the Voie étroite to take over the operation of the line from 1894
111

onwards. The Moudania-Brousse needed the holding’s expertise to become profitable.
Gradually, the Empain group evolved from the simple operator to the full owner of the

107 Alloul, “Belgium and Ottoman Empire,” 199.

1% Marc Van den Reeck, ed. Belgium in the Ottoman Capital, From the Early Steps to ‘La Belle Epoque’: The Centenary of
‘Le palais de Belgique’ (1900-2000) (Istanbul: Consulate General of Belgium, 2000), 37.

19 Alloul, “Belgium and Ottoman Empire,” 233.

10 “Voie étroite: Rapport du CA a I’AGO,” Supplément MIM, 21 Oct 1891; George Young, Corps de droit ottoman, vol.
4: Droit commercial intérieur - Droit des travaux publics (Oxford: Clarendon Press, 1906), 188.

m “Légation de Belgique en Turquie,” Recueil consulaire contenant les rapports commerciaux des agents belges a
Iétranger, 5 Oct 1894.
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line. From 1901 until the First World War, the Empain group possessed at least 98% of the
subsidiary’s capital.'?

The concession included a possible extension of 100 km to Bilecik and thus link the
railroad to the Anatolian railway network. This would have generated a lot of additional
traffic.'® However, the Sultan refused any extension as the German and French
governments were also putting pressure on the Sultan to obtain concessions in the same
area. The unimportant Mudanya-Bursa line had the lowest priority. Despite many
attempts by Georges Nagelmackers himself, via the French Ministry of Foreign Affairs, no
extension could be constructed. Neither did the Moudania-Brousse obtain the electric
lighting concession of the city of Bursa.'

The economic relations between Belgium and Egypt in the 1890s resembled those with
the Ottoman Empire. Thanks to a trade agreement (1891), Belgium belonged to the ten
most important trade partners of Egypt. From a Belgian perspective, though, the trade
with Egypt was rather insignificant, except for the rolling stock ordered by the Egyptian
State Railways.'"”® Of the about a hundred Belgians permanently living in Egypt, the
Belgian lawyers working in the International Mixed Courts were the most prominent.'¢
Only two companies had moved from Belgium to Egypt before 1894. F. Lambert et Ralli
established a trading house in 1892 and the mechanical engineering firm Baume et Marpent
set up a production unit in Cairo one year later.'"”

Given the limited interest of Belgian capital for Egypt, the joint venture of the Empain
group and the Chemins de fer économiques to obtain the tramway network of Cairo in 1894
was a pioneering initiative. Both business groups had been separately studying
opportunities such as the Cairo tramway since 1891. Reportedly, Edouard Empain
received advice on investments from the French director of the Egyptian State Railways
Victor Prompt."® Finally, Empain and the Belgian Chemins de fer économiques successfully
joined their efforts to obtain the concession of the Cairo tramway in 1894."° For the
Empain group, it meant the start of massive investments in Lower Egypt. Actively

12 Recueil Financier, 1904, 679; “Compagnie belge des chemins de fer réunis: valeurs du portefeuille,” Moniteur de
Epargne de Verviers et de ’Arrondissement, 19 Apr 1914,

13 “Vice-consulat de Belgique a Brousse: Rapport n°17,” Recueil consulaire contenant les rapports commerciaux des
agents belges a l'étranger, 5 Sep 1894,

114 Chemins de fer ottomans: Ligne de Moudania a Brousse, Affaires diverses commerciales, 1ADC/456, MAEF; “Dans
I'Empire,” Journal de Salonique, 14 Aug 1899.

115 Youssef Rahimlou, “Aspects de I'expansion belge en Egypte sous le régime d’occupation britannique (1882-
1914),” Civilisations 38, no. 1 (1988): 118-19, 37; Azzam et al., Heliopolis, 101.

116 Rahimlou, “Aspects,” 122-25.

7 Azzam et al., Heliopolis, 99 note 6; Busquin, Haoudy, and Vande Vijver, Baume, 27.

118 Rahimlou, “Aspects,” 148.

19 Meetings in 1891-1894, Chemins de fer économiques, Minutes of the Standing Committee, 1 30/4337, ARA2.
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encouraged and supported by the Belgian Consul General Maskens, Empain and the
Chemins de fer économiques also applied for a light rail concession in the Nile Delta in
1895.° Other Belgian investors also found their way to Egypt and set up businesses in real
estate, agriculture and construction. However, the most notable and largest Belgian
enterprise in Egypt was the construction of the Heliopolis district near Cairo from 1905
onwards.

From then on, Empain personally started to spend disproportionate attention to his
Egyptian businesses. This simply cannot be explained by looking at economic motives
alone. It was also a matter of prestige. The Empain brothers got passionate about the
history and art of the country. They donated Egyptian artifacts and financed
archeological missions. The Empains shared their Egyptomania with a large part of the
(French-speaking) elite. Since the Description de I'Egypte (1809), fascination for and
traveling to Egypt had become prestigious.’”! To the best of our knowledge, Edouard and
Francois have never been to China, Congo or Latin America, but they have resided dozens
of times in Egypt during their lifetime. In his testament, Edouard Empain stressed the
personal significance of his visionary Heliopolis project. He advised his sons: “Heliopolis
is a great work to which my name is attached, and consequently theirs, and which,

carefully managed, as I have done so far, will bring them honor and large profits.”**

1.4 Half-hearted rush to Russia (1895-...)

Empain’s investments in Russian tramways starting in 1895 were part of a broader flow
of foreign, especially Belgian, capital into the Tsarist empire. From the 1870s, Russia
actively pursued an industrialization policy. The government set up a railway
development plan and took protectionist measures to support the domestic industry.
This, in turn, incited foreign firms that used to export to the country to establish
production units in Russia itself. The huge market, with a high demand for industrial

120 Maskens (Cairo) to Minister of FA (Brussels), 28 Apr 1904, Egypte: Correspondance Consulat Général (1901-1909),
AFRI447, BMFA.

121 Marie-Cécile Bruwier, “Dans les fleurs de lotus des Empain: Monuments égyptisants au parc et au chiteau
d’Enghien,” Annales du Cercle Archéologique d’Enghien 31 (1997). See also the ongoing research project Pyramids
and Progress on the history of the Belgian interest in Egypt, www.pyramidsandprogress.be

122 “Heliopolis est une grande oeuvre a laquelle mon nom est attaché (sic) et par conséquent le leur, et qui, gérée
avec prudence, comme je I'ai fait jusqu’ici, leur apportera honneur et gros profits (...)” Edouard Empain,
Déclaration de succession (copy), 1922-1928, Fonds Jacques Simar, Bois du Cazier.
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products, was attractive to foreign investors. The policies to stimulate industrial growth
and attract foreign capital of Finance Minister Sergei Witte and his predecessors led to an
economic boom culminating between 1895 and 1899. In the 1880s, some Belgian
businessmen already invested in tramways in large Russian cities and in the heavy
industry of the Donetz in southern Russia. These first movers, especially the steel factory
of Cockerill la Dniéprovienne, yielded high returns in the decade before 1895.' The success
of la Dniéprovienne convinced the heavy industry near Liege to establish mines, metal and
steel companies in the Donetz Basin (present-day Ukraine), whereas the Brussels’
tramway holdings were attracted by the possibilities of electrifying existing networks in
Russia’s fast-growing cities. Annaert, Buelens and Cuyvers list other reasons why Belgian
investments in the Tsarist empire exploded from 1895.'* First of all, investors eager to
diversify their portfolio found Russia a stable, trustworthy country with higher
expectations concerning financial returns. Secondly, the French-Russian military and
financial Alliance of 1894 strengthened the economic ties between the two countries. This
even led to a brief “Russia mania” in France. The Belgian and French financial markets
were interwoven and Belgian investors had a great affinity with their francophone
neighboring country. As a result, Belgian finance enthusiastically invested in Russia,
becoming the largest foreign owner of Russian assets at the end of the boom period (1900)
before France.'”

Both from the perspective of the group’s history and of the history of Belgian
investment in Russia, the Empain group did not seem to play a dominant role. Considering
that all of the group’s four tramway companies in Russia were established during the
boom period (one in 1895, one in 1896 and two in 1897), it seems that the Empain group
was rather a follower in this market. In the 1880s, Belgian holding companies had already
developed tramway networks in large cities such as Odessa (1880), Warsaw (1882),
Kharkov (1883), Moscow (1885), Thilisi (1885) and Rostov-on-Don (1886). Whereas in that
period the Empain group was not yet active in urban transport, its four networks acquired
between 1895 and 1897 were part of a general strategy of electrification (see Chapter 2).
A large business group with plenty of liquid assets such as the Empain group could have
done more in that boom period. Belgian investors had founded a total of eighteen
tramway companies in Russia between 1893 and 1900. On the eve of WW1, all Belgian
financiers together controlled half of this market, owning some 29 companies in total. In
terms of the share of total capital invested by Belgians, the Empain group only ranked
fourth (10%). The Union des Tramways (23%) of Edouard Otlet, the business group of

12 Jan Annaert, Frans Buelens, and Ludo Cuyvers, “Returns on foreign investment during the pre-1914 era: The
case of Russia,” European Review of Economic History 23, no. 1 (2019): 15.

124 Annaert, Buelens, and Cuyvers, “Returns.”

12 peeters and Wilson, Industrie, 35, 43; Annaert, Buelens, and Cuyvers, “Returns,” 8.
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Edouard Thys (20%) and the SGBEE (17%) preceded it. Other important Belgian tramway
holdings were the CMT (8% of total capital) and Société générale de Tramways et d’Application
d’Electricité (6%).'* The Empain group clearly did not want to or could not take the lead in
the Russian tramway market. What happened?

First of all, the above (abridged) list of tramway holdings active in Russia already shows
that Belgian competition was strong and cooperation rather uncommon. In addition, the
German electric holding companies (‘electroholdings’) were also actively searching the
Russian market. Secondly, to scan the huge territory for opportunities, a foreign
businessman needed qualified local agents. The CMT, for example, closely collaborated
with the Russian engineer Ivan Likhatschew between 1895 and 1914. With his connections
at the court of the Czar, he was responsible on his own for the many concessions and joint
ventures of the CMT in Russia.'” In contrast, Empain could only count on two less efficient
agents, and only for a limited time: Edouard Denis and Félicien Maes. Until he took some
distance from his boss in 1893, Denis was working for Edouard Otlet in Persia. He was also
traveling the Russian Empire for Otlet and informed him about interesting tramway
networks. Before Empain acquired the four Russian tramway networks, Otlet had already
studied them and assessed their feasibility and profitability based on the information of
Denis. For instance, in 1892, Denis had offered the tramways of Tashkent to Otlet, but the
latter was not interested. Three years later, Empain, however, had a different view and
bought the concession. Denis also delivered him the concession of Chisindu in 1895.'% The
Frenchman Félicien Maes, who lived in Saint Petersburg and Paris, also brought in one
concession. These two perfectly illustrate the rather passive attitude Empain was forced
to adopt in Russia. The Empain group depended on the loyalty of its agents for the
acquisition of concessions. Unfortunately, both persons were among the least loyal
elements in the business group. Denis started on its own in 1898 and Félicien Maes was
too busy setting up Russian firms for other Western investors. Maes, a personality of
dubious reputation, finally left the group completely in 1901.'"® Lacking competent
agents, the Empain group could not fully exploit the opportunities of the boom period.
However, from 1911 onwards, the Empain group had new ambitions in the Russian
empire. It called in the managers of its Russian tramway companies to actively search for
transport and electricity concessions in Central Asia (Kokand, Baku). The opportunities

126 de Massol de Rebetz, “Sociétés,” 53, 64, 73, 80, 89, 105.

127 René Brion, “Charles Charlier,” in Dictionnaire des patrons en Belgique: Les hommes, les entreprises, les réseaux, ed.
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128 Roland Dussart-Desart, “Edouard Denis,” in Nouvelle Biographie Nationale (Brussels: Academie Royale de
Belgique, 2012); John P. McKay, Pioneers for Profit: Foreign Entrepreneurship and Russian Industrialization (1885-1913)
(Chicago: University of Chicago Press, 1970), 100-01.
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were so promising that Empain established the ambitious Société Industrielle d'Electricité
pour la Russie (SIER) in 1913. Several projects were on the verge of being realized when the
First World War broke out.”°

1.5 Neutral Belgium in China (1897-...)

In the last quarter of the nineteenth century, the Belgian diplomacy tried to encourage
intense economic relations with China. With the conclusion of a trade agreement (1865)
and the attempts to establish a shipping connection between Antwerp and a Chinese port,
the Belgian government was hoping that Belgian industrialists would gain an interest in
doing business with or in China. It also actively promoted Belgian products there to
increase direct trade between the two countries. However, to many diplomats’ despair,
only one Belgian trading company had opened up a branch in Shanghai by 1895. Likewise,
the metal giant Cockerill from Lieége was the only industrial firm interested in production
in China itself. Its plans did not materialize as such, but its engineers oversaw the
construction of the Hanyang Iron Works, finished in 1894."

In these years, Great Britain dominated Western relations with China. Two thirds of all
foreign firms in China belonged to the British, which formed 42% of the foreign
population in the treaty ports. With their colony in Hong Kong and their control over
Chinese trade and customs authorities, Great Britain had a predominant position in the
Far East. Yet, Japan had also come to play an important role. After it severely weakened
China in the First Sino-Japanese War (1895), it enlarged its influence on the continent.
The defeat of the Chinese Empire opened the door for a struggle for influence of the Great
Powers. Russia, France and Germany wanted to obtain the same favors as Great Britain
and Japan. This rivalry led to a ‘scramble for concessions’ where many foreign powers
tried to get a piece of the cake. China was forced to give in to claims on territory, railroads,
financial deals and the liberalization of trade.'

In this ‘scramble’, the Belgian government tried to position its country as an innocent
industrial nation. The visit of a top official from the Chinese Empire, Viceroy Li
Hongzhang, to different European capitals offered a perfect occasion. King Leopold 11 also

13 Tramways de Taschkent, Courrier expédié par le siege social a Bruxelles aux directeurs et administrateurs en
Russie, Archives of the Empain group, HA.02.01.455, KMMA; Société Industrielle d’Electricité pour la Russie,
Minutes of the Board of directors, Archives of the Empain group, HA.02.01.792, KMMA,
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132 Kurgan-van Hentenryk, Léopold II, 24-37.
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invited him to Belgium and granted him a private audience. During his visit at the
beginning of July 1896, Li was impressed by the factories of Cockerill, Val-Saint-Lambert and
Fabrique Nationale d’Armes in Liege. He showed an interest in the advanced technology of
Belgium in the field of machinery and weaponry. The visit of Li drew a lot of attention in
the streets and was widely covered by all the newspapers. The Ministry of Foreign Affairs
seized the opportunity to intensively study the possibilities for Belgian business in
China.’®® Baron de Vinck, the minister for Belgium in China, and the commercial director
of the Ministry of Foreign Affairs Léon Capelle accompanied Li Hongzhang during his
whole trip to Belgium. Right after Li left, de Vinck welcomed in the Musée commercial all
industrialists and merchants interested in business in China."* The buzz of Li’s visit also
aroused the interest of Empain. Empain had a conversation with de Vinck before the
latter left to China at the end of July 1896. Empain had informed de Vinck about his
possible projects in the country. They had agreed that de Vinck would be on the lookout
for interesting investments in tramways and would alert Empain so that he could send an
engineer to study the opportunity.®> Empain clearly wanted to carry on with it, because
he founded a new holding company a few weeks after de Vinck left for China. The
Compagnie russe-francaise des chemins de fer et de tramways (Russe-francaise) had to focus on
tramways and railways not only in France and Russia, but also in China.**

In the autumn of 1896, the Chinese government was looking for foreign funds to
construct a railroad between the capital Beijing and the inland commercial hub Hankou.
Wary of the imperialist aspirations of Great Powers, the Chinese leaders approached
smaller or neutral powers such as the United States, Belgium or Austria. No doubt, the
promotional tour of Li in Belgium had improved the country’s reputation concerning
railroads and the steel industry. Chinese decision-makers such as Li Hongzhang, Zhang
Zhidong and Sheng Xuanhuai took a benevolent stance towards Belgium, which they
perceived as an industrious country without a political hidden agenda. The Belgian
government managed to convince the Belgian haute finance to consider the Beijing-
Hankou project. In March 1897 the Société Générale de Belgique and some railway
manufacturers such as La Métallurgique founded the Société d’étude de chemins de fer en Chine
(Société d’étude) to finance a technical research mission. The Société d’étude sent some
engineers to the region who could investigate the technical specifications of the line."”

The news of the establishment of the Société d’étude must have alerted Empain. Was he
perhaps tipped by Jules Carlier of La Métallurgique and director of the Société d’étude that

133 Kurgan-van Hentenryk, Léopold II, 82-89.
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the negotiations were close to a breakthrough? In any case, the promising Beijing-Hankou
railroad proved to Empain that China indeed had business potential. This urged him to
take quick action. Although he had not heard about any opportunity from de Vinck,
Empain started to gather financial partners to form the Syndicat d’études en Chine in the
weeks after the creation of the Société d’étude. The syndicate (est. July 10, 1897) hired the
railway engineer Armand Rouffart to go to China. Rouffart encountered many difficulties
in finding interesting concessions, but in the end he secured an agreement with the
Chinese government. This led to the establishment of the Compagnie générale de chemins de
fer et de tramways en Chine in 1900.'*

During the next decades, the Empain group even increased its railway construction
projects in China (see Chapter 7). Yet, Empain refused to expand to neighboring Siam. In
1900, the Belgian Minister of Foreign Affairs proposed him to invest in the country, but
Empain replied that he did not have the financial and human resources nor the time to
turn to Siam."’

1.6 Prestige in Leopold’s Congo (1902-...)

From the foundation of his Congo Free State (CFS) in 1885, King Leopold II wanted to
implicate Belgian finance in the economic development of the colony. He feared that too
much foreign investment could weaken the position of Belgium in the CFS. Without
strong financial ties, Belgium risked losing its claim on the colony, Leopold II believed.
Unfortunately, Belgian business showed little interest in the private colonial enterprise
of Leopold. Albert Thys, the King’s equerry (Dutch: ordonnansofficier), had great difficulty
to gather the capital for the Compagnie du Congo pour le Commerce et 'Industrie (CCCI). The
CCCI, established in 1886-1887, was the first private company to be active in the CFS.
Besides Thys, Leopold I was able to interest a select club of private bankers from Brussels

138 projet de convention du syndicat d’études, July(?) 1897, Compagnie générale de chemins de fer en Chine, 1394/1,
ARA 2; Minutes of the Meetings of the Executive Committee, 1897-1899, Compagnie générale de chemins de fer en
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Minute of letter from Empain to Minister of FA (Brussels), 18 Jan 1900, Compagnie générale de chemins de fer en
Chine, 1394/213, ARA2.
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and Antwerp: Balser, Lambert, Alexandre de Browne de Tiége and Philippson.'* When
lacking external funds, Leopold broke into his personal reserves.'*! Noticing that the
colonial project was evolving into a personal financial disaster, Leopold II changed tactics
in 1891. The systéme domanial and the establishment of various charted companies such as
the Anglo-Belgian India Rubber Company and the Société Anversoise du Commerce au Congo
saved Leopold’s fortune, but at a tremendous cost. Based on a system of ruthless
exploitation, the extractive economy made huge profits out of the rubber boom. Empain
stayed away from the red rubber business, but had followed the Congolese enterprises of
Albert Thys closely. Edouard Empain had personally subscribed to a small number of
shares of the Compagnie du Congo pour le Commerce et I'Industrie and its subsidiary Compagnie
du Katanga at their incorporation in 1887 respectively 1892.'** The Réunis had shares of the
Chemin de fer du Congo in its portfolio from 1900 onwards."* Empain’s relatively little
interest in Congolese business before 1900 can be explained by the absence of railroad
projects that had passed the conceptual stage. Even if Empain also ventured into mining
and agriculture in Latin America, I assume that he still preferred to invest in the core
industry, i.e. traction.

Empain’s decision to radically scale up his ambitions in Congo was motivated by his
personal relationship with Leopold I1. At the turn of the century, the Sovereign of the CFS
wanted to gain independence from the small circle of private bankers. Leopold aimed to
outweigh the importance of Albert Thys, with whom he had an argument about the
economic policy in Congo. Therefore, Leopold turned towards Empain in 1901 to finance
the construction of a railroad in the Congolese inland (Compagnie du chemin de fer du Congo
supérieur aux Grands Lacs africains). Leopold 11 must have thought he could persuade
Empain by offering him the first serious railroad opportunity since the Chemin de fer du
Congo in 1887. Several elements convinced Empain. He highly valued his relationship with
the King and was not averse to the prestige that a large railway investment in Congo
entailed. The Belgian press unanimously hailed the plans as “a decisive step in the History
of Civilization.”"** Most importantly, the King guaranteed a stable return on investment
of at least 4%. A tumultuous failed attempt to construct a railroad in French Ivory Coast
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“Compagnie du Katanga,” no. 2813, AMB, 4 Dec 1892.

143 “Réunis: Rapport du CA a ’AGO,” Supplément MIM, 26 Mar 1901.

144 “une étape decisive dans I'Histoire de la Civilisation”, “Belgique,” L'Indépendance Belge, 12 Oct 1901; “La
traversée de I’Afrique,” Journal de Bruxelles, 26 Nov 1901; “La traversée de I’Afrique,” Journal de Bruxelles, 27 Nov

1901.
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also incited Empain to accept this investment in a politically protected environment (see
Chapters 4 and 5).

Leopold’s alliance with Edouard Empain marked the shift towards a closer relationship
with the financial establishment of Brussels. In 1906, Leopold II finally convinced the
directors of the Société Générale to step in the Congolese market (Union Miniére du Haut-
Katanga, Compagnie du chemin de fer du Bas-Congo au Katanga, Forminiére).**® Empain did not
make a second large-scale investment in Congo before 1914, but the CFL tripled its capital
by then. In addition, the CFL had given Empain a stronger appetite for Congolese business
projects: he personally invested in at least six of them after 1902.4¢

From a broader perspective, the colonial turn in the history of the Empain group is
remarkable. Jean-Luc Vellut has shown how Belgian entrepreneurs (e.g. Thys) used
investments in Leopoldian Congo as a springboard for expansion elsewhere in the world.
Empain and the Société Générale followed a different path. They only invested in the colony
after they had built a multinational business empire.**’

1.7 Conclusion

At the end of this chapter, a first answer can be given on the why, where and how of the
internationalization of the Empain group. Basically, the multinational enterprise of
Edouard Empain was born out of the need to achieve economies of scale. Why Empain
decided not to look for scale in quarrying, but in rail transport will be addressed in the
next chapter. In sum, the business environment of La Métallurgique presented a lot of
opportunities in light railways. However, this chapter has shown that, whereas the
marble industry was flourishing in Belgium, the embryonic Empain group had to divert
to France to do business. The Belgian political-legal environment forced Empain and his
partners to enter the domestic market via a large French detour.

This specific pattern of internationalization shows that, historically, the incremental
process starting in the home country was far from universal. Instead, the Empain group
emerged from a free-standing company in France, expanded to its home market the year
after and evolved into a large business empire active in 16 markets worldwide. This

5 Guy Vanthemsche, La Belgique et le Congo: L’impact de la colonie sur la métropole (1885-1980), revised ed., vol. 4,
Nouvelle Histoire de Belgique (Brussels: Le Cri, 2010), 196.

146 Recueil Financier, 1914.

“ yellut, “Réseaux.”
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‘boomerang’ or reverse expansion once again emphasizes the multiple forms of FDI in the
First Global Economy.

The market selection and the mode of entry mainly depended on three factors in the
economic, political and personal sphere. First and foremost, the economic logic of high
returns guided the decision-making of the top executives. There was no big plan behind
it. Empain and his close collaborators just had to allocate the limited available resources
and capabilities to the most promising project. This does not mean that they just played
safe and imitated the overall Belgian capital outflow. The business group did follow other
Belgian investors to regions that were hot at a given moment, but it also set its own
priorities. It entered the markets of Venezuela, Chile, the Ottoman Empire, Egypt and
China earlier than the average MNE. The Empain group also made clear individual
choices. After a series of failed investments, Empain lost faith in Latin America whereas
his Belgian competitors continued to believe in its potential. His attitude towards Russia
remained conservative until 1911. Other markets were deliberately neglected: Italy for
instance and for a while also Algeria.

This wide geographical distribution of assets rather than deepening the activities in a
few markets was perhaps typical of Belgian holding capitalism. This was at least Pierre
Lanthier’s tentative conclusion for Belgian investment in Canada.'*® Empain also pursued
horizontal diversification, but much less international vertical integration. Only in
France, Belgium and Egypt, the group’s most important host countries, integrated
regional clusters emerged. The issues of vertical integration and risk spreading through
diversification are the subject of the next two chapters.

Secondly, international politics seemed to matter for MNEs from a small country such
as Belgium. The structure of the First Global Economy determined the choice of countries
Empain could invest in. Rather than competing with big business from the Great Powers,
Belgian MNEs preferred to focus on Europe and peripheral, less developed regions such
as Venezuela and the borderlands of Argentina and Brazil. The geography of the Empain
group suggests that Belgian entrepreneurs had to concentrate on the fringes and fault
lines of the spheres of influence of the Great Powers. Based on the Chinese case, a
tentative conclusion could be that the neutrality of Belgium really played an important
role. These essential issues are dealt with in Part II.

Thirdly, local embeddedness, personal relations, ideas and preferences determined the
mode and successful entry of a market. The frame of reference of the Empain
management was Belgian. Gradually, as France became the most important market, the
mental maps also included a more French perspective. Without this Belgian-French
worldview, the Empain group would not have (tried to) invest in Congo and Ivory Coast.

48 Pierre Lanthier, “Kurgan-Van Hentenryk & Laureyssens: Un siécle d’investissements belges au Canada
(Review),” Revue belge de Philologie et d’Histoire 67, no. 4 (1989).
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One should not forget either that countries such as Congo, China and Egypt appealed to
the imagination of the investing public and the society at large. Empain was probably not
insensitive to the prestige that came with the investments. In Egypt, his personal
commitment exceeded potential economic benefits.

Empain’s wide network of informal contacts emphasizes the relational character of the
First Global Economy. Somehow, it supports the trend, mentioned in the general
introduction, to see markets more as networks than as institutions. Whereas the group
owed its first concessions in France and the Netherlands to Empain’s connections at La
Meétallurgique, the subsequent lack of qualified agents in some areas led to failed attempts
to invest. It shows that in most cases, loyal local collaborators were essential to successful
internationalization. Finally, the active role of the consular diplomacy also emerged from
this geographic overview (e.g. Egypt, Siam). While this will be further investigated in Part
I1, it is safe to say that diplomats acted as brokers for Belgian business abroad.
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Chapter 2  Escaping steam, embracing electricity

2.1 Introduction

The previous chapter provided a geographical historical overview of the global expansion
of the Empain group, sketching the investment climate in various world regions. In the
present chapter, I situate the business group of Edouard Empain in the broader economic
history of industrialization. It is important to study the sectors the business group was
active in to understand how its revenue model worked. However, an analysis of the
corporate strategies cannot succeed without taking into account the economic conditions
determining them. Like the previous chapter, this chapter adopts a board room
perspective. It investigates the challenges and opportunities present in the economy of
the late nineteenth and early twentieth century. This period coincided with the transition
from the First Industrial Revolution to the Second Industrial Revolution. New industries
based on innovations such as electricity and chemicals were taking over the position of
the old heavy industry as the driving force of the economy. Experts on industrialization
and large technical systems theory stress that electricity and its applications formed a
new technological system. The components of such a complex system were intricately
linked and influenced each other. In the long run, new technological systems or clusters
radically transformed the economy. For Belgium, Boschma has shown that 1880 was a
pivotal year. In terms of innovation, Germany and the US were overtaking the early
industrializers UK and Belgium. The year 1880 therefore marked the end of the
dominance of the “steam-transport-iron” cluster and the start of new innovative

” 1

industries including the “electric cluster”.

! Joel Mokyr, “The Second Industrial Revolution (1870-1914),” in Storia dell’economia mondiale, ed. Valerio
Castronovo (Rome: Laterza, 1999); Erik van der Vleuten, “Large Technical Systems,” in A Companion to the
Philosophy of Technology, ed. Jan Kyrre Berg Olsen, Stig Andur Pedersen, and Vincent F. Hendricks (Chichester:
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For the analysis of the corporate strategy” of any large business group, a few concepts
are key: vertical and horizontal integration as well as related and unrelated
diversification. First, in economic theory, vertical integration is the process where a firm
incorporates parts of the production chain. This process is called ‘backward’ when a firm
starts to produce specific goods that it previously bought from suppliers. ‘Forward’
vertical integration occurs when a firm takes over the intermediaries that separate it
from the end user of the product. So instead of relying on the market of suppliers and
distributors, the firm tries to get a grip on the whole production chain. These strategies
allow the firm to increase coordination and cost efficiency and control the parts of the
chain with the highest profit margins. Historically, backward vertical integration was
sometimes useful in new industries. According to David Teece’s reading of Chandler,
“when certain inputs are not available in competitive supply, vertical integration [might
have been] necessary to assure the quality or quantity of supply.”® The usefulness
vanished as soon as the number of suppliers increased.

Second, the concept of horizontal integration or combination refers to expansion
within the same sector. A firm can specialize in a specific branch of industry by
intensifying production or acquiring competitors. Increasing the output can generate
significant economies of scale and organizational capabilities.* Thirdly and finally, a
company can diversify in sectors that are related or unrelated to its core business. The
acquired expertise in one field can be used to expand to a related field. Unrelated
diversification is often a way to invest in products with higher returns and spread the risk
of a bad investment.®

Then what is the group’s corporate strategy between 1880 and 19147 In other words,
how did Empain anticipate the radical economic transformation powered by electricity?
Figures 10 and 11 tentatively answer this question by presenting the businesses the
Empain group was active in. For seven sample years, they show each sector as a
proportion of the aggregate nominal capital of all companies controlled by the Empain
group. The only sector left out of the analysis here is the supply of technical and financial
services. The holding companies of the business group employed funds for technical
advice, general contracting and financial intermediation. Banking was a lucrative

Blackwell, 2009); Ron A. Boschma, “The rise of clusters of innovative industries in Belgium during the industrial
epoch,” Research Policy 28, no. 8 (1999).

2 A corporate strategy answers the question “What businesses shall we be in?” Ellen Earle Chaffee, “Three Models
of Strategy,” The Academy of Management Review 10, no. 1 (1985): 89.

* William Lazonick and David J. Teece, eds., Management Innovation: Essays in the Spirit of Alfred D. Chandler Jr
(0xford: Oxford UP, 2012), 77.

* A.D. Chandler, Scale and scope: The dynamics of industrial capitalism (Cambridge, MA: Harvard UP, 1990).

* Pasquale Massimo Picone and Giovanni Battista Dagnino, “Revamping research on unrelated diversification
strategy: Perspectives, opportunities and challenges for future inquiry,” Journal of Management & Governance 20,
no. 3 (2016).
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activity. However, the investment portfolio of the holding companies formed the
majority of their assets. Therefore, they are excluded from the sectoral analysis. Taking
them into account would only lead to flawed data. Chapter 3 extensively deals with the
holding companies and their crucial features.
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Figure 10 Relative share of sectors for sample years, based on total nominal capital (1885-
1914)°

The graph shows that in 30 years the business group radically diversified. This raises
several questions. They will be examined in the following sections, which discuss every
sector in loose historical order. Why did Empain start in railways? What made him
diversify in the 1890s? What explains the large but short-lived unrelated diversification
into agriculture, water management, chemicals, ...? After 1895 (light) railways only
accounted for one quarter of the total nominal capital. Why did the group resolutely
diversify to electric utilities in that period? Was it the first to implement this innovative
technology? It can be noticed that the step towards electric tramways provoked a
thorough vertical integration. After the turn of the century, the business group invested
massively in electricity supply and manufacturing. By 1914, both sectors combined had
become as important as electric tramways. What reasons were behind these massive
investments?

¢ Source: see Fig,. 2
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Figure 11  Total nominal capital per sector for sample years in million francs (1885-1914)’

Figure 11 explicitly shows that diversification was not incompatible with sustained
growth in every sector. Between 1880 and 1914, the group had exponentially grown,
especially after the economic crisis of the 1880s and early 1890s. Due to a lack of sources,
we have to use aggregated nominal capital instead of turnover as an indicator of the
group’s size. In absolute figures, the capital gathered to finance the enterprises in the
different branches of industry increased tenfold from roughly 6 million in 1885 to 600
million 30 years later. Achieving economies of scale was a must in times of increasing
industrial concentration. Yet, why did the Empain group also continue to expand in the
‘traditional’ railway business, albeit at a slower pace? And how should one interpret the
dozens of millions of francs devoted to real estate activities in Heliopolis? Similar to the
first unrelated diversification in 1895, Heliopolis tied up many financial resources.
However, the vertically integrated industries always constituted about four fifths or more
of total nominal capital.®

Finally, the diversification raises questions linked to other chapters. Chapter 1 has
shown that the Empain group rapidly internationalized and entered markets for
economic, political and personal reasons. But to what extent was the global expansion
also linked to the electric revolution? To put it differently, did electrification trigger the
expansion to specific markets? One also wonders about the organizational form. Where

7 Source: see Fig. 2
® On the ratio of vertical integration and its implications, see Richard P. Rumelt, “Diversification Strategy and
Profitability,” Strategic Management Journal 3, no. 4 (1982).
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could the Empain group find the enormous amount of capital to finance the exponential
growth shown in Figure 11 and how could it manage a diversified enterprise? Chapter 3
will deal with these topics in greater detail.

2.2 Empain’s two-track strategy for transportation

2.2.1 Steam-powered railways (1880-...)

Edouard Empain will always be known as a specialist in railroads. However, at the end
of the 1870s, Edouard Empain was actually active in two sectors. On the one hand, he had
specialized in marble and stone quarries in the south of Belgium. On the other hand, he
worked in the heavy industry typical of Belgium as a manager of La Métallurgique. As
mentioned in the previous chapter, the company possessed three workshops
manufacturing railroad material. After a reorganization in 1880, this became the
company’s core business.” With the acquired expertise in railroads, Empain actively
searched for rail concessions on behalf of his employer. The railway equipment boom had
ended in the 1870s. After a period of acute recession (1878-1879), La Métallurgique urgently
needed extra clients. By financing new railroads at home and abroad, the manufacturer
hoped to receive equipment orders. This is similar to the Unternehmergeschiift typical for
German electric holding companies. This style of market expansion by “organizing,
financing, equipping and managing new ventures themselves” required a lot of capital.’
As shown in Chapter 1, the search for and eventual operation of concessions was an
integral part of the responsibilities of the managers and partners of La Métallurgique. Their
ambitious expansion goal directly led to increased sales. After its establishment, the
Valenciennes-Anzin immediately ordered several locomotive engines as well as passenger
and freight cars."

Empain had the choice: pursuing a career in the marble industry or devote his energy
to the ambitious initiative of La Métallurgique, where he had been appointed to the board.
Empain opted for the latter. He and other entrepreneurs from La Métallurgique were

° The production included locomotives, wagons, wheels, switches, ironwork, steel frames and cast iron. “La
Métallurgique: Rapport du CA a ’AGO,” Supplément MIM, 25 Mar 1882.

10 peter Hertner and H. Viv Nelles, “Contrasting Styles of Foreign Investment: A Comparison of the
Entrepreneurship, Technology and Finance of German and Canadian Enterprises in Barcelona Electrification,”
Revue Economique 58, no. 1 (2007): 195.

11 Urbin, Siécle, 26.
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actually determined to go beyond the usual Unternehmergeschdft for the benefit of the
manufacturing company. They clearly believed that the construction and operation of
light rail could be rewarding in itself. This was a long-term strategy, with the need to
invest capital for a longer period. Instead, Empain could have taken a large interest in La
Meétallurgique and gradually dissociate himself from the operating companies. He did not,
for equity ties between La Métallurgique and the Empain group were very weak."

The top management of La Métallurgique and Empain in particular now pursued two
diverging strategies: constructing and operating railroad concessions as well as
increasing the production of railroad equipment. Quickly, the railroad activities grew into
a self-sufficient business, with dynamics different from the manufacturer’s logic. The
business group, run by Empain since 1880, gradually came loose from La Métallurgique. La
Métallurgique stopped intervening in new businesses of the Empain group after 1884. In
1887, Edouard Empain resigned from the board of La Métallurgique. Yet, many other
director interlocks continued until the First World War. The relationship between the two
groups slowly evolved into one between supplier and customer, though embedded in a
strong personal business network. Occasionally, this network still served for other
business opportunities.

As a result of the shared origins and the strong personal relations, La Métallurgique and
its French subsidiary Ateliers du Nord de la France (ANF, est. 1882) remained the privileged
supplier of the Empain group. Between 1880 and 1914, the Empain companies ordered
thousands of locomotive engines, carriages, wagons as well as other railway material.
Conversely, Pierre Lanthier has argued that ANF could only survive before 1900 thanks to
the orders of the Empain group. In Belgium, La Métallurgique had a more dominant
position, since it was one of the largest rolling stock manufacturers before the First World
War."

Were Empain and his partners right to start a business group based on the construction
and the operation of light rail? In other words, did the most important branch of industry

2 In the 1880s and 1890s, the Empain brothers had a maximum interest of 2% in the business group of la
Métallurgique. “Hauts-fourneaux du Sud de Chatelineau: Statuts,” no. 2570, AMB, 19 Dec 1889; Recueil Financier,
1905, 772.

13 Many orders are undocumented, but a quick non-exhaustive research yielded the following figures : at least
224 locomotives engines for the entire group and 700 wagons and 120 carriages for the Cie générale des chemins
de fer vicinaux alone. Luc Delporte, “Chemins de fer & Industries: Les clients des Ateliers de Tubize,”
http://www.museedelaporte.be/patrimoine/?page_id=1076; Sébastien Jarne, “Liste des locomotives
construites par Blanc-Misseron jusqu'en 1911,” http://demophilel.free.fr/Blanc-Misseron.doc; Lanthier,
“Constructions,” 453.

4 Although the Société des Ateliers de la Meuse, Cockerill and Etablissements Carels had a larger total production, la
Meétallurgique was the largest supplier of locomotives for the SNCV. Leboutte, Puissant, and Scuto, Siécle, 59;
Walter Hefti, Tramway Lokomotiven (Basel: Birkhiuser, 1980), 103; Lanthier, “Constructions,” 454.
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within the Empain group also generate an important return? In 1880, the expectations
were high. However, the transport sector was very sensitive to the recession of the 1880s
and early 1890s. Also for a later period (1901), Lanthier found French figures showing that
running light rail concessions was not very profitable in reality. Most lines had failed to
attract the expected goods traffic and the number of passengers remained low. The lines
crossed less densely populated rural areas that were very characteristic of France in that
period. In fact, the light railways connected small towns rather than cities." Like their
competitors, the French operating companies of the Empain group relied on state aid.
The Chemins de fer du Périgord derived 50% of their gross revenue for 1890 from the
government guarantee. Of course, this company had only been established three years
before. The French law had designed the guaranteed income precisely to tide over the
start-up phase. However, in 1905, subsidies still formed 25% of gross revenue for one of
Empain’s oldest companies, the Econord.'® In Belgian Congo, the lengthier railroad of CFL
also failed to generate the minimal return on equity of 4%, guaranteed by Leopold II. In
some years, the CFL did not even manage to earn a quarter of the necessary amount. Year
after year, the Belgian state had to pay the difference (see also Chapter 4)."

On average, the return of the light railways remained low and followed the general
business cycle. In France, the steady rise of passenger traffic per km, e.g. +81% between
1901 and 1911, did not result in a general improvement of the operator’s performance.
The increase was very unequally distributed, also within the Empain group. The historic
network of Valenciennes-Anzin (Econord after 1883) was among the busiest networks in the
whole of France, whereas a line of the Compagnie générale des Chemins de fer vicinaux near
Switzerland transported nearly 30 times fewer passengers.'®

As a matter of fact, due to high sunk costs typical of infrastructure industries, the
Empain group was trapped in the light rail sector characterized by low profits. The
group’s main answer to this problem was growth. Essentially, the diversification to the
more lucrative electric tramways after 1894 also fitted in this strategy. Only by creating
more and larger networks at home and abroad could the Empain group achieve
economies of scale and acquire strategic capabilities. Therefore, the holding companies
continuously searched for new concessions and expanded existing rail networks. Up to
1894, most of the growth was realized in Belgium and France (see Fig. 12). In the next
decade, the French network expanded from 362 km to 1773 km. This could have been

5 Lanthier, “Constructions,” 171-72.

' Table 3 in Georges Ribeill, “Les chemins de fer d’intérét local a I'épreuve du régime de 1880: De graves
pathologies  congénitales  ?,” Revue dhistoire des chemins de fer, mo. 24-25 (2002),
https://journals.openedition.org/rhcf/2038; Lanthier, “Constructions,” 175.

17 Recueil Financier, 1915, 42.

18 Wolkowitsch, “Siécle,” 363-66.
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much more, for the Empain group tried to obtain concessions in at least 28 departments
before 1900. Twelve of them eventually granted one or more lines.”” On the eve of the
First World War, the Empain group controlled over 2000 km of tracks, being 10% of the
total light rail network. It was the second-largest operator in France, after the French
Société générale des Chemins de fer économiques (2403 km) and before the Belgian-owned Cie
de Chemins de fer départementaux (1400 km).” In Belgium, the Empain group had become
one of the largest private operators too. It controlled over twenty SNCV-lines.*
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Figure 12 Tramway and (light) railway network per country in km (1894-1914)*

This growth was the result of more, but also larger networks. The Empain group pursued
a strategy of creating economically viable and interconnected networks. Both in light
railways, heavy railroads and tramways applied: The larger the network, the higher and

¥ The Empain group vainly applied for concessions in the departments of Seine-Inférieure (1882); Landes,
Garonne (1884); Haute-Garonne (1885); Tarn-et-Garonne, Ariége, Vendée, Indre, Gers, Morbihan, Cotes-
d’Armor, Dréme (1886); COte-d’Or (1887); Maine-et-Loire (1888); Rhéne, Manche (1889). “Rapports et
délibérations,” Conseil général [of French department] (1877-1900), www.gallica.bnf.fr. For a complete list of
concessions obtained by the Empain group, see: “Fédération des amis des chemins de fer secondaires: Liste des
chemins de fer secondaires,”  https://www.facs-patrimoine-ferroviaire.fr/histoire/les-chemins-de-fer-
secondaires/liste.

2 Wolkowitsch, “Siécle,” 96, 100, 290.

' Wim Kusee, “Tramlines in Belgium - NMVB/SNCV,” https://www kusee.nl/tram/index.html.

221894 figures: Recueil Financier, 1894-1895; “Voie étroite: Rapport du CA a I’AGO,” Supplément MIM, 17 Oct 1894.
1904 figures: “Parisienne Electrique: Rapport du CA a I’AGO,” Supplément MIM, 30 May 1905; “Réunis: Rapport du
CA aI’AGO,” Supplément MIM, 28 Mar 1905; Recueil Financier, 1905.

1914 figures: “Recettes,” Le Messager de Bruxelles, 31 Mar 1914; “Réunis: Rapport du CA a I’AGO,” Supplément MIM,
22 Apr 1914; “Railways&Electricité: Rapport du CA a ’AGO,” Supplément MIM, 22 Apr 1914; Recueil Financier, 1915.
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more regular the returns will be. In general, expansion improved financial results:
whereas 35% of French small-scale (1-50 km) companies suffered an operational loss, this
dropped to 20% for larger companies operating 100 km or more.” In France and Belgium,
almost all genuine light rail networks of the Empain group had attained this critical size
(see Table 1). The Empain group had especially applied for concessions in many adjacent
French departments, creating interdepartmental networks.* However, as departments
could differ in policy and usually conceded lines in dribs and drabs, developing rational
networks was not always easy.

Unlike the French Société générale des Chemins de fer économiques, the Empain group did
not manage to group all these concessions in one large operating company. Instead, it
concentrated its interests in several holding companies and centralized the management
in few headquarters (see Chapter 3). In the end, this had the same effect as one large
operating company: a large-scale horizontal integration that could smoothe the
differences in performance of individual lines. In addition, the Empain group had the
particularity to go abroad. Few other light rail operators had expanded beyond one or
two core markets.” After 1904, the Empain group realized most of its growth outside
France. By 1914, it (partially) controlled nearly 4000 km of railroads in France, Congo,
Belgium, China, Egypt, Chile, the Netherlands, Spain, Russia and the Ottoman Empire (see
Fig. 12 above).

The railroads can be divided into three broad categories. Firstly, you have the light rail
networks in France, Belgium, the Netherlands and the Egyptian Nile Delta (see Table 1).
They are organized in a pattern similar to a web, with a limited number of central nodes.
Wherever possible, Empain constructed the tracks on meter gauge to save money.
Secondly, there are the more elongated lines going from A to B that cover larger
distances. These include the Chemins de fer du Congo supérieur aux Grands Lacs africains (CFL)
bypassing several unnavigable sections of the Congo River, the Nitrate Railways in Chile
connecting the mines to the ports, the Pienlo railway in China linking two important
cities and finally a shorter line between the commercial town Bursa and the port of
Mudanya (Ottoman Empire). The long-distance railroads were more expensive to
construct and were built on standard gauge. For economic reasons, the CFL and the
Mudanya-Bursa were on narrow-gauge. Thirdly, there are the urban tramway networks
in Russia, Spain, but also in France, Belgium, Egypt and the Ottoman Empire. They are the
subject of the next section.

2 Wolkowitsch, “Siecle,” 172-73.
2 Wolkowitsch, “Siécle,” 119.
% The Belgian Société générale des chemins de fer économiques was a notable exception
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Table 1 (Light) rail networks operated by the Empain group worldwide in chronological

order?
Operating company (1914) Location Operation Length
period (1914, km)
Chemins de fer économiques du Nord northern & eastern FR  1880-1914 376
Chemin de fer élec. d'Ostende-Blankenberghe ~ Coast, BE 1885-1914 146
Tramways électriques de Gand Ghent, BE 1886-1914 54°
Tramways élec. du Pays de Charleroi Charleroi, BE 1887-1914 74°
Chemins de fer de Pau-Oloron-Mauléon et Pyrénées-Atl., FR 1888-1911 193°
Tramways de Bayonne a Biarritz
Chemins de fer du Périgord Dordogne, FR 1888-1914 154
ZNSM N. Brabant, NL 1890-1914 94
Chemin de fer de Moudania-Brousse Bursa, Ottoman Empire 1893-1914 42
Cie. gén. des chemins de fer vicinaux eastern FR 1894-1914 671
Chemins de fer du Calvados Calvados, FR 1894-1914 206
Nitrate Railways* Chile 1895-1914 605
Chemins de fer de la banlieue de Reims Marne, FR 1895-1914 399
Chemins de fer de la Basse Egypte Nile Delta, EG 1897-1914 121
CFL Congo 1906-1914 482
Chemins de fer et tramways en Chine Kaifeng-Luoyang, CN  1907-1914 242

If the operation of railways did not become the most rewarding branch of the business
group, it still entailed a more lucrative business: general contracting. So from the early
beginning, the Empain group integrated backwardly to include a welcome addition to the
income derived from railway concessions: constructing the infrastructure. Very often, a
government concession for rail or tramways comprised both the construction and
operation of the network. Generally, the concessionaire could take higher margins on the
former, as the regulator stipulated maximum prices the operator could charge.
Therefore, the majority of the different holdings founded by Edouard Empain had an
important branch that was responsible for the construction of the railway
infrastructure.”” The holding companies prospered the most when the group obtained
concessions for new lines or for the transformation of existing lines. On these occasions,
their subsidiaries could commission them with lucrative construction works. For
instance, Lanthier has shown that especially in its early years the financial performance

% *= only partially controlled, °= including tramways. Source: same as for Fig, 12
?” Many holding companies active in electric utilities internalized construction. Hausman, Hertner, and Wilkins,
Global Electrification, 60-61.
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of the Voie étroite was linked to its activities as a general contractor.”® Similarly, the
fourfold increase of RELSE’s ROE coincided with the electrification of lines in Ghent and
Ostend (1896-98). In only one instance, as far as the sources tell, the holding companies
constructed on behalf of an external operating company.” In 1888-1891, the Voie étroite
worked as a subcontractor for the British Carenero Railway Company in Venezuela. This
turned into a financial disaster. Only on rare occasions, the concession for operation was
not paired with a construction job (e.g. the CFL, see Chapter 4).

SR

Y29 y , : e Cliché (.D., Guillaud, edit. Champisr. J.M.B.V.
CHAMPIER (lsére). — La Gare. Arrivée du Tramway

Figure 13  Light railway station of the Chemins de fer économiques du Nord in Champier (FR)®

2.2.2 Embracing the electric revolution in urban transport (1894-...)

The mid-1890s marked a turning point in the history of the Empain group. In that period,
the business group broke its dependence on technology and products of the First
Industrial Revolution. Besides steam-powered light railways, the group now also invested
in electric traction. Electricity and its applications were one of the main innovations of
the Second Industrial Revolution. By investing in urban tramways, the Empain group
entered a market that was undergoing a total transformation due to this new technology.
As a consequence, the business group constantly had to keep track of the developments.

28 Lanthier, “Constructions,” 456+64.

» Even the group’s French holding Parisienne Electrique focused on its own subsidiaries before WW1. Lanthier,
“Stratégies,” 244.

% On the line Vienne-Charavines (Isére), c. 1891-1903. CHAMPIER (Isére): La Gare. Arrivée du Tramway,
https://commons.wikimedia.org/wiki/File:Guillaud_-_CHAMPIER_-_La_Gare_-_Arrivée_du_Tramway JPG.
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This would ultimately lead to further related diversification, as shown in the next
sections.

At first sight, one might expect that the Empain group would already have expanded
to urban tramways before the mid-1890s. The tramway business was very similar to
operating light railways, basically offering the same service. The urban context only
required other material and technical conditions. As opposed to steam-powered light
railways, urban tramways were pulled by horses and nearly always constructed on the
public highway. However, for such a closely related diversification, the Empain group
could use the strategic assets and capabilities it had acquired in its core business. Other
transport companies such as the Belgian Chemins de fer économiques and the Otlet group
controlled both urban and rural networks, but the former did not interest the Empain
group before the introduction of electric power as a mode of traction.

To understand Empain’s initial reserve towards urban transport and the reversal in the
mid-1890s, we need to discuss the economics of horse-drawn tramways and the potential
of electricity in the city.* The horse-drawn tramway in itself already was quite innovative
when introduced in the 1860s. Before public transport in the city was limited to the
omnibus. Put on rails, the tramway could move faster and carry more passengers. Most
large European cities quickly welcomed this innovation and installed horsecar systems in
the 1860s and 1870s. At the start of his career, Empain was already a bit too late. Taking
over established tramway networks was not a serious option, for a familiar reason. Like
for light rail, construction rather than operation was the largest source of profit for the
horsecar entrepreneur.*? The operating companies needed a large cavalry, soon afflicted
with disease and age. Horses were expensive, unreliable and polluted the city.” In
addition, the number of passengers on horsecars grew only very slowly in the 1880s,
despite the general urbanization. Historian John McKay even speaks of stagnation.**

Engineers and entrepreneurs feverishly searched for alternative sources of energy
such as steam and electricity. In general, the noise and the smoke made steam engines
unsuitable for an urban setting. Steam tram locomotives specially adapted to the severe
antipollution restrictions were so expensive that they rarely had a significant advantage
over horsecars.*® Tramway companies expected a lot from a new technology: electric

31 Costa and Fernandes provide an excellent summary of the literature cited below. They show how electric
technology radically changed the structure of the public transport market. Alvaro Costa and Ruben Fernandes,
“Urban public transport in Europe: Technology diffusion and market organisation,” Transportation Research Part
A: Policy and Practice 46, no. 2 (2012).

2 McKay, Tramways, 16-18, 20-21.

3 Brion and Moreau, Tractebel, 100.

** McKay, Tramways, 22-25.

* McKay, Tramways, 27-32.
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traction. The principles of electricity had been known for decades, lighting was the first
promising application. Steps towards the use of electricity for rail traction came later.
This type of traction needed a constant supply of electricity from a central station to
moving vehicles. This was hard to realize and partly explains the slow transformation,
but alternatives such as on-board batteries proved unsuccessful in the long run.*

The first successful experiments in Europe took place in Berlin in 1881, under the
supervision of Siemens. A few experimental systems slowly spread in the 1880s, but the
first large commercial tramway network using overhead electric traction was developed
by Frank J. Sprague in Virginia in 1888. At that time, Europe had 35 km of tramway lines
with different modes of electric traction, while the United States already had 80 km.
Whereas North America decisively opted for the new technology in the next five years,
European tramway companies were much more hesitant. As of 1893, the US had
electrified 61% of its tramway network, against 3-4% in Europe. In Europe, many rivaling
systems next to overhead wire traction had subsisted. Tramway companies and
municipalities awaited the results of the different modes before transforming their
networks massively.”” Only after 1893, electrification in Europe accelerated. By the turn
of the century, Germany had electrified 91% of its tramway mileage, France 44% and Great
Britain 38%. In the US, electric tramways made 97.5% of total tramway mileage.*®

Many economic advantages underlay the relatively rapid electrification of tramways.
Electric motors were cleaner, quieter and more reliable than animals. Compared to steam
engines, electric motors were much smaller for the same power, they performed better
and enabled to start and stop much easier. A faster service also meant that the expensive
rolling stock could be used more intensively. This, in turn, led to lower fares and thus
more customers. The powerful electric traction also allowed larger, more comfortable
cars. In comparison with horsecars, profitability doubled. Some companies generated
profit margins of up to 60%. In terms of economic performance, tramway companies in
general also outclassed light rail operators.*

However, electrification required massive capital, to the point that electric utilities
belonged to the most capital intensive industries prior to WW1. Before the first tram
could even ride, huge amounts of investments had to be done. The owners of small-scale
companies operating modest horse-drawn tramway networks (5-10 km) could not raise

3¢ Hausman, Hertner, and Wilkins, Global Electrification, 17.

7 McKay, Tramways, 70-73.

8 For the US and Germany, see: Hausman, Hertner, and Wilkins, Global Electrification, 17; For France, see:
Dominique Larroque, “L’expansion des tramways urbains en France avant la Premiére Guerre Mondiale,”
Histoire, économie et société 9, no. 1 (1990): 162, For Great-Britain, see: McKay, Tramways, 72-73. Hausman et. al.
provides alternative figures (59%) for Great-Britain, but McKay’s explanations seem more reliable.

¥ Brion and Moreau, Tractebel, 102-04; Wolkowitsch, “Siécle.”
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this capital. Only large public companies and holdings were able to finance this
transformation.*

In this context of higher returns and high capital needs, Empain had enough incentives
to invest in tramways too. Commanding a considerable amount of capital (see Fig. 11
above), he could easily gather the necessary funds and technical expertise to secure a
strong position in the market of electric tramways. Empain decided to step in by the mid-
1890s, because the first operational results of electric traction had shown the increased
profitability. For the Empain group, the higher expected returns were also a way to
compensate for the poor performance of the light railways. Many other financial groups
in Belgium and Europe saw the opportunity too. Almost simultaneously, they founded
specialized electroholdings, e.g. SGBEE (est. 1895), the CMT (est. 1895), Compagnie générale
de traction (est. 1896) and Sofina (est. 1898).** Not only large German, French, Swiss and
Belgian banks were behind these electroholdings, but also electrical manufacturers. The
largest players on the French urban transport market all had their origins in
manufacturing. By diversifying to electric utilities, the Empain group had to compete
against powerful new players, which were absent in the light railway sector.*

Table 2 Evolution of the rail network of the Empain group, in km (1894-1914)*

1893/4 1904 1914
Railways 708 2179 3000
Railways (elec.) 0 17 126
Tramways 39 51 67
Tramways (elec.) 0 328 596

The Empain group was certainly not the first Belgian or French group to electrify a
network, rather a closer follower. Like the large financial groups, the Empain had waited
until the new technology started to prove its worth. Moreover, Empain could hardly
pioneer in the electrification in Belgium and France, because he did not possess many
horse-drawn lines to electrify, unlike some of his competitors. Except for one, all
networks of the Empain group were serviced by steam engines. The lines crossed
suburban and rural areas, where steam power was convenient and not contested. The
business group had been operating only one horsecar system since 1881. The short line (3
km) in Boulogne-sur-Mer was barely profitable and the Voie étroite had repeatedly tried
to sell it.** Three other light rail lines in Liege, Brussels and Bayonne could be assimilated

“* Hausman, Hertner, and Wilkins, Global Electrification, 19-22; Wolkowitsch, “Siecle.”

4 Brion and Moreau, Tractebel, 27-33.

2 Hausman, Hertner, and Wilkins, Global Electrification, 91-104.

3 Sources are the same as for Fig. 12

# “Voie étroite: Rapport du CA a ’AGO,” Supplément MIM, 17 Oct 1888; “Voie étroite: Rapport du CA a ’AGO,”
Supplément MIM, 17 Oct 1888.
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to urban tramways because they crossed densely populated areas. As a result, at the
beginning of the year 1894, only 39 km (5%) counted as (semi-)urban tramway network
versus 708 km of light rail track (see Table 2). These tramways had been acquired or
constructed when electrification was not yet on the agenda.

In contrast, from 1894 the group quickly accumulated electrifiable networks of which
the economic performance could be improved. Within a year’s time, Empain frenetically
scouted for good opportunities. By December 1894, he had taken decisive steps in
Boulogne-sur-Mer, Cairo and Lille. Nevertheless, this first year also involved some less
successful ventures in Brussels, Belgrade and Paris. While his proposition to install an
experimental cable system linking the upper and lower part of Brussels’ city center was
rejected, Empain managed to buy the partially electrified network of Belgrade (Serbia).*
As a consequence, the Tramways de la ville de Belgrade was the first electric utility the
Empain group operated. Yet, the competing CMT acquired the lighting concession and
power station.*® Without the synergy of the lighting and tramway concession, the heavily
indebted business was not profitable. Empain preferred to get rid of the tramway
network. As early as October 1895, he proposed a takeover to Edouard Otlet.”” Without
any further electrification of the network, Empain finally sold it to the CMT three years
later.”® In the spring of 1894, Empain also tried to get a foothold in the Paris tramway
sector. The group founded the Société parisienne de tramways intercommunaux that pursued
two electric tramway concessions in the Paris banlieue in particular.” Later on both
attempts failed due to fierce competition.*

Despite these initial difficulties inherent to diversification, the Empain group
somehow predictably forced a breakthrough in the sole horse-drawn tramway it already
owned. After many years’ negotiations, the Voie étroite and the municipality of Boulogne-
sur-Mer reached an agreement in May 1894 on important extensions. The new line
connecting the upper and lower part of the town had to be electrified, for horses could
not pull the tram up the steep slope.’® In other cities too, hilly terrain was one of the
reasons to opt for electric traction.”® The Boulogne-sur-Mer project included the

 “Tramway a traction par cible,” Journal de Bruxelles, 11 Nov 1893,

¢ “Tramways de la ville de Belgrade: Modifications aux statuts,” no. 2464, AMB, 4 Oct 1894; “Tramways de la
ville de Belgrade: Statuts,” no. 1878, AMB, 6 Jul 1894.

7 Otlet to Union des Tramways, 31 Oct 1895, 35, Archives economiques Otlet, ARA

“ See also Kostov, “Capital,” 26.

* From the Place de la République to Romainville on the one hand and to Fontenay-sous-Bois on the other hand.
“Société parisienne de tramways intercommunaux,” Paris-capital: journal financier, 27 Jun 1894.

* Henri Zuber, Sheila Hallsted-Baumert, and Claude Berton, Guide des sources de l'histoire des transports publics
urbains a Paris et en Ile-de-France (XIXe-XXe siécles) (Paris: Presses de la Sorbonne, 1998), 185.

51 “Voie étroite: Rapport du CA a ’AGO,” Supplément MIM, 17 Oct 1894,

>2 McKay, Tramways, 54.
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construction of a power station in the city. This was the first power plant the Empain
group built. Due to disagreements with the authorities, the transformation was only
completed in 1898.%

Two other major opportunities succeeded too in 1894. First, Edouard Empain and the
Belgian Chemins de fer économiques received the concession for a large tramway system in
Cairo, to be electrified from the start.* Second, the Empain group acquired the horse-
drawn tramway lines of the Tramways du Département du Nord in Lille, with the explicit aim
to electrify it.>® Concrete plans to electrify the existing network of Bruxelles-Ixelles-
Boendael and to construct electric lines in Astrakhan, Russia followed two years later.>

As mentioned before, the overhead wire system did not immediately convince all
municipalities and tramway companies in Europe. In 1896, the holding company Réunis
was of the firm opinion that traction technologies based on “overhead wires or batteries,
dry steam, gas and compressed air [were] competing with nearly equal chances of
success.”” Therefore, the Empain group bet on different modes of electric traction such
as accumulators, the surface-contact system and the overhead wire. Although the
overhead wire was the most cost-efficient, many municipalities privileged esthetic
solutions that did not need drastic infrastructure works. Tramway companies had to yield
to the preferences of the city councilors. That is why, on the one hand, the Compagnie des
Tramways électriques Nord-Parisiens employed the normal overhead wire in the Parisian
suburbs but switched to the surface-contact system (Claret-Vuilleumier) once the tram
entered the Paris municipality.”® On the other hand, the Empain group received the
concession of the electric tramway in Ghent precisely because it could offer an alternative
to the overhead wire, considered too ugly by the local city council. The Voie étroite and
the RELSE had experience with another, more esthetic traction system. In June 1897, they
had just equipped part of their urban network in Ostend with engines powered by on-
board accumulators. A demonstration in Ostend convinced the Ghent bench of Mayor and

5 “Voie étroite: Rapport du CA a ’AGO,” Supplément MIM, 16 Oct 1895; “Voie étroite: Rapport du CA a I’AGO,”
Supplément MIM, 19 Oct 1898.

> Meeting of 13 Nov 1894, Chemins de fer économiques, Minutes of the Board of directors, Electrobel,130/4327,
ARA2.

% The company changed its name to Tramways électriques de Lille et de sa banlieue (TELB) in 1901. “Tramways du
département du Nord,” Paris-capital : journal financier, 5 Dec 1894.

% KMMA, HA.02.01.291; “Voie étroite: Rapport du CA a I’AGO,” Supplément MIM, 21 Oct 1896.

57 “Pélectricité par cables ou par accumulateurs, la vapeur séche, le gaz et I'air comprimé se disputent le terrain
avec des chances presque égales de succes”, “Réunis: Rapport du CA a ’AGO,” Supplément MIM, 24 Mar 1896.

%8 The surface-contact systems such as Claret-Vuilleumier and Diatto were widely used in Paris. For more details,
see McKay, Tramways, 98-99.
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Aldermen.”® However, by 1900, the accumulator system had frequently proven its
deficiencies. The accumulators, produced by Electricité et Hydraulique (E&H), were not
powerful enough, often leading to breakdowns.® Realizing that it had been too ambitious,
the Tramways électriques de Gand repeatedly requested the city to apply the trolley system
everywhere. The municipality was not amused. After a long period of hesitation, the city
council agreed to issue a new call for tenders, which the Tramways de Gand only won after
it had offered better conditions for the city.*

Table 3 Tramway networks operated by the Empain group worldwide in chronological
order®
Last operating company Location Operation length in
period 1914 (km)
RELSE & Tramway de Cointe Liege, BE 1881-1914 21
Twys électriques de Boulogne-sur-Mer Boulogne, FR 1881-1914 19
Twys Bruxellois* Brussels, BE 1884-1914 152
Twys électriques de Gand Ghent, BE 1886-1914 54°
Twys électriques du Pays de Charleroi Charleroi, BE 1887-1914 74°
Chemins de fer de Pau-Oloron-Mauléonet ~ Pyrénées-Atl., FR 1888-1911 193°
Twys de Bayonne a Biarritz
Twys électriques de Lille et banlieue Lille, FR 1895-1914 102
Twys de Kischinew Chisinadu, RU 1895-1914 15
Twys du Caire Cairo, EG 1896-1914 53
Twys de Berditcheff Berdichev, RU 1897-1914 3
Twys de Taschkent Tashkent, RU 1899-1914 19
Twys électriques en Espagne Madrid, ES 1899-1914 77
Chemin de fer métropolitain de Paris Paris, FR 1900-1914 78
Twys de Paris et de la Seine (TPDS)* Paris, FR 1900-1914 268
Twys d’Astrakhan Astrakhan, RU 1900-1914 24
Twys et éclairage électriques de Damas™ Damascus, Ottoman ~ 1907-1914 7
Empire
Electric Railways Heliopolis Oasis Co. Cairo, EG 1908-1914 27
Twys de Nantes Nantes, FR 1910-1914 38

5 Raymond Vancraeynest, De tram maakte de kust: Geschiedenis van de kusttramlijnen (1885-1985) (Oostende: Van
Craeynest, 1985), 68.

60 ¢«

Revue financiere de la semaine,” L'Indépendance Belge, 1 Aug 1904; Erik De Keukeleire, Uitbouw stedelijk tramnet

en buurtspoorwegen in de Gentse regio: 135 jaar openbaar vervoer in Gent, vol. 1 (1870-1907) (S.l.: S.n., 2005).
¢! Joseph Delmelle, Histoire des tramways et vicinaux belges (Brussels: Legrain, 1981), 58.

62 *= only partially controlled, °= including light rail. Source: same as for Fig. 12
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A decade after opening up a new branch of investments, the group already possessed
a total of 379 km of tramway mileage, of which 87% was immediately constructed or
transformed to electric traction (see Table 2). This shows that the Empain group had made
a huge leap in ten years, almost exclusively investing in those tramways that could be
electrified. The electrification efforts were far better than the average of 44% in France
for 1900 (see above). Before the First World War, the Empain group had acquired a strong
position in the tramway sector. Table 3 shows that it was present in 16 cities worldwide.
In Belgium it controlled -partially or fully- more than 30% of total tramway mileage. In
the much larger French market, Empain still controlled 13% of tramway mileage.

However, the diversification into profitable electric tramways did not mark the end of
the other railroad activities. Instead of divesting, the Empain group had kept developing
its light railways and heavy railroad networks, motivated by economies of scale (see the
previous section). Between 1894 and 1914, it had tripled the total mileage of rail track.
Light and heavy rail still accounted for more than 85% of the total mileage. Electric
traction only formed 1% of the total. These were some 17 km of vicinal lines in the suburbs
of Charleroi, that could be assimilated to passenger tramways.®® Another ten years later,
the electrification of the rail network had increased from 13 to 19%, but this can be largely
attributed to the sustained electrification of the group’s tramways (90% electrified), while
only 4% of the railways had undergone the same transformation.

What can explain this discrepancy? Light rail was steam-powered, so the benefits of
electric traction were proportionally smaller, despite a higher efficiency than steam
traction. Electrification of light rail networks only became a real executable option after
1910, and at that time most of the networks were already extended. Electrifying such long
distances came at a very high cost and the extremely low current returns could not justify
these exorbitant expenses.* Priority was given to the busiest lines in densely populated
areas and in very hilly regions. Within the Empain group, this came down to the already
mentioned vicinal lines in Charleroi, the lines from Valenciennes to its suburbs and to the
central strip of the touristic Belgian Coast.®

% Davies, Vicinal.

% Lanthier, “Constructions,” 181-2.

% Econord: Rapport du CA a I’AGO, 11 May 1914, 65AQE518, ANMT; Tramways Electriques du Pays de Charleroi:
Rapport du CA, 11 Mar 1915, Stads- en streekvervoer 1842-2003, 1 644/2142, ARA; Chemin de fer électrique
d’Ostende-Blankenberghe et extensions: Rapport du CA a I’AGO, 1 Apr 1909, 65AQE541, ANMT.
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2.3 Powering cities, transport and industry (1903-...)

The electrification of tramways strongly pushed the Empain group to diversify into the
production of electricity. The decision to invest in electric tramways forced the Empain
group to overthink its sectoral strategy. Its new position as an electricity consumer
eventually sparked a whole process of vertical integration, from power production to
electrical manufacturing. The output of the power plants and workshops was intended
for the use of its own operating companies. However, only large-scale production was
cost-effective. The group’s demand for electricity was not enough to allow this.
Therefore, the power plants needed to find other energy consumers. They came into
conflict with the gas industry. To compete with gas producers, the Empain group
diversified into the gas industry as well. Finally, the group also tried to secure its own fuel
supplies by prospecting for coal. This section discusses the economic reasons behind the
diversification into electricity and gas production as well as coal mining.

The group’s diversification into electric power supply was a textbook example of
backward vertical integration when sufficient inputs were lacking. From the mid-1890s,
the need for electricity rapidly increased. As soon as the electric tramway rode the streets
of Cairo in 1896, the Empain group had become an electricity consumer too. At the turn
of the century, the Empain group already had to power some 300 km of electrified tracks.
The options for the Empain group were limited: Buy electric power elsewhere or
internalize its production. Before the electrification of urban transport, most cities did
not have substantial power stations, perhaps except for a small facility for public
lighting.®® Finding a cheap external electricity supplier was therefore very hard. Only in
Paris, where several electricity producers competed, could the Cie des Tramways électriques
Nord-Parisiens procure its power from Le Triphasé. Due to the abundant supply, this was
cheaper than investing in a proper power station.”’ In other cities, Empain’s tramway
companies had to produce the necessary electricity themselves. Their small production
facilities in e.g. Cairo, Boulogne, Ixelles and Ghent generated just enough current for the
needs of the tramway service. However, even for small power stations, the investment
costs were high. The companies needed to provide a sufficiently large capacity, for
tramways had a very irregular power consumption with high peaks during rush hours. At
other times, the power stations would practically be idle.

The solution to this inefficiency was to find other customers to maximally exploit the
capacity of the power stations. The more customers, the larger the power stations, the
lower the production costs of electricity could be. For this reason, whenever possible, the

% Hausman, Hertner, and Wilkins, Global Electrification, 14, 58.
¢ Tramways électriques Nord-Parisiens: AGO, 25 Jun 1903, 65AQ-Q513, ANMT.
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Empain group always demanded a concession for public lighting when it operated a
tramway somewhere. By day the power station could supply the tramway and by night it
could light the streets. This synergy was vital to some companies. For instance, the failure
to combine both activities determined the decision to sell the Tramways de la ville de
Belgrade.®® When the Tramways électriques de Lille et de sa banlieue (TELB) finally obtained
permission to electrify its network in 1900, the management conceived a power station
with a capacity of 2600 kW (later even 3500 kW) much larger than necessary for its own
consumption (1500 kW at the most). It anticipated future extensions of the tramway lines,
but also intended to sell the exceeding power to industrial users in the region. Soon after
the TELB started selling in 1905, a competing electricity producer in Lille sued them. The
judge had their production shut down temporarily because they were legally restricted
to produce for the tramway company.® Everything considered the sale of electricity by
electric tramway companies remained modest. After the legalization of its situation, it
only accounted for 4% of the TELB’s total gross revenue.”

As the following paragraphs show, only independent electricity producers could
fundamentally transform the sector. The inauguration of the Paris Métro was the event
that triggered the construction of the first multi-purpose power station in France. In
1898, the Métro’s strategy to secure electric power supply did not deviate from the one
followed by the other transport companies. The directors of the Compagnie du chemin de
fer métropolitain de Paris (CMP) could obviously foresee that the Métro would be a large
consumer of electricity. Therefore, the plans included the construction of a large power
station along the Seine. As new lines were opened, the plant at Quai de la Rapée had to
expand. Between 1899 and 1902, the capacity had increased to 6000 kW and afterward
another 8400 kW was added.” In early 1903, however, the fast-growing CMP expected to
need an additional 18,000 kW within a few years. The current location, right in the city
center, had limited room for such a substantial expansion. Based on these two facts,
Empain’s French holding Parisienne Electrique decided to change its strategy.”” By
establishing the stand-alone Société d’Electricité de Paris (SEP), the Parisienne Electrique split
off the production of electricity from the transport companies. An independent
specialized firm such as the SEP could produce at a much larger scale and conclude
contracts with both the Métropolitain and other industrial customers such as tramway
companies (e.g. Cie des Tramways électriques Nord-Parisiens from 1907) and factories.

% The CMT pursued the same strategy all over Eastern Europe, for instance in Belgrade where lighting accounted
for half of the revenue. see Brion and Moreau, Tractebel, 128.

¢ “De la vente de 'énergie électrique,” Revue Industrielle, 13 Feb 1909; Lanthier, “Stratégies,” 242.

7 Lanthier, “Constructions,” 151,

' Suzor, Empain en France, 161.

72 Meeting of 1 Apr 1903, Parisienne Electrique, Minutes of the Board of directors, SPIE.
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Between 1903 and 1905, the SEP constructed one of the most modern power stations in
the world and the largest of France.” From the start, the station counted 4 turbines of
5000 to 6000 kW each, instead of the usual 1000 kw. Situated on large terrains near the
Seine in Saint-Denis, the northern banlieue, the SEP had many possibilities to expand. The
initial capacity was 24,000 kW, but by 1914 it had tripled to 72,000 kw.”*

In Belgium, the same evolution towards large-scale multi-purpose power stations took
place, almost simultaneously. In 1901, the most important electroholdings, the Empain
group included, jointly founded the Société intercommunale belge d’électricité (Intercom).
Under the leadership of the SGBEE, Banque de Bruxelles and Paribas, Intercom had to study
the potential of electricity distribution on a regional scale. Instead of supplying one town,
power stations should increasingly supply a wider area via their own distribution
network. This had become possible thanks to recent technological innovations.
Transporting electricity over longer distances was far more efficient at a high voltage and
using alternating current instead of direct current. In the region of Charleroi, Intercom
controlled the first company with a regional scope producing alternating current at a
high voltage, the Société d'Electricité du Bassin de Charleroi (est. 1901).”> The Empain group
had a small block of shares in both Intercom and its subsidiary and delegated one of its
executives to both boards of directors.

After 1903, this executive resigned from the board because the Empain group had plans
to produce electricity itself. The new strategy in Paris and the takeover of the Ateliers de
constructions électriques de Charleroi (ACEC) in July 1904 (see below) encouraged Empain to
invest in Belgian power plants too. The new power stations could become the first
customers of ACEC, an electrical engineering company. In the fall of that year, the Empain
group founded the Electricité du Pays de Liége and the Société bruxelloise d’électricité. Together
with the business group of Raoul Warocqué, Empain also set up the Société d’électricité du
Hainaut and took over the Compagnie d’Electricité de Seraing.”®

On the eve of the Great War, the Empain group had become a major player on the
Belgian and French electricity market. In Belgium, the cooperation of the Belgian holding
companies in the early 1900s had made way for fierce competition. The group of SGBEE-

7 Alain Beltran, La ville-Lumiére et la fée électricité: Service public et entreprises privées: L'énergie electrique dans la région
parisienne (Paris: Rive droite, 2002), 355-60.

7 “Parisienne Electrique: Rapport du CA a I’AGO,” Supplément MIM, 30 May 1905; Suzor, Empain en France, 204;
Henri Vigneron, La science et 'industrie en 1913 (Paris: L. Geisler, 1914); Beltran, Ville-Lumiére.

7> Hausman, Hertner, and Wilkins, Global Electrification, 14; Brion and Moreau, Tractebel, 145.

76 Gaston Vandewalle, “De rol van de openbare en privé-sektor in de produktie en distributie van elektriciteit in
Belgié sedert het begin van de 20e eeuw tot heden,” Driemaandelijks tijdschrift van het Gemeentekrediet van Belgié,
no. 139 (1982): 48; “Société d’Electricité du Pays de Liége: Constitution,” no. 5086, AMB, 21 Oct 1904; “Société
bruxelloise d’électricité: Constitution,” no. 56, AMB, 4 Jan 1905; “Electricité du Hainaut: Constitution,” no. 4490,
AMB, 10 Sep 1904.
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Intercom and the Société Générale de Belgique were its most important competitors. Intercom
controlled electricity companies in the provinces of Hainaut (Bassin de Charleroi, 1901,
Borinage, 1903), Brabant (Louvain, 1908) Antwerp (Nord de la Belgique, 1909), Liége (Est de la
Belgique, 1910) and West Flanders (Ouest de la Belgique, 1911). The Société Générale followed
by constructing large units in Antwerp (1905) and East Flanders (1911).”

Table 4 Electricity production in Belgium before Ww17

Producer Installed capacity Production
(1000 kW, 1914)  (million kWh, 1913)

Empain group (total) 49 57
Bruxelloise d’électricité 10 7.5
Electricité du Pays de Liége 12 14
Gaz et Electricité du Hainaut 205 355
Cdf élec. Ostende-Blankenberghe 6 ?
Tramways électriques de Gand 0.6 ?
Other private producers 65 83
Municipal power plants 14 28
Self-producing industry 434 1302
GRAND TOTAL 562 1470

Empain, SGBEE-Intercom and the Société Générale owned the largest power stations in
Belgium. The Empain group alone controlled 48,500 kW or 40% of the total capacity
installed by private producers (see Table 4). Similarly, it had a share of over 40% in the
market of private electricity production. To whom did the Empain group sell their
product? Evidently, the group’s tramway companies became privileged clients.
Technological innovation, however, had realized a whole set of new applications for
electricity in industry and even households. Due to the large-scale power stations, the
price in Belgium also dropped from 0.4 franc to 0.14 franc per kWh between 1904 and
1914. This resulted in a steeply rising demand.” The Belgian private suppliers responded
by multiplying the production from 3.2 million kWh in 1904 to 140 million kWh ten years
later.®® However, from Table 4 we can also conclude that this market could have been
much bigger. The majority of industrial firms produced their energy themselves. The
heavy industry such as mining and metallurgy particularly needed a very large quantity

77 Vandewalle, “Rol,” 47-50.

78 Source: For Empain companies: Annual reports & Recueil Financier 1904-1915, for the aggregate numbers:
Ginette Kurgan-Van Hentenryk, “Honderd jaar elektriciteitsdistributie in Belgié,” Elektriciteit, no. 185 (1987): 5.
7 This is related to the price elasticity of demand for electricity. The price of electric power dropped to an extent
that it became an interesting substitute for other sources of energy such as gas.

8 Brion and Moreau, Tractebel, 152.
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of driving power. As private producers could not meet this ever-increasing demand
and/or asked a high price, the industry thus had a good reason to integrate electricity
production and become ‘self-producing’.®*

Table 5 Electricity production by the Empain group in France (1915)*

Producer  Power station Installed capacity Production (million
(1000 kw) kwh, 1913/14)
Empain group (total) 159
CMP Bercy 114
SEP Saint-Denis I 72 145.4%
EGN Jeumont 18.4 28.3%
EGN Lomme 16.5
SNE Chantenay 17.5 14.6%
SERVA Valenciennes 20
TELB Lille 3.5
Other thermic power producers 384
Hydroelectric power producers 368
GRAND TOTAL 911 1800

The French electricity market before the First World War was different from the Belgian
one, although the heavy industry in France also largely produced its own electricity.?
Despite the potential size of the market, the French total production was only 22% bigger
than the Belgian (see Table 5). This is the result of the relatively slow development of
electricity in France. Compared to Belgium, the French market was not mature at all: for
the year 1913 the per capita production was about 43 kWh per Frenchman as opposed to
192 kWh for a Belgian inhabitant.*” A distinguishing characteristic of France is also the
importance of hydroelectric power. As mentioned before, Empain did not invest in this

81 M. De Schampheleire, “De elektriciteitsvoorziening,” in Industriéle revoluties in de provincie Antwerpen, ed.
Roland Baetens (Antwerp: Standaard, 1984), 425; Steven De Jonge, “De elektriciteitssektor in Belgié: Van
gemeentelijk tot partikulier monopolie ? De totstandkoming van de wet op de elektriciteitsvoorziening van 10
maart 1925,” BTNG-RBHC 16, no. 3-4 (1985): 360-61.

8 For France, the national figures are probably large underestimates, for they only include large producers.
They should be used cautiously but remain useful to discern specific trends. Adapted from Suzor, Empain en
France, 204; Frangois Caron et al., Histoire générale de Uélectricité en France, vol. 1: Espoirs et conquétes 1881-1918
(Paris: Fayard, 1991), 626.

83 “La Société d’Electricité de Paris,” Le Monde Illustré, 11 Mar 1922.

8 “L 3 Société Electricité et Gaz du Nord,” Le Monde Illustré, 24 Jun 1922.

8 René Brion, “Le contrdle par les holdings électriques belges de la Compagnie Auxiliaire d’Electricité de
Nantes,” in Electricité et électrification dans le monde: Actes du deuxiéme colloque international d’histoire de Uélectricité,
ed. Monique Trédé (Paris: Presses Universitaires de France, 1992), 329.

8 Lanthier, “Constructions,” 231-32.

8 Own calculations based on Table 4 and Table 5
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type of power generation, concentrated in the southeast of the country. Nevertheless, the
business group occupied a strong position in the national market and especially among
the thermic power producers. It controlled 17% of total installed capacity and even 29%
of the total capacity of thermic power stations.

The diversification of the Empain group into gas was a way of breaking open the
market of lighting and power. Due to the backward integration of the Empain group of
electric power supply, it had entered the rather closed energy market. In Belgium and
France, the gas industry closely and critically watched the expansion of electricity. This
is because electricity is a substitute good of gas. For a very long time, the gas producers
had dominated this sector. Especially in Belgium and Northern France, gas companies had
been supplying cities, industry and households since the 1860s for lighting and power.
Different from natural gas, the ‘coal gas’ or ‘town gas’ was produced by heating coal in a
vacuum and then distributed to households and factories. The vested interests of the gas
industry felt threatened by the arrival of electricity producers and tried to stop them at
any cost. Many of the companies possessed profitable gas factories and lighting
concessions. Their long-term monopolies and distribution rights hampered the
development of electricity production in the same region. Therefore, the Belgian and
French electroholdings pursued a diversification strategy via two methods: acquisitions
and mergers. One the one hand, they could take over the gas factories and concessions to
make sure that competition would not oppose the expansion of their electricity business.
This is what the Ateliers de constructions électriques du Nord et de I'Est (ACENE) has done in
the area around Jeumont, where she wanted to sell the surplus production of its power
station. Because the sale of both electricity and gas kept increasing, ACENE split off these
activities and transferred it to a new firm, the Electricité et Gaz du Nord (EGN, est. 1910).%
On the other hand, the electroholdings could ask gas holding companies to join their
electricity business. On several occasions, the gas companies welcomed this opportunity
that allowed them to diversify their interests.*

The Empain group made its first steps in the gas industry by pursuing an acquisition
strategy. In 1904, it had already founded a first electricity company in Hainaut, together
with the local captain of industry Raoul Warocqué (Electricité du Hainaut). This formed the
basis of an intense collaboration between both business groups. Warocqué was a very
prominent owner of coal mines and, to a lesser extent, power stations in the province of

8 “Ateliers de construction du Nord et de I'Est,” Le Capitaliste : journal de la banque parisienne, 16 Jun 1910.
% Serge Paquier and Jean-Pierre Williot, L'industrie du gaz en Europe aux XIXe-XXe siécles: L'innovation entre marchés
privés et collectivités publiques, vol. 20 (Brussels: Peter Lang, 2005), 56.
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Hainaut.”® In order to allow their joint venture to expand, in November 1905, the Empain
group proposed Warocqué to jointly acquire all gas factories and concessions from the
Société d’Eclairage du Centre and bring them into their Electricité du Hainaut.”* As a result,
the energy company changed its name to Gaz et Electricité du Hainaut. Instead of competing
with the local historical gas company Eclairage du Centre, Empain and Warocqué preferred
to start producing city gas themselves. As a coal mine owner, both the gas and electricity
business could mean a lot for Warocqué. On the one hand, Warocqué could lay his hands
on cheap coal, the raw material necessary to produce the town gas. On the other hand,
these coal mines needed the electricity produced by the Gaz et Electricité du Hainaut,
because the extraction process required a lot of power.

A few years later, the Empain group pursued the strategy of merging with gas
competitors by founding two joint ventures with the Compagnie générale pour l'éclairage et
le chauffage par le gaz. In both cases, Empain threatened to start supplying electricity on a
large scale in the Belgian-French border region where the gas company had old lighting
concessions. The two groups preferred cooperation over competition, resulting in the
establishment of the Eclairage, chauffage et force motrice de Tournai et extensions (est. 1910)
and the Société d'Electricité de la région de Valenciennes-Anzin (SERVA, est. 1913),”

However, the expansion into the gas industry was not merely a way of limiting the
competition for electricity production. The Empain group still believed in the potential
of gas as an energy source. The gas sector continued growing, as more and more
municipalities granted concessions.”® Empain’s gas companies tried to keep pace with the
growing demand and increase output. The EGN explicitly pursued a strategy of expansion
and technical innovation. By unifying independent gas factories and centralizing the
management, the company wanted to create economies of scale. In Belgium too, the
production sites generally became more powerful.”* However, the production figures of
the Gaz et Electricité du Hainaut put the growth of gas in perspective. Whereas its sales of

% Warocqué controlled the Compagnie auxiliaire d’électricité. Marcus Wunderlee, “Raoul Warocqué,” in Dictionnaire
des patrons en Belgique: les hommes, les entreprises, les réseaux, ed. Ginette Kurgan-Van Hentenryk, Serge Jaumain,
and Valérie Montens (Brussels: De Boeck Université, 1996); Recueil Financier, 1907; Vandewalle, “Rol.”

°! At the same time, the Empain holding Railways&Electricité took directly control of Eclairage du Centre, as the gas
company faced financial difficulties. Ed. Empain to Raoul Warocqué, 15 Nov 1905, Archives de la famille Warocqué,
205F, MRM; “Eclairage du Centre,” L'Indépendance Belge, 15 Jan 1906.

% Jean-Louis Moreau, “Investissements transfrontaliers dans le secteur du gaz: Les destins croisés de deux
compagnies en France et en Belgique aux XIXe et XXe siécles,” Revue du Nord 387, no. 4 (2010): 944.

% Between 1885 and 1912, the number of municipalities with a gas concession had increased from 115 to 368.
Franz Dethier, Aspects économiques de l'industrie du gaz en Belgique (Brussels: Van Ruys, 1950), 84.

* Meeting of 19 Dec 1911, Electricité et Gaz du Nord, Minutes of the Board of directors, Ex-Sociétés: EGN, 756628,
EDF; Brion and Moreau, Tractebel, 90.
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gas witnessed an increase of 62% from 6.8 million m? to 11 million m* between 1904 and
1913, electricity augmented with an incredible 2450% between 1907 and 1913.%

still following the same reasoning of securing important inputs, the Empain group
attempted to integrate the extraction of coal. Given its electricity production and many
railroads with steam engine locomotives, the Empain group had grown into a very large
consumer of fuel. Apart from the hydroelectric power station supplying the Tramways et
éclairage électriques de Damas, all production units were coal-fired power plants.’® The
choice for coal-fired power stations was a deliberate one. The Empain group very much
appreciated the stability of their production. Provided that they had a continuous supply
of coal, these conventional thermic power stations could quickly respond to fluctuations
in demand. In 1913, EGN had considered buying a large volume of power from a
hydropower plant on the Rhdne. The instability of hydroelectric power production was
the main reason why the board of directors abandoned the plan.”” Indeed, hydropower
was influenced by natural circumstances, but could produce very cheap on some
occasions. In contrast, the profit margins of conventional thermic power stations heavily
depended on the price of coal. The SEP, the largest of them, consumed no less than 200,000
tons of coal per year.”®

A potential next step in backward vertical integration was therefore to secure a cheap
and stable supply of fuel. Before the First World War, the Empain group controlled several
companies situated in the mining districts in Hainaut. When in 1912 optimistic reports
appeared about potential ramifications of coal deposits at the French side of the border,
the Empain group saw its chance. The EGN, together with ACENE, ACEC and Gaz et Electricité
du Hainaut, made drillings in the area around La Longueville at the French-Belgian border.
Edouard Empain had bought hundreds of hectares of land to develop a huge rolling stock
manufacturer there, as will be explained below. He hoped that this new company could
exploit the mines as soon as important coal stocks had been found. However, the war
stopped the digging before the engineers had reached the layers estimated to be at a
depth of 800 m. The Empain group did not resume the digging after the war.” The
question remains to what extent this diversification should be taken seriously. Whereas
the lack of supply underlay the other backward integration plans, coal mining was a big

% Recueil Financier, 1915, 638.

% Brion and Moreau, Tractebel, 133.

7 Meeting of 24 Jan 1913, Electricité et Gaz du Nord, Minutes of the Board of directors, 756628, EDF.
% “T a2 Société d’Electricité de Paris,” Le Monde Illustré, 11 Mar 1922.

% “Sondages a la frontiére franco-belge,” Journal de Charleroi, 14 Feb 1913; Meeting of 26 Dec 1913, Electricité et
Gaz du Nord, Minutes of the Shareholders Meetings, Ex-Sociétés: EGN, 756628, EDF; “ACEC: Rapport du CA a
I’AGO,” MIM, 30 Apr 1914; “ACENE: Rapport du CA a ’AGO,” Supplément MIM, 27 May 1914; Valeurs nouvelles:
Société des Forges et ateliers de la Longueville, 18 Jul 1914, France économique et financiére, 65AQK274, ANMT;
Suzor, Empain en France.
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market in Belgium. In the past, coal was widely available at competitive prices. Only in
1910 did the national consumption exceed the national production and had coal to be
imported.'® Although this trend continued in the next years, it is difficult to imagine that
the Empain group could have immediately responded to the increasing demand. If it had
found coal, it is unlikely that it could have extracted it cost-effectively from the start.

2.4 Becoming its own manufacturer (1904-...)

As discussed in the previous sections, the business model of the Empain group in the first
decades was constructing and operating railroads and tramways. With the wave of
electrification from 1895, the holding companies also started to construct power stations
and electrify urban transport. In this position as an operator and general contractor, the
business group had to acquire manufactured goods such as rolling stock, rails, electric
locomotives, cables and turbines from external producers. In sum, it found itself at the
end of the production chain. Historically, the Empain group even owed its existence to
the position of equipment buyer. Its long-standing intimate relationship with the
manufacturing industry (La Métallurgique) had confined the Empain group to the role of
railroad operator. For a very long-time, Empain saw no need or possibility to diversify to
manufacturing. However, after the turn of the century, the electric revolution and the
long economic boom incited the Empain group to break free and become its own supplier
in a specific range of products. These supplies could be split into two categories: electrical
equipment in the first place and railway equipment in the second place. They are both
discussed in the following paragraphs.

Firstly, electrical equipment was a product of the Second Industrial Revolution and
belonged to a different universe than that of the typical steam-powered railways.
Electrical manufacturing only became a considerable market in the 1890s. By then,
several branches of industry had discovered the various applications of electricity. The
electric revolution also affected the customer-supplier relationship with La Métallurgique,
because of the radically different technology. La Métallurgique was specialized in steam
locomotives and not at all in electric traction. However, the manufacturer and Empain
had jointly tried to get a foothold in the sector of electrical engineering at an early

10 paul L. Michotte, “L’industrie Belge du charbon,” Annales de géographie 38, no. 211 (1929): 50.
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stage.'™ Previous histories of the Empain group have totally neglected this attempt. In
1882, when the commercialization of electricity was still in its infancy, board members
and managers of La Métallurgique established the Walter Electric Company. This was a small
joint venture with the American inventor Hugo Walter to exploit his patents outside
North America. Walter’s inventions of most interest to La Métallurgique were an
electromagnetic brake and an electric engine for the traction of tramcars. Walter signed
a contract to supervise the testing and production of the breaks in Brussels. Soon after
Walter’s arrival, he successfully tested the new type of brakes at the tracks of Empain’s
Valenciennes-Anzin company.'*> However, Empain and his partners clearly were hoping for
more. By having Walter work for them for several years, they wanted to profit from
possible future inventions. Yet, the only traces of new inventions are the filing of two
patents. First, Walter filed an improvement of his patented electric motor. Together with
Empain, he filed a second patent in Belgium and France on improvements of the light
bulb.'”® After two years, he returned to the United States. Walter’s innovations came too
early, as it was not yet possible to produce and sell them on a large scale. As the ambitions
had failed to materialize, Empain finally dissolved the company in 1891.'*

If La Métallurgique had successfully innovated in the 1880s, the Empain group would not
have been forced to turn to other manufacturers to supply electric equipment. Now, it
had to hire specialized electrical engineering companies to electrify its tramway lines. In
Cairo, the Union Electricitdts-Gesellschaft (UEG) constructed the group’s first power station
(1894).1° The Belgian manufacturer E&H was commissioned for the electrification of the
Bruxelles-Ixelles-Boendael tramway (1896), whereas Siemens & Halske installed the group’s
first Russian power station in Astrakhan (1899).° Afterward, the Tramways d’Astrakhan
ordered its first electric locomotive engines at E&H.'” Even when the group’s holding
company Russe-francaise itself took charge of the construction of the SEP’s generation
station in 1903, it still had to order the turbines at an external company. The turbines

11 Empain was closely involved. The company established its headquarters in the buildings of the Empain group.
At the moment of dissolution, Empain was the largest shareholder. “Walter Electric Company: Nomination des
administrateurs,” no. 1853, AMB, 16 Nov 1882; “Liste des membres fondateurs,” Bulletin de la Société belge
d’Electriciens 1 (1884); “Walter Electric Company: Dissolution,” no. 1275, AMB, 28 May 1891.

192 Urbin, Siécle, 39.

1% Belgian patent granted to Hugo Walter, 7 Mar 1883, Brevets d'invention, 60672, ARA2; Belgian patent granted
to Edouard Empain and Hugo Walter, 31 Mar 1883, Brevets d’invention, 60756, ARA2.

104 “Walter Electric Company: Dissolution,” no. 1275, AMB, 28 May 1891.

105 Meeting of 13 Nov 1896, Tramways du Caire, Minutes of the Board of directors, Electrobel,130/5775, ARA2.
1% Jacqueline Looze, “Julien Dulait et ses entreprises (1878 - 1926)” (Unpublished MA Thesis, Université Libre de
Bruxelles, 1971), 35; Meeting of 20 Apr 1899, Tramways d’Astrakhan, Minutes of the Board of directors, Archives
of the Empain group, HA.02.01.314, KMMA.

197 Meeting of 28 Jan 1901, Tramways d’Astrakhan, Minutes of the Board of directors, HA.02.01.314, KMMA.
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were constructed by the French subsidiary of the Swiss multinational Brown-Boveri with
its own patented technology.'®®

Along with the expansion of electricity as the energy source of the future for lighting,
traction and power other machines, the demand for electrical equipment was growing
quickly. Empain must have jealously observed the large German and American electrical
engineering companies conquering the market. According to Global Electrification, in
business history most equipment suppliers including AEG, Westinghouse, Siemens and
General Electric became electric utility operators. The common rationale for suppliers to
construct and sometimes operate so-called “manufacturer’s satellites” was twofold. First,
they could increase sales volumes, because the electric utility needed to buy power
equipment. Second, the establishment of a power station led to the spread of electricity
in that region. It created a new market of electricity consumers buying electric
machinery. These equipment suppliers were looking for short-term profits derived from
manufacturing, i.e. Unternehmergeschift, instead of making profit in the long run by
operating the utility. They could not afford to tie up a significant amount of capital for
decades. Therefore, most manufacturers loosened the ownership ties after the utility was
up and running. Anyhow, these utility companies often remained captive customers due
to the specificity of the equipment used for the construction. The utilities depended on
the patented technology of the electrical engineering companies. In consequence, these
could continue to sell their products at a very high margin.'®

Part of the literature confusingly assimilates the diversification strategy of the Empain
group to the German electroholdings. It would take minority stakes in foreign electric
tramway companies to sell its electrical equipment.'® However, it is rather the contrary.
The Empain group had been a utility operator for decades. Its business strategy was more
similar to the one adopted by banks and financial holding companies. They made long-
term investments aiming at sustained returns in the long run. Since 1894, the Empain
group had increasingly invested in electric transport and power stations. Probably,
Empain could not stand to watch the high profits flow away to the manufacturers.
Perhaps he would have accepted it if it were La Métallurgique, but not the competing
electrical engineering multinationals.

Similar to the integrated electroholdings, Empain aimed to create lucrative synergies
between construction, operation and manufacturing. This backward vertical integration
from operator to manufacturer was rather unconventional. The Empain group moved in
the opposite direction of what was typical behavior according to Global electrification. The
Empain group was an operator of electric utilities starting to manufacture for its own use.

198 Lanthier, “Stratégies,” 242.
1% Hausman, Hertner, and Wilkins, Global Electrification, 42-45.
110 Hennart, “Transaction-Cost,” 72.
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Unlike the electrical engineering companies, Empain simultaneously had the ambition
and the ability to tie up capital for a longer period and keep managing the operating
companies.

So where and how did Empain become its own supplier of electrical equipment? In
1904, Empain seized an opportunity to take over a large production facility in Charleroi
(Belgium) with a branch in Jeumont, right across the French border. It could perfectly
supply Belgium and France, the two markets were most of the group’s electric utilities
were situated. However, the Belgian market was very competitive. The German electrical
companies such as AEG and Siemens occupied a very strong position. Due to their
connections with German big banks, they could offer very generous terms of payment
and low prices. In contrast, Belgian electrical firms were small and traditionally managed
and could hardly win this price war.""! To do so, the Belgian electrical industry needed
massive capital investments. However, until 1914 the Empain group was the only large
Belgian financial group to massively invest in the sector. Some other very important
holding companies such as Sofina, SGBEE and the Chemins de fer économiques had strong ties
with the German industry and were less keen to follow Empain’s example.'*?

To be able to successfully compete with the established foreign manufacturers, Empain
needed to produce on a large scale from the start. This became possible in the spring of
1904. One of Belgium’s leading electrical manufacturers, E&H, had gotten in a difficult
financial position due to overstretched ambitions in Russia. The Empain group, which had
been a regular customer of E&H, took over the ailing firm at a bargain and turned it into
a new company, ACEC. The former owner Julien Dulait had opened an additional large
workshop in Jeumont a few years ago to circumvent French import taxes and supply the
French market directly. As mentioned, for Empain this French embeddedness was an
incredible asset.'"?

To give both workshops the chance to reach a critical scale, Empain provided ACEC
with sufficient capital and leased the Jeumont factory to the Parisienne Electrique. Under
Parisian management, the Jeumont branch grew rapidly, thanks to many orders from
French and foreign customers outside the group. This motivated the Empain group to
split off the Jeumont factory entirely and establish it as an independent firm in 1906.
Empain predicted a bright future for ACENE, for the company was provided with a capital

1 G, Gillon, La renaissance économique de la Belgique: Fascicule XI : Les industries électriques (Brussels: Goemaere,
1919); Frangoise Nollet, “La trajectoire économique d’une entreprise wallonne: les A.C.E.C.” (Unpublished MA
Thesis, Université Libre de Bruxelles, 1995), 31; ACEC: Rapport du CA a I’AGO, 26 Apr 1906, Crédit Lyonnais, DEEF
41146, CA-CL.

112 Charlent et al., Origines, I-12; Brion and Moreau, Tractebel, 28-30.

113 “Ateliers de constructions électriques de Charleroi: Statuts,” no. 3899, AMB, 22 Jul 1904; Loic Dupont and
Pierre Jouret, Jeumont, un parcours centenaire (1898-1998) (Jeumont: Jeumont Industrie, 1998), 7-9.
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of 20 million francs. At the same time, its older sister company ACEC had only 5 million
francs share capital. However, they cooperated rather closely, certainly in the early
years.'* ACEC and Parisienne Electrique had signed an agreement in 1904 which reserved
the French market for the Jeumont workshops and the Belgian market for ACEC. The
profits from orders from third countries were shared."™ In later years, ACEC still
particularly supplied the Belgian market as well as Belgian firms abroad."'® ACENE’s main
market was France, but it also exported a lot. Large orders were often shared, for instance
the installation of a high-voltage cable of 30 km."” Although they were primarily
manufacturers, ACEC and ACENE also had to provide an integrated installation service.
Many public administrations put out the electrification of their territory via a call for
tenders. By this means, foreign manufacturers tried to increase their sales. Winning a
tender was another way of ACEC and ACENE to face the competition.'

Their research and development departments (R&D) also shared personnel and
studies.'® Neither firm invested massively in R&D. They completed their own patents on
alternators, a three-phase motor, pumps and hoists with purchased technology. By
acquiring specific patents, ACEC and ACENE could specialize in particular domains such as
electric machines for mines (Ilgner), pumps (Rateau) and electric traction (the multiple-
unit train control system of Sprague). If they did not possess the necessary technology,
they were not afraid to cooperate with other firms that were technically more
advanced.'”®

In their expansion, both ACEC and ACENE aspired to the model of AEG in Germany. The
directors justified their investment plans in the communication to the shareholders. The
major investments had to transform ACEC and ACENE into a “complete and autonomous
industrial complex comparable to similar large organizations abroad.”'* Most of the

4 From the start, ACEC and ACENE also had two board members in common. The chairman of ACENE Roch
Boulvin and the managing director of ACEC Georges Theunis were both key figures in the Empain group. Recueil
Financier, 1908; Recueil Financier, 1915.

15 Meeting of 19 Apr 1905, Parisienne Electrique, Minutes of the Board of directors, SPIE.

16 “P’industrie électrique en Belgique,” Lloyd anversois, 11 Dec 1918.

17 ACEC: Rapport du CA a’AGO, 29 Apr 1909, Crédit Lyonnais, DEEF 41146, CA-CL; “ACENE: Rapport du CA aI’AGO,”
L’Information, 11 May 1909.

118 See also: Lanthier, “Stratégies,” 244.

19 Meeting of 19 Apr 1905, Parisienne Electrique, Minutes of the Board of directors, SPIE.See also Dupont and
Jouret, Jeumont, 18.

120 11 1905, the French holding company Parisienne Electrique even acquired the Société francaise Sprague, that
owned the licenses for inventions of the American in France and continental Europe. Meetings of 3 Jan & 4 Feb
1905, Parisienne Electrique, Minutes of the Board of directors, SPIE; “Parisienne Electrique: Rapport du CA
présenté a ’AGO,” Supplément MIM, 30 May 1906; see also Lanthier, “Constructions,” 483-84.

2 “un ensemble industriel complet et autonome comparable aux grands organismes similaires étrangers”,
ACEC: Rapport du CA a I’AGO, 27 Apr 1911, Crédit Lyonnais, DEEF 41146, CA-CL.
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capital was invested in top-notch machinery and additional specialized workshops.
Gradually, both firms depended less on suppliers of finished products by integrating parts
of the production process. First of all, ACENE added a cable works in 1907, including a
copper wire drawing works. As Belgium did not have any of that kind, ACENE could supply
both the French and Belgian markets. Because of the proximity to the Belgian border and
the many Belgian clients within the business group, ACENE managed to stand up to the
strong German competition in Belgium.'® In 1910-11, ACEC also built a cable and copper
wire works, taking over ACENE’s market share. Both cable works also included a plant for
tubes and insulating material as well as a rolling mill that all produced cable
components.'”® Because the irregular supply of metals delayed production, ACENE, and
later ACEC, integrated a bronze and iron smelting facility. ACENE quickly started smelting
steel too. They produced the metals for internal demand, i.e. the manufacturing of
electrical equipment, but not exclusively.

Within a decade, the two electrical equipment manufacturers of the Empain group
grew into the largest in Belgium and France in their specific sector. In that period of time,
the turnover had increased fivefold to 25 million francs for ACEC and 28 million francs for
ACENE in 1913."** The number of workers was comparable too. On the eve of the First
World War, ACEC employed nearly 3000 persons, including some 500 engineers and office
workers. ACENE employed 2200 blue collar workers. This may seem a lot, but it is nothing
compared to the German industrial giants. In the same year, AEG and Siemens both had a
turnover of over 500 million francs and a workforce of at least 60,000 persons.'* Yet, ACEC
had become the largest manufacturer in Belgium and twice as large as the second largest,
the Compagnie internationale d’Electricité from Lieége. ACENE had also conquered a place
among the most important electric manufacturers in France such as Thomson-Houston and
Schneider et Cie.'*

What can explain the steady growth of both manufacturers? Lanthier advances some
arguments in his thesis chapter on ACENE. Most of them also hold true for ACEC. First of
all, both firms could skip the difficult start-up phase typical for industrial enterprises,
thanks to the abundant orders they receive from companies within the Empain group.

122 Before 1907, Germany dominated the Belgian market for cables. “Belgische Elektrizitdtsindustrie,” Berliner
Tageblatt, 24 Jun 1906.

123 “Les ACEC avant, pendant et apres la guerre,” A.C.E.C. Revue, no. 1-2 (1922): 21.

124 “ACEC: Rapport du CA a I’AGO,” MIM, 30 Apr 1914; “ACENE: Rapport du CA a I’AGO,” Supplément MIM, 27 May
1914.

125 “Les ACEC avant, pendant et apres la guerre,” 2; Dupont and Jouret, Jeumont, 19. For AEG and Siemens figures,
see Toru Takenaka, “Siemens in Japan: von der Landesdffnung bis zum Ersten Weltkrieg,” Zeitschrift fiir
Unternehmensgeschichte, no. 91 (Suppl.) (1996): 35.

1261n 1913, CIE employed some 1000 workers. “La situation des établissements industriels de Liége,” La Meuse, 14
Mar 1913; Lanthier, “Constructions,” 485.
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Urban transport firms and electricity producers such as the CMP, SEP and Tramways du
Caire —the clientéle captive in Lanthier’s words- massively ordered engines and turbo-
alternators. However, tramway companies from France and the UK, Belgian coal mines
were also important customers. Due to the wave of electrification, ACEC and ACENE could
profit from the rising demand for power cables. For instance, ACENE supplied all the
cables of the Métro for 15 years. Secondly, the manufacturer’s embeddedness in the
business group guaranteed a stable financial situation. Through several capital increases,
the group had invested over 90 million francs in the two factories.”” These were
continuously expanded and equipped with top-notch machines. That way, they could
easily keep ahead of the increasing demand. On the other hand, they could freely
determine the range of products, as they were not bound to specific important patents.
Thanks to this technological flexibility, they specialized in all equipment for electric
traction and electricity production. Both factories were very well situated and directly
connected to the river Sambre and the railroad. ACEC and ACENE were each close to the
French-Belgian border and could easily serve the core markets. According to Lanthier,
ACENE profited from the cheap Belgian workforce that was better skilled than most
French workers. However, these factors were not sufficient to prosper in a competitive
market. ACEC and ACENE managed to develop a vertically integrated and large-scale
production capacity before most of their competitors did.'*

As mentioned above, the integration of electrical manufacturing was a first step to
loosen the relationship with La Métallurgique. Subsequently, the Empain group distanced
itself more radically from its original supplier network. The establishment of ACEC and
ACENE had been a necessity, because its partner had failed to evolve. Yet, in the early
1910s Empain decided to partially internalize the production of rolling stock and railway
equipment. This announced the end of a privileged partnership of 30 years with La
Métallurgique. Whereas electrical equipment was a product belonging to the Second
Industrial Revolution, Empain now decided to compete with them in their own market.
Rolling stock and railway material had a long tradition in Belgium and France. Since the
First Industrial Revolution, its production was closely connected to the coal and steel
industry and had occupied an important position in the economy. However, Empain had
noticed that the market for locomotive production was booming. One historian speaks of
the “nine years of euphoria” (1905-1914)." The French and Belgian manufacturers even
experienced difficulties to cope with the increasing demand. Empain wanted to fill this

127 “ACEC: Rapport du CA a I’AGO,” MIM, 30 Apr 1914; “ACENE: Rapport du CA a ’AGO,” Supplément MIM, 27 May
1914; Lanthier, “Constructions,” 479-85.

128 Lanthier, “Constructions,” 479-85.

12 Michael S. Smith, “Putting France in the Chandlerian Framework: France’s 100 Largest Industrial Firms in
1913,” Business History Review 72, no. 1 (1998): 81.
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void by starting to produce rolling stock, especially in steel. To this end, he acquired large
forested terrains in 1911, expanded to 375 hectares in 1913. The land was situated on the
southern side of the French-Belgian border in Feignies.”® By 1914, Empain had
transferred the properties to the new Forges et Ateliers de la Longueville (la Longueville) and
the factories had been finished. These included a hall to process steel plates and sections,
an assembly hall, a hall to paint and several offices. Besides rolling stock, the factories
could construct other large machines for agriculture, mining and electricity. On the eve
of WW1, the company could start producing. The first orders had been placed. La
Longueville also planned to add a steelworks and blast furnaces. However, the war
obstructed these plans. Nevertheless, la Longueville was another step towards backward
vertical integration. The group increasingly wanted to lay its hands on the whole supply
chain. On the one hand, they tried to extract fuels such as coal, as mentioned above, and
charcoal (in the woods around the workshops). On the other hand, they also intended to
produce steel themselves as raw material for the manufacturing of train cars."

2.5 Hop off in a new city: The development of Heliopolis
(1905-...)

At a time when Edouard Empain headed a large integrated business group active in rail
transport, manufacturing and energy supply, he set himself to an entirely new project:
urban development. Between 1905 and 1929, Empain dedicated a great deal of his time
and energy to the development of Heliopolis, a new town in the desert near Cairo. He
yearly spent several months there for the rest of his life. According to Robert Ilbert, the
authority on the history of Heliopolis, it is hard to explain why Empain all of a sudden
decided to start an urbanistic project in Egypt. In addition, Heliopolis remained almost
totally isolated from the rest of the business empire."* The following paragraphs argue
that this is only partly true. Empain ended up as a real estate developer because he wanted
to produce and sell electricity in the first place.

130 “Forges et Ateliers de la Longueville: Statuts,” no. 1317, AMB, 11 Feb 1920; Forges et ateliers de la Longueville,
9 Sep 1915, Messager de Paris, 65AQK274, ANMT; “Les bois de Laniéres n’appartiennent pas a la Société Krupp,”
Le Matin, 4 Jul 1911,

131 Lanthier, “Constructions,” 489-90.

132 Robert Ilbert, Héliopolis: Le Caire (1905-1922): genése d’une ville (Paris: CNRS, 1981), 8.
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At the turn of the twentieth century, housing prices in the ever-expanding Egyptian
capital were skyrocketing. Many entrepreneurs had transformed into frenetic
speculators, as their previous occupation was much less profitable. In some areas, an
unbuild surface was more expensive than a large city palace in Paris.'** Land speculators
primarily bought large plots directly north of Cairo’s old town, because everybody
believed that the city was to expand in that direction. A few years later, the speculators
hoped to sell the land at a large profit. Many housing projects next to the city center such
as Zamalek and Garden City bet on the very same expansion. Other suburbs had been
developed further away from Cairo and relied on a railway connection with the capital.
In the 1890s Maadi and the spa resort Helwan 15 km more to the south had emerged as
satellite cities along the Nile."**

As the Cairo-Helwan railway was the lifeline of the two suburbs, it drew the attention
of the manager of the group’s Tramways du Caire, who informed Empain in 1904."* By then,
the group had acquired precious expertise in railroad operation and electricity
production and had even tried to electrify long-distance railroads (see Chapter 4 on the
Brussels-Antwerp interurban). In Cairo, Empain was considering doing all three things.
Firstly, he wanted to build a large power station near Cairo to supply electricity to the
entire agglomeration. Secondly, he also intended buying the short Cairo-Helwan and
Cairo-Matarieh railroads. He would electrify them and supply them from the new power
plant. Thirdly and consequently, the Empain group could offer a faster connection with
Cairo to the inhabitants of the suburbs. However, this integrated plan failed as soon as
the competitor Delta Light Railways acquired the railway to Helwan before Empain could
make an interesting bid. Moreover, the Egyptian State refused to sell the Cairo-Matarieh
line.’

If electrifying existing connections to suburbs was not an option anymore, Empain
changed his tack. The new concept consisted of constructing an electric railroad to a new
town, yet to be developed. However, as opposed to Maadi and Helwan, Heliopolis was
much larger and resolutely went against the idea of expansion along the Nile banks.
Empain and his local business partner Boghos Nubar Pacha opted for the creation of a
garden city in the desert northeast of Cairo. Because no one else was interested and
Boghos Nubar had excellent connections, the government sold them 2500 hectares

133 Tlbert, Le Caire, 8.

13 James Moore, “Making Cairo modern? Innovation, urban form and the development of suburbia, c. 1880-
1922,” Urban History 41, no. 1 (2014).

13 Meeting of 28 Sep 1903, Tramways du Caire, Minutes of the Board of directors, 130/5775, ARA2.

1% Maskens (Cairo) to Minister of FA (Brussels), 5 Apr 1905, Eqypte: Correspondance Consulat Général (1901-1909),
AFRI447, BMFA.
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(tripled to 7500 hectares in 1910) at a ridiculously low price.”” While terrains in the most
distant outskirts of Cairo were sold at 1 £.E. per m?, they paid 4200 times less."**

For Empain, the lucrative combination of electrified transport and electricity
production remained the main goal. In the early years of the Heliopolis project, he
confided to the French ambassador in Cairo that the electric railway was “what interested
him the most.””* It yielded a higher and more stable revenue than real estate
development. However, Heliopolis quickly surpassed the power station and the railroad.
It became a Gesammtkunstwerk in which Empain put his vision and creative urge.

Initially, the plan was to construct a city of leisure for the European tourists and the
Cairo elite, as the next section on the Marseille-Alexandria shipping line will also show.
Soon, a gigantic hotel, a race court, a Luna Park and an airfield emerged. After the collapse
of the Egyptian economy in 1907, the Cairo Electric Railways and Heliopolis Oases Company
(HOC) shifted the project’s scope to include residential areas for Egyptians of all classes.
The housing company especially aimed at middle-class citizens working in Cairo that
were looking for an affordable and comfortable place to live. The fares of the electric
railway and tramways were kept low to encourage this. By 1914, the city already housed
5000 inhabitants, but the population multiplied to 24,000 at the end of the 1920s.'*°

So, contrary to the assertion of Ilbert, the origins of Heliopolis were related to the core
business of the Empain group. Only, he had the guts to create a demand for electric
transportation by developing a town in the desert himself. The development of Heliopolis
shows other links with other investments of the group as well. First, the electric railway,
completed by two tramway lines, to the new town perfectly fitted in Cairo’s existing
tramway network, operated by the Empain group. Secondly, obtaining a government
concession and executing public works was Empain’s core business. Of course, the Empain
group had never developed a whole city, including selling land plots and organizing urban
life. However, in the last twenty years, the business group had gained the experience to
construct a power station and grid, streets, sewers, water supply and other infrastructure.
Third, the large scale of these (electric) public utilities provided extra work for the
general contracting services of the group as well as a lot of orders for ACEC and ACENE.
Finally, the pursued strategy did not differ from the general strategy of the group.
Heliopolis was an all-encompassing project in itself, showing the group’s vertical

137 This was larger than the surface area of Paris

138 Converted to Belgian francs, the price they paid was 0.06 francs/m? as opposed to the normal price of 25 4 30
francs/m?. Ilbert, Le Caire, 13.

13 For the same reason, he vainly tried to buy the Helwan railroad a second time in 1914. Defrance (Cairo) to
Jonnart (Paris), 24 Jan 1913, Eqgypte: Etablissements de crédit -Chemins de fer - Mines d’or - Sociétés diverses, B-0031291,
CAEF.

“rlbert, Le Caire, 23.
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integration on a micro-scale. Like for Empain’s other public utility companies, the
massive investments in infrastructure and housing were meant to pay in the long run. It
lasted 10 years before the HOC broke even for the first time. Yet, the long-term profits
were secured considering their monopoly on transportation, water and electricity
distribution in a growing city.'*!

2.6 Chasing other opportunities (1890-...)

It is hard to identify a strategy underlying the investments in sectors other than railways,
electric utilities and manufacturing. The rather modest diversification into agriculture,
water management as well as maritime and bus transport seems to answer a different
logic. The ventures transcend the process of upward vertical integration that
characterizes the history of the business group before the First World War. Instead, they
are the result of an entrepreneurial dynamic not unlike the one discussed in Chapter 1.'*
Empain or other top managers identified promising opportunities, without taking
account of the complementarity of the activities. However, both the core and unrelated
industries still had some features in common. Like in transport, electricity and urban
development, the diversified investment projects were based on government
concessions. Except for agriculture, they also revolved around a specific public service.
They can be divided into two categories according to their relatedness to the group’s core
services and products.

The first category, i.e. related diversification, included businesses that were natural
extensions of existing transport activities. The start-up of bus transport and inland water
transport services was a survival strategy for Empain’s business in Egypt. As a
consequence, they were the initiative of two well-established subsidiaries and as such
strongly embedded in the business group. Both the Chemins de fer de la Basse Egypte and the
Tramways du Caire faced powerful competitors. In the first case, the Basse Egypte needed to
remove a missing link on its main light rail line (Mansurah-Matarieh). The company
wished to link this line with the important import-export harbor of Port Said at the other
side of Lake Menzaleh. After a rejected request to extend the line on a railway

41 Robert Ilbert, “Heliopolis: Colonial enterprise and town planning success,” in The Expanding Metropolis: Coping
with the Urban Growth of Cairo, ed. Ahmet Evin (Singapore: Concept Media, 1984), 42.

142 0n the entrepreneur as opportunity-seeker, judgmental decision-maker and risk-taker, see Mark Casson, The
entrepreneur in history: From medieval merchant to modern business leader (Basingstoke: Palgrave Macmillan, 2013),
23-36.

119



Beyond borders, sectors and classic corporations

embankment, the Basse Egypte was forced to establish a ferry service together with its
biggest competitor. The Menzaleh Canal and Navigation Company (est. 1904) was vital, for it
generated considerable freight traffic for the Basse Egypte railways.'*® In the second case,
the Tramways du Caire was also forced to react on a move of the competition. Although the
company controlled a large flourishing tramway network, other companies in the city
provided transportation services too. The Tramways du Caire largely dominated the
market, as competitors just ran horse-drawn omnibuses. When one of these omnibus
companies started early 1906 to transform its service into autobuses, it threatened to take
a larger market share. The Tramways du Caire had to act quickly and founded The Cairo
Public Motor Car Service. They reluctantly decided to experiment with a service on a few
lines. However, the technology would only become reliable from the 1920s.*** After a bit
more than a year, the monthly loss still amounted to 10,000 francs. Realizing that they
could not organize a profitable service and that the competition ceased to pose a serious
threat, they preferred to cease activities and sell the buses.**

The second category concerned rather unrelated diversification. Empain started early
with a water management business (1.6.1). In the following decades, the entrepreneur
also made excursions into chemicals (1.6.2), agriculture (1.6.3) and steamshipping (1.6.4).
These isolated investments were unknown territory for the Empain group. They
transcended the statutory boundaries the holding companies had set themselves. In
consequence, Empain personally invested in these high-risk enterprises without the
financial backing of the holding companies. Yet, they were part of the ecosystem of the
Empain group and shared directors, personnel and resources with the other Empain
companies. Every investment followed an economic rationale, but for diverse reasons the
Empain group hardly succeeded in transforming them into flourishing businesses.
Probably, the group lacked relevant technical expertise in these unrelated sectors. In
addition, the first three investments took place in Latin America. The continent promised
high returns, but also witnessed periods of political and economic instability.

143 Maskens (Cairo) to Minister of FA (Brussels), 6 Feb 1902, Eqypte: Correspondance Consulat Général (1901-1909),
AFRI1447, BMFA; Maskens (Cairo) to Minister of FA (Brussels), 3 Feb 1904, Egypte: Correspondance Consulat Général
(1901-1909), AFR1447, BMFA.

1 Simultaneously with the experiments in Cairo, the Tramways Bruxellois also briefly tested buses as
remplacement of horse-drawn omnibuses. “De Tramways Bruxellois,”
http://www.zone01.be/bedrijven/portret/tramways-bruxellois; See also Brion and Moreau, Tractebel, 119-20.
5 Meetings of 22 Jan 1906 & 13 Apr 1908, Tramways du Caire, Minutes of the Board of directors, 130/5775, ARA2.
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2.6.1 Water management

In 1890, for the first time ever, Empain diversified away from transportation to water
management through the Cie générale des Eaux de Caracas. Together with his usual business
partners, he acquired the right to construct and operate a whole system of water
distribution and sewers in the Venezuelan capital Caracas. Already present in Venezuela
to construct a railway, Empain could easily reuse its staff and local connections for
another public utility project. Although the equipment had to be ordered in Belgium,
creating a market for befriended companies was not the purpose. There were no ties with
the principal supplier Compagnie générale des Conduites d’Eau in Liege.*® To be sure, the
expected operational profits were very high. Unfortunately, civil war and fierce political
opposition fatally obstructed the development of the Eaux de Caracas. Chapter 6 will go
more into detail on these political aspects.

2.6.2 Natural nitrate

In the wake of the general renewed interest in Latin American markets, Empain added
another sector to its personal investment portfolio: the chemical industry in Chile.
Initially, the Empain group had made a portfolio investment in the Nitrate Railways
Company Ltd, a railroad operator like many others in the group’s portfolio. Being part of
the group’s core business, at later stages other holding companies of the group and
Empain himself took an interest in the share capital. By 1914 the Nitrate Railways had
evolved from portfolio to direct investment, with a combined interest of 20% and 2 out of
8 directors reporting to Empain.'*” All in all, this was just another case of horizontal
integration.

However, the Nitrate Railways did not just transport anything. Their cargo primarily
consisted of nitratine, a mineral that could be used as a fertilizer in agriculture and as a
component of explosives. The natural nitrate mining industry was booming in Chile. The
South American country possessed a worldwide monopoly on the production of nitratine
(aka sodium nitrate). Countries with a large agricultural sector such as France, Germany
and Belgium were important importers.'*® Farmers increasingly discovered the benefits

146 “I a Semaine Financiére,” Le Soir, 16 Jun 1891,

47 Administration et participation a des sociétés, Papiers Georges Theunis, 1 494/3, ARA.

18 D,C.M. Platt, ed. Business Imperialism (1840-1930): An inquiry based on British experience in Latin America (Oxford:
Oxford UP, 1977), 248.
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of mineral fertilizers such as nitratine and superphosphate. In Belgium, the demand for
such fertilizers quadrupled between 1884 and 1914.'*°
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Figure 14  Nitrate price per ton, converted to 1995 US dollar (1880-1930)*°

Empain thus had many reasons to believe in the potential of Chilean nitratine, which
supplied almost 80 percent of the nitrogen used in the world in the 1890s. The Chilean
nitrate industry boomed, but as a consequence of this quasi-monopoly, the sector
frequently faced overproduction crises. As soon as the demand for nitratine in Europe
stagnated, the producers tried to limit the supply. Therefore, they united in syndicates,
the so-called combinacions. Between 1884 and 1909, the syndicates more or less managed
to control prices, albeit for short periods. However, the syndicates could not entirely
break the cyclical behavior of the market and still faced overproduction crises from time
to time (see Fig. 14).°! In 1894-1895, the moment Empain decided to establish a specialized
investment fund, the business cycle had reached a high point. Thanks to an effective
combinacion, the nitrate price stood at its highest point since 1885. The sudden collapse of
the syndicate in April 1894 could have been a warning. However, at the incorporation of
the investment fund Compagnie générale des nitrates, the producers were still optimistic
about restoring the price cartel.’®” The negotiations broke down and the nitrate price
plummeted the years after.””® Until 1914, the industry faced several crises. This resulted
in very poor performance for the Cie générale des nitrates. A lot of financial years had to be

49 “Veldverkenners - Uit de oude doos: Evolutie van onze omgang met mest,”
http://www.veldverkenners.be/uit-de-oude-doos-evolutie-van-onze-omgang-met-mest.

120 adopted from p. 41 of Rolf Liiders and Gert Wagner, “Export tariff, welfare and public finance: Nitrates from
1880 to 1930,” Documento de Trabajo: Instituto de Economia Pontificia Universidad Catélica de Chile, no. 241 (2003),
http://economia.uc.cl/publicacion/export-tariff-welfare-and-public-finance-nitrates-from-1880-to-1930/.

151 De Bacquer, “Belgié,” 34-37.

152 “Compagnie des nitrates,” MIM, 11 Aug 1895.

153 ¢

Compagnie générale des nitrates,” MIM, 8 Dec 1895.
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closed at a loss. By 1903, Edouard Empain had even lost up to 3 million francs. Only from
1910 onwards, the shareholders received a dividend of 2 to 5% because of the steadily
increasing demand on the world market.**

2.6.3 Tropical agriculture

Empain showed an interest in Latin America going beyond the nitrate sector. In 1895,
he also got involved in meat production in Central-West Brazil. The Antwerp businessmen

16, as well as Jules Carlier, had recently acquired a huge

Alexis Mols**® and Auguste Grisar
ranch in the Brazilian province of Mato Grosso. The newly established Compagnie des
Produits Cibils paid the seller, the Uruguayan industrialist Jaime Buxareo Cibils, a large
block of shares. The domain of 750,000 hectares (one quarter of Belgium) was situated
close to Descalvados and housed 175,000 heads of cattle. Previously, Cibils himself had
turned the country estate into a modern-run business with a large abattoir, refrigeration
and electricity.”” The Belgian buyers intensified the production of beef and by-products
even more.

Albeit at a smaller scale, the Produits Cibils were part of a larger trend of
internationalization in the meat industry.””® In response to the growing worldwide
demand for meat products, huge ranches in Uruguay, Argentina, the United States, New
Zealand and Australia had turned to the export market. In 1865, the Liebig’s Extract of
Meat Company started to commercialize meat extract on an industrial scale. In the
following decades, Liebig Co and competitors such as Kemmerich, Maggi and La Plata
Extract of Beef Co shipped their products around the world. Antwerp was a very important
import harbor for meat extract from the Uruguayan and Argentinian ranches.' The first
central depot of the Liebig Co and a meatpacking plant were based in the port. The
merchant families with German roots Osterrieth and Grisar were among the main
financiers of the local Liebig branch. In Belgium, the Produits Cibils had been a famous

154 Recueil Financier, 1915, 554; “M. Edouard Empain contre I’Etoile Coloniale,” Le XXe Siécle, 24 Mar 1903.

155 Director of an Antwerp shipping company, manager of the charted company Anglo-Belgian India Rubber and
Exploration Co. and co-organizer of the Universal Exposition in Antwerp of 1894. Recueil Financier, 1894-1895, 394.
1% Wool merchant, member of a merchant and shipping dynasty established in Antwerp since the beginning of
the 19th century, very active in the import of wool, leather and skins from South America. Agentschap
Onroerend Erfgoed, “Burgerhuis in neorococostijl,” https://id.erfgoed.net/erfgoedobjecten/7241.

157 On Cibils and stock breeding, see: Robert W. Wilcox, Cattle in the Backlands: Mato Grosso and the Evolution of
Ranching in the Brazilian Tropics (Austin: University of Texas Press, 2017), 57-59.

158 For a work of reference, see Richard Perren, Taste, trade and technology: The development of the international meat
industry since 1840 (Aldershot: Ashgate, 2006).

199 Jan Possemiers, “Relaties Belgié-Mexico (1830-1864): Belgische dromen over Mexico,” in De Belgen en Mexico,
ed. Eddy Stols, Avisos de Flandes (Leuven: Leuven UP, 1993), 37.
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brand since the 1880s. Their meat extract, boiled and canned beef sold very well to
European households, but also to hospitals, armies and poorhouses.*®

These circumstances explain why two Antwerp trans-Atlantic merchants had taken
the initiative of the Produits Cibils. Directly involved in the trade that made Antwerp the
sales hub for livestock products from Latin America, they wanted to integrate a Latin
American production facility as a part of the value chain. Meanwhile, Empain was clearly
hoping to get a foothold in Latin America. Knowing that Cibils was eager to cash his
stocks, Mols or Carlier must have introduced him to Empain. The latter took over the
majority of Cibils' interest, becoming the main shareholder of the Produits Cibils. However,
the Empain group never took care of the management. The group of colonial
entrepreneur Albert Thys took control after a few years. Despite their large ambitions,
also in rubber extraction, the Brazilian estate had to be sold in 1911. The output had
remained well below expectations.

2.6.4 Steamshipping

The last business venture of considerable importance that Empain personally
undertook before 1914 concerned a steamshipping line in the Mediterranean. Once more,
this was a completely different and highly competitive market. With very high entry costs
and an oligopoly of large companies, even giants such as J.P. Morgan had failed to enter
the shipping market.’! Yet, Empain’s intentions were clear. In the context of the
development of Heliopolis as a place of leisure for the European and Egyptian elite,
Empain and his partners wanted to attract as many European tourists as possible. The
best way to profit from the rising passenger traffic from Europe to Egypt was by
establishing a proper shipping line. To this end, Empain and British and Egyptian
entrepreneurs founded the Egyptian Mail Steamship Company Ltd (est. 1906).> The company
used almost its entire capital of roughly 17 million francs to order two large passenger
steamers, the “Heliopolis” and “Cairo” of 8 million francs each. From December 1907, the
ships weekly sailed between Marseille and Cairo. Whereas the direct competitors
Norddeutsche Lloyd and Messageries Maritimes needed four and a half days to cross the
Mediterranean, the Egyptian Mail Steamship could do it in three days at an average of 20

160 yyanderverren, “Cibils,” 77.

16 Steven H. Gittelman, J.P. Morgan and the Transportation Kings: the Titanic and other disasters (Lanham: University
Press of America, 2012).

12 They had a small mail contract between Marseille and Alexandria, hence the name. “New Issues: Egyptian
Mail Steamship Company,” Financial Times, 15 Jan 1907; “Flotation of the Egyptian Mail Steamship Company,”
Financial Times, 5 Apr 1911.

124



Escaping steam, embracing electricity

knots.'®® The founders speculated that the reduced travel time and the luxury would
divert many customers from the competition as well as attract additional tourists to
Egypt.

This was a big risk, to say the least. Despite an international advertisement campaign
and a promotional maiden trip, the ticket sales could not cover the substantial
expenses.’® The size, speed and luxury of the ships came at a high price. The investments
were enormous. In addition, an economic crisis broke out in Egypt in 1907, resulting in a
collapse of trade with Europe. Soon, the company got into financial difficulties, as a part
of the shareholders could not meet the board of directors’ demand for extra cash by fully
paying in their shares.’® On top of all that, Empain and his co-founders had
underestimated the resistance of long-established shipping companies. After the winter
season the Egyptian Mail’s competitors united in a cartel and collectively lowered their
fares by 50%.'° Finally, after only 7 months in operation, the company was winded up in
London in July 1908 and the ships were sold.'” The financial disaster hit Empain badly. To
avoid bankruptcy, he even had used his bank to lend extra cash to extend the company
life, but to no avail.’*® The shareholders lost at least 70% of their investment.'*® As the
principal promoter, Empain even suffered a personal loss of more than 6 million francs,
according to an informal note of the Belgian Ministry of Foreign Affairs.'”

2.7 Conclusion

Edouard Empain made his debut as an entrepreneur at a juncture. In 1880, the First
Industrial Revolution was on its last legs, while the technological innovations (steel,

163 As a result, the two ships ranked among the fastest in the world, even two years after they were put into
operation. “Mediterranean Shipping Prospects,” Financial Times, 10 Jun 1907; United States. Department of
Commerce. Bureau of Navigation, Annual Report of the Commissioner of Navigation (U.S. Government Printing
Office, 1910), 105.

164 “Egyptian Mail Steamship Company: Advertisement,” Financial Times, 23 Oct 1907; “Egyptian Mail Steamship
Company: Advertisement,” Le Patriote, 26 Oct 1907; “Egyptian Mail Steamship Company,” La Meuse, 29 Jul 1908.
16 “Egyptian Mail Steamship Company,” Petit Bleu du Matin, 1 Jul 1908.

1 Belgian Minister (Cairo) to Minister of FA (Brussels), 17 Dec 1908, Eqypte: Correspondance Consulat Général (1901-
1909), AFR1447, BMFA.

167 “Egyptian Mail Steamship Company: Proposed Winding Up,” Financial Times, 24 Jun 1908.

198 “Company Mortgages: Egyptian Mail Steamship Company, Ltd.,” Financial Times, 18 May 1908; “Egyptian Mail
Steamship Company,” Financial Times, 13 Jun 1908.

16 Belgian Minister (Cairo) to Minister of FA (Brussels), 17 Dec 1908, AFR1447, BMFA.

17 Internal note of Ministry of FA (Brussels), January 1908, Egypte: Correspondance Consulat Général (1901-1909),

AFRI447, BMFA.
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chemicals, electricity, ...) leading to the Second Industrial Revolution had not yet reached
full maturity. Soon after, the new technological system of electricity radically
transformed entire industries. Empain, however, started doing business in one of the
traditional pillars of the Belgian economy that developed during the industrialization: the
“steam-transport-iron” cluster. A manufacturer of railway equipment launched him as a
light railway entrepreneur in the first place. However, it soon appeared that this intimate
relationship had forced the Empain group in the role of (light) railway operator, at the
end of the value chain of transportation. This business was not so profitable as expected,
although general contracting partly compensated this. In the long run, merely
transporting passengers and freight was not viable. Realizing this in the early 1890s,
Empain pursued two strategies. First, he diversified to unrelated sectors where the
predicted profits were higher. This is why he seized the entrepreneurial opportunities in
the Eaux de Caracas, Produits Cibils and Cie générale des Nitrates.

As a second strategy, having far more important consequences for the evolution of the
business group, Empain invested in urban tramways that could be electrified. The
businessman recognized the transformative power of electricity and that it could be the
energy source of the future. That is the moment when Empain embraced the huge
potential of the innovations of the Second Industrial Revolution, electricity in particular.
The Empain group was not the first nor the only enterprise to understand this. Belgian
holding companies linked to banks and heavy industry had developed horsecar networks
as Unternehmergeschdft, not unlike Empain had constructed light railways to the benefit of
La Métallurgiqgue. These horse-drawn tramway operators welcomed the excellent
performance of electric traction. In this new technological system, there were also new
competitors that Empain had not encountered in light railways. For German and
American electric engineering companies, massive electrification of urban transport was
an opportunity to sell more products. Both the tramway holdings and electric
engineering firms were slightly earlier than the Empain group to start the
transformation. The business group was rather a close follower regarding this process.

However, at least two things make the case of the Empain group exceptional. First of
all, the business group was the only in Belgium who carried through the vertical
integration to such an extent, able to meet its own needs with regard to equipment. The
Empain group was the only Belgian electroholding that controlled a large manufacturing
company (ACEC), capable of competing with foreign manufacturers in Belgium and
abroad. Unlike other Belgian groups, the Empain group had no strong ties to foreign
banks or manufacturers, as will be discussed in Chapter 3. Having remained independent,
the business group could copy the strategy of the electrical engineering companies and
supply its self-created market. However, whereas other manufacturers at most kept a
minority stake in the operating companies they had floated, the Empain group
maintained managerial control. This brings us to the second singularity. Empain
continued to pursue growth in (light) railways. In other words, rather than ‘escaping
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steam’ entirely, the Empain group had adopted a two-pronged strategy. Empain was
standing with one leg in the First Industrial Revolution and with the other in the Second
Industrial Revolution. The Empain group kept expanding its rail networks probably
because it still believed it could make the heavy investments pay off by achieving
economies of scale. In addition, the top management erroneously believed that electricity
would soon revolutionize the railroad sector like it had transformed the tramway
business.

As the Empain group anticipated, or at least capitalized on, the radical electrification,
it shows its remarkable capacity to adapt. Innovation was not only a matter of
Schumpeterian creative destruction, but also of skillful adaptation. By diversifying to
electric tramways, Empain entered a new technological system. The interlinked and
transformative nature of the electrical system provoked a chain reaction of vertical
integration, starting with the production of electricity. As mentioned in the introduction,
new industries were often characterized by a lack of sufficient supply. That was the main
reason why the Empain group had to generate electric power itself. Subsequently, it
pioneered after all by turning this necessity into a new profitable business. Empain used
his abundant financial resources to achieve a competitive advantage based on scale. The
business group was the first in France and Belgium to construct large power stations able
to supply cheap electricity to diverse clients in a wider area. In these two markets, it had
a first-mover advantage.

The innovations of the Second Industrial Revolution - and electricity was no exception
- also gave rise to the birth of certain industries and the relative decline of others. The
strong personal and business connection with La Métallurgique did not survive the
transition. La Métallurgique failed to adapt and remained a classic steam-powered rolling
stock manufacturer. This was an incentive to start manufacturing itself. The manufacture
of electrical equipment was also the most profitable part of the supply chain, requiring
sophisticated innovative technologies. The backward vertical integration did not limit
itself to new industries. In the economic boom before WW1, the increasing demand for
rolling stock and coal triggered the establishment of la Longueville and prospective
drillings respectively.

Eventually, the diversification into gas and urban development also resulted from
Empain’s move into the electric industry. On the one hand, the Empain group started
producing gas wherever the vested interests of the gas industry were threatening the
growth opportunities for electricity production. On the other hand, the town of Heliopolis
was conceived to attract customers that would use the electric utilities controlled by the
Empain group. In the end, both the gas companies and Heliopolis also got their own
independent dynamics.

The economic track of the Empain group sketched above links up with questions
formulated in the previous and next chapters. When combining the spatial and sectoral
dimensions of the expansion of the Empain group, it is safe to say that the diversification
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had a strong geographic focus. In the end, the vertical integration of electricity-related
businesses occurred in the industrialized countries Belgium and France. In the Belgian-
French border region, the Empain group could even provide a wide-ranging service
(electricity, gas, transport), making it an interesting partner for collectivities. However,
electrification, the search for electrifiable tramways in particular, also directed the
group’s expansion to Egypt, Serbia, Russia and later Spain and Ottoman Syria. In the latter
four regions, the Empain group only invested in electric urban transport. The cities
outside of Belgium and France where Empain was active in were situated in non-
industrialized and industrializing countries. In contrast, the cities themselves -as
“portals of globalization”- were open to modern comfort and technology.'”* That way,
electrification broadened the geographical perspective of the Empain group too.

So far, the Empain group has been characterized by internationalization, on the one
hand, and adaptation and innovation, on the other hand. But the global corporate
strategy also raises questions regarding organization and profitability. The next chapter
needs to study this. It is necessary to explain why Empain chose a particular
organizational form. Chapter 3 will examine how the business group made the above-
mentioned processes possible and reasonable. It will also investigate the hypothesis that
the timely diversification was a success story before 1914. Did Empain’s businesses in the
constantly innovating electric cluster really yield the highest returns? Before elaborating
on business groups in the next chapter, the sectoral distribution depicted above already
problematizes its rigid definition formulated in the general introduction. The group had
invested 80% of its capital in related and 20% in unrelated products. This already shows
that the diversification of a business group was not exclusively related or unrelated.

17 See Matthias Middell and Katja Naumann, “Global history and the spatial turn: From the impact of area studies
to the study of critical junctures of globalization,” Journal of Global History 5, no. 1 (2010).
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Chapter 3  The business group: A corporate
structure for worldwide expansion

3.1 Introduction

Hitherto, this dissertation has presented the Empain group as a large enterprise active in
related (transport, electricity, manufacturing) and rather unrelated industries. This was
accompanied by geographical expansion, extending over 16 markets on four continents.
One man, Edouard Empain, seconded by his brother Frangois, founded and ultimately
controlled nearly all of these businesses. Figure 11 in the introduction of the previous
chapter had already demonstrated the tremendous growth of this family-owned business
empire. The share capital of all subsidiaries increased tenfold from 6 to 600 million in a
time span of 30 years. The question then is how Empain organized this steady increase in
scale and scope without hazarding the unity of the business group and without letting
control slip out of his hands.

This issue of corporate governance, finance and management links to the history of
family multinationals and business groups in general. One of the major issues in family
business studies has been to challenge the alleged superiority of the modern managerial
enterprise. Especially since Chandler, family businesses are sometimes believed to be
risk-averse small- and medium-sized enterprises, in contrast to large integrated MNEs.
Family ownership was said to be incompatible with international growth. Family
businesses are therefore frequently labeled as ‘reluctant internationalizers’. However, a
recent edited volume on Family Multinationals seems to suggest otherwise." It shows that
many family businesses were willing to take risks and successfully expanded abroad.
However, the editors conclude that they still faced two trade-offs. Generally, the family’s
main concern is to preserve independence and control. First of all, it clashes with the

! Christina Lubinski, Jeffrey Fear, and Paloma Ferndndez Pérez, eds., Family Multinationals: Entrepreneurship,
Governance, and Pathways to Internationalization (Abingdon: Routledge, 2013), 1-20.
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large amounts of capital needed to enter foreign markets. Depending on the attitude of
the family, ranging from “family first” to “business first,” it has to balance its options. If
they remain closed to external resources, this might impede growth. In contrast, if they
open to external finance to grow internationally, they will have to share control with the
outside investors. Secondly, in a similar vein, family firms have to decide to what extent
they attract external managers. Whereas open family firms hire professionals, closed
family firms are reluctant to do so, fearing to lose control. However, the current
executives, mostly trusted relatives, might not have the technical and managerial skills
indispensable to survive in innovative sectors.

In the long run, there have been large family firms that have been able to overcome
this dilemma. The Endurance of Family Business shows that some family businesses had the
capabilities to adapt to the changing external conditions of the twentieth century.” The
family ownership and control successfully survived diversification and the
professionalization of management. Both edited volumes already tentatively indicate
that business groups are an important part of the explanation. In-depth historical case
studies such as the present dissertation can contribute to this debate. I argue that the
history of the Empain group brilliantly shows that growth, professionalization and family
control could go together. The success of this combination is due to the specific corporate
form of the business group.

In the business group literature, family-led enterprises are a central category of
analysis. Families controlled and continue to control many of the largest business groups
of the last two centuries. In the last decade, experts have come to realize that business
groups are not just a corporate form suited for emerging countries. Business historians
have shown their dominance in early industrializing economies too (see below). The most
common advantageous features of business groups cited in the literature are the spread
of risk, ample financing options, concentration of ownership and control, and the
integration of proprietary knowledge and skills. In this chapter, I investigate the
corporate structure of Empain’s business empire. I will explore the common
characteristics of the business group and show how they constituted competitive
advantages for the Empain group. In addition, I argue that the business group had two
more assets. First, they enabled fast organic growth without reorganization. Empain
could flexibly respond to opportunities in different sectors and countries. For every new
project, he could create a new FSC-like company adapted to the specific regulations and
requirements of the host country. Second, the business group developed into a versatile
instrument for political maneuvering in the tense international context. A very recent

?Paloma Ferndndez Pérez and Andrea Colli, eds., The Endurance of Family Businesses: A Global Overview (Cambridge:
Cambridge UP, 2013), 1-9.
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volume on political risk has emphasized the importance of holding companies for
political risk management. However, the authors admit that more research into the
subject is needed.’ I will contribute to this debate by demonstrating that with holding
companies and operating subsidiaries registered in different countries, Empain could
skillfully position his businesses to influence local perception in the host country. In
addition, Empain could accept foreign capital in selected operating companies to rally the
support of a Great Power.

After this introduction follows an analysis of the development of the holding company
organization. In the third section, I position the Empain group in the business group
literature more extensively and introduce the key features as mentioned above.
Afterward, I analyze these key advantages and add political flexibility to the framework.
Section 3.4 will explore how the business group form enabled Empain to build up a stable
and profitable enterprise. In Section 3.5, I examine Empain’s relationship with the banks
and his preference for the stock market, which is explained by his desire to remain
independent. Section 3.6 discusses the rather limited separation of ownership from
control and the related question of whether the Empain group was a genuine family
business. Given this complex structure involving several holding companies and over 80
legal entities in a dozen countries, the also question arises how Empain created an
efficient management structure. Section 3.7 focuses on how the group pooled managerial
and technical resources. Finally, Section 3.8 investigates how Empain politically exploited
the presence of his companies in different countries.

3.2 Snapshot and genesis of the holding company maze

In 1914, the businesses of Empain together formed a complex set of firms linked by
multiple ownership ties (see Fig. 16). Edouard and Frangois Empain, including Edouard’s
private bank, stood at the top of a more or less pyramidal structure. Instead of the
traditional single exclusive family holding company at the helm (see Fig. 15), the Empain
brothers directly controlled the first tier of three (at some point even four) equally
important top holding companies.* The Empain brothers closely held the Réunis, the
Compagnie générale de railways et d’électricité (Railways&Electricité) as well as the Parisienne

3 Forbes, Kurosawa, and Wubs, “Introduction,” 10.
* Following Herman Daems, holding companies basically are “financial institutions which manage a portfolio of
stocks in order to control the companies in which they hold a share of the equity capital.” Daems, Holding, 2.
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Electrique. Yet, each top holding also owned substantial blocks of shares in the other ones,
also known as cross-holding.

Apex firm

Control unit
Controlled by
wealthy family
1* tier subsidiary 1% tier subsidiary
st 4 1 2
! tlEl’l . Apex firm holds Apex firm holds
operatlng units control block, control block,
public holds rest public holds rest
of shares of shares
2" tier subsidiary 2" tier subsidiary 2" tier subsidiary 2" tier subsidiary
2"d tier ! - gy :
. . 1st tier firm holds 1¥ tier firm holds 1*" tier firm holds 1% tier firm holds
operatmg units control block, control block, control block, control block,
public holds rest public holds rest public holds rest public holds rest
of shares of shares of shares of shares
3 tier subsidiary 3" tier subsidiary
2
1 i 1 )
3 tier 2™ tier firm holds 2" tier firm holds
operating units control block, control block,

public holds rest public holds rest
of shares of shares

Figure 15 Archetypal structure of a pyramidal business group®

The second tier was made of specialized holding companies. These were founded with the
specific aim to control a set of operating companies sharing some characteristics. To the
category of the specialized holding companies belong the Tramways de Lille (est. 1894),
Fédération francaise et belge de Tramways (est. 1898), Société générale de tramways électriques
en Espagne (est. 1899), Eclairage du Centre (since 1906), Compagnie auxilaire d’électricité de
Nantes (est. 1912) and the SIER (est. 1913). The status of the RELSE (est. 1881) and the Cie
générale des nitrates (est. 1895) was more ambiguous. The RELSE started as an operating
company (Liége-Seraing), before also taking an interest of nearly 50% in the ZNSM in 1889.
The Voie étroite did not have enough liquidity to subscribe to the entire capital of the new
firm. However, the RELSE continued to operate a large network of light railways. Only
between 1896 and 1903, the value of its portfolio and private interests came close to 50%
of its productive assets. The Cie générale des nitrates was another outsider. It functioned as
an investment trust instead of a holding company. It did not have the intention to
exercise control over the companies in which it had an interest, except for the Nitrate
Railways. In addition, it was financially independent of the business group. Empain
directly controlled it, without the investment of the top holdings. The firms in the third
tier were countless operating companies spread over more than a dozen countries. Their
large number was due to the multinational character of the business empire. To abide by

5> Adopted from Colpan, Hikino, and Lincoln, Oxford Handbook, 22.
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the specific regulations of every host country, Empain had to establish local subsidiaries.®
For public utilities, this went even further. Sometimes, the Empain group was legally
obliged to create a new company for every new concession it obtained: one utility, one
company (see below). Although most subsidiaries were the result of organic growth, the
business group also made a few acquisitions.” These companies were easily integrated
into the loose structure, but with the creation of synergies. In that perspective, the
Empain group looked like a collection of free-standing companies, embedded in an
overarching structure.

Edouard (incl. bank)
& Frangois Empain

Parisienne
Electrique

Railways &
Electricité

pecialized \ 4
holding
companies Operating Operating
subsidiaries subsidiaries
(1) (4)
; |
Operating Operating Operating
subsidiaries subsidiaries <] subsidiaries
(3) (2) (5)
Figure 16  Stylized representation of the ownership structure of the Empain group (1905-

1914)3

¢ In the First Global Economy, establishing a limited company was quite straightforward and inexpensive.

7 These acquisitions concerned the following Belgian and French rail and electricity companies: Tramways du
Département du Nord, Chemins de fer du Calvados, Chemins de fer vicinaux (1894), Kreutz-Belovar (1895), Chemin de fer
de Bayonne-Biarritz (1897), Cie d’électricité de Seraing, Tramway de Cointe (1904), Société francaise Sprague (1905),
Eclairage du Centre, Ottomane d’Eclairage, Eclairage de Galatz (1906), Tramways de Nantes, SNE (1910), Eclairage de
Tournai (1913)

8 Sources: annual reports of companies, memoranda of association, minutes of the shareholders meetings
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Due to the situation explained above, the ownership structure was very complex.
Operating companies could be owned in several different constellations. The first, most
common possibility was the ownership by one or more top holding companies. This is
category (1) on the chart. This ownership was not fixed. Controlling blocks of shares
circulated and spread among the parent companies, depending on their liquid assets and
projects. Secondly, these top holding companies could also share the ownership of a
subsidiary (2) with one or more specialized holding companies. The Tramways électriques
de Boulogne-sur-Mer, for example, were controlled by both the Railways&Electricité and the
Frangaise&Belge. Similarly, the Empains also owned certain subsidiaries such as the
Bruxelles-Ixelles-Boendael and specialized holding companies such as the Tramways
électriques en Espagne together with a top holding company. Thirdly, specialized holding
companies such as the Tramways de Lille could entirely own its subsidiary (3) the TELB.
Fourthly, the Empain brothers could directly control an operating subsidiary (4), e.g.
ACEC. In the past, this had also happened with the Eaux de Caracas, the Produits Cibils and
the Egyptian Mail. These more ‘personal businesses’ largely operated outside of the
holding company structures, as mentioned in Chapter 2. Fifthly and finally, some large
operating companies also owned other operating companies (5), sometimes with the
support of one or more top holding companies. For instance, the EGN and the Tramways
électriques du Pays de Charleroi shared the ownership of the Gaz et Electricité du Hainaut with
the Railways&Electricité, Parisienne Electrique and the Eclairage du Centre.

This analysis of the ownership structure in 1914 has shown that Edouard Empain had
developed a complex corporate group with not one, but many holding companies to
finance and control its businesses. What could have motivated the choice to broaden the
top of the pyramid by gradually adding holding companies? To fully understand this, it is
necessary to retrace the genesis of the corporate structure since 1881 and examine the
historical conditions that shaped it.

In 1881, Empain and partners from La Métallurgique, the Caisse des Propriétaires and the
SA des Marbres founded the Compagnie générale de railways a voie étroite (capital 1.6 million
francs). Chapter 1 has demonstrated that they intended to develop the network of
Valenciennes-Anzin and search for other concessions. As was not uncommon in Belgium,
the Voie étroite would function as a holding company to centralize all projects and provide
studies and other technical and financial services.” Meanwhile, La Métallurgique realized
that they needed to actively boost demand for their core product, railway equipment.
Therefore, La Métallurgique initiated the Compagnie auxiliaire belge de chemins de fer (est.
1881) after the example of the French Compagnie auxiliaire des chemins de fer et travaux

° “Compagnie générale de railways a voie étroite: Statuts,” no. 222, AMB, 13 Feb 1881; “Emission Compagnie
générale de railways a voie étroite,” MIM, 20 Feb 1881.
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publics (est. 1879). The new company lent rolling stock, especially freight cars, and other
railway material to operating companies in need. To this end, the Auxiliaire belge had to
order a lot of material at La Métallurgique.'

A year after its establishment, the Voie étroite recognized that it had to cut expenses
and rationalize its structure. As the establishment of many subsidiaries to individually
operate each transport network increased overhead costs, the directors of the Voie étroite,
La Métallurgique and of the Auxiliaire belge decided to cooperate more closely by
specializing their companies. Together they founded the SA d’exploitation économique de
railways (Exploitation économique, est. 1882) and provided it with a large share capital of 10
million francs. The new company concentrated the operational services of existing and
future railroad projects prepared and constructed by the Voie étroite. The Exploitation
économique in turn would control the operating companies (instead of establishing
additional independent subsidiaries) and take over the day-to-day operations. The
different networks could share a single management, accountants, personnel and get coal
at a cheaper price. In addition, the “grouping of scattered concessions” would result in a
“mutual association” that guaranteed a more stable revenue for the shareholders."

According to Lanthier, the early division of labor within the Empain group via holding
companies had two more reasons in the French context. First of all, it is remarkable that
the group preferred to establish the separate Exploitation économique to centralize
operations instead of organizing an operational division within the Voie étroite. However,
the French State subsidized the operation of some railroads and had the right to inspect
the corporate finance. By splitting up construction and operation, the Voie étroite could
keep its independence. Secondly, France combated the creation of too large networks and
speculative enterprises. So instead of merging all concessions into a few large operating
companies, the group had no other choice than to legally separate the subsidiaries (see
Chapter 5). However, the management and workforce were concentrated as much as
possible.’” On the Belgian side, on the contrary, the RELSE effectively clustered the
operation of regionally dispersed light rail concessions.

Unfortunately, the entire specialization to improve efficiency proved very vulnerable
to economic shocks. Between 1883 and 1886, economic growth strongly declined in
Western Europe. The depression hit the industry and financial markets. The Empain
group had to scale down its ambitions and consolidate its projects. The Exploitation
économique was dissolved and La Métallurgique sold its rolling stock leasing company
Auxiliaire Belge. The disappearance of the Exploitation économique meant that the

10 “La Métallurgique: Rapport du CA a ’AGO,” Supplément MIM, 25 Mar 1882; “Prospect: Compagnie auxiliaire
belge de Chemins de fer,” Journal de Bruxelles, 20 Oct 1881.

1 “Voie étroite: Rapport du CA a ’AGO,” Supplément MIM, 18 Oct 1882.

2 Lanthier, “Constructions,” 451-52, 57-60.
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development of the Voie étroite seriously decelerated. Besides its normal engineering and
construction business, the holding company now had to commit more of its liquid assets
to prefinance its subsidiaries. These entirely depended on the advances of the Voie étroite
until the construction of the network was finished. In other words, it again had to assume
the role of a financial holding company like in the beginning. With large sums
immobilized in its affiliates, the Voie étroite had less room for new projects.*

Only when the economy recovered in 1887-1888, the Voie étroite could triple its
financial resources to invest in new large projects. Two of them turned into a disaster by
1890-1891. The failure of the Carenero Railway (see Chapter 6) and of the Grand Central Sud-
Américain caused considerable losses and put pressure on the profits of the Voie étroite.
The Latin American disaster hindered the Voie étroite to gather the new funds it needed
for other projects. Therefore, the Empain group founded a second holding company, the
Compagnie belge des chemins de fer réunis (Réunis, est. 1892). From the bad experience of the
1880s, the Empain group had learned that it needed to spread the risk much more. In
consequence, it conceived the Réunis as an investment trust, a well-known instrument in
Great Britain. By spreading its investments over dozens of companies, a trust could
establish a “mutuality of risks” and secure a stable revenue." With a total capital of 5
million francs, mostly debt, the Réunis mixed long-term interests in subsidiaries of the
business group with smaller, more speculative portfolio investments in railroads all over
the world. In the first years, the holding company took over part of the portfolio of
Empain and of the Voie étroite, including some less productive securities. This gave the
Voie étroite more resources to invest elsewhere. However, the Réunis could not assist the
Voie étroite in every new project. Bearing in mind the failed projects in South America, the
portfolio of the Réunis limited itself by statute to securities of railroad companies already
in operation or that had a guaranteed revenue.” The new holding company was to
become one of the main financial pillars for the business group, some kind of ‘cash cow’
that could provide intra-group loans if necessary (see below).

The economic boom and the breakthrough of electric traction in Western Europe in
the mid-1890s presented the Empain group with a threefold problem. First, the statutes
of the Voie étroite were written in a time when electricity was not yet an alternative to
steam power. The Empain group needed a holding company that explicitly could
construct electric tramways as well as sell the surplus electricity of the accompanying

13 “Voie étroite: Rapport du CA a I’AGO,” Supplément MIM, 17 Jun 1883; Lanthier, “Constructions,” 455-57.

" “mutualité de risques”, “Belgique,” MIM, 19 Jun 1892. See also Lanthier, “Constructions,” 461-62.

15 This also explains why the Réunis could only invest in the HOC (est. 1906) after 1910, when the electric railway
was inaugurated in Heliopolis. “Compagnie belge des Chemins de fer réunis: Statuts,” no. 1511, AMB, 5 Jun 1892;
“Réunis: Rapport du CA a ’AGO,” Supplément MIM, 26 Apr 1911.
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power station.'® Second, electrification was very capital intensive and could not be
financed by the Voie étroite and the Réunis alone. Third, the growing world economy
created new investment opportunities, especially in Russia. To face these challenges, the
Empain group founded a third top holding company: the Compagnie russe-francaise de
chemins de fer et de tramways (Russe-frangaise, est. 1896) with a capital of 3.5 million francs
and 3.5 million francs of bonds. With the new resources, Empain made investments in
Russia, France, Belgium, Egypt and China. Most importantly, the business group used this
holding company to take control of the Compagnie du chemin de fer métropolitain de Paris."

The Paris Métro was big business and put France even more center stage in the
business empire of Empain. Thanks to the Métro, the business group had become a
considerable power in French financial circles. With the creation of a fourth holding
company in 1900, Empain hoped to profit from the large Parisian capital market and to
support the development of the Métro. The idea was to develop a vertically integrated
cluster around rail traction and electricity production. Whereas the Russe-frangaise could
only produce electricity in cities where it possessed an electric tramway, the new Société
parisienne pour l'industrie des chemins de fer et des tramways électriques (Parisienne Electrique)
had a much larger scope including the production of electrical equipment. The Parisienne
Electriqgue immediately became the French counterpart of the Russe-frangaise as a holding
company and general contractor.'® Not limited to projects in France, it built up a portfolio
of various Empain companies in Russia, China, Belgium and Egypt too. Its scope quickly
surpassed the electricity business by becoming the French partner of the group’s
enterprises in Chinese and Congolese heavy railways. Thanks to a cartel with the Russe-
frangaise, the Parisienne Electrique could quickly take part in the ongoing construction of
electric tramways in France and Russia.” It also constructed the power station of the SEP
together with the Russe-frangaise.

Four years after the establishment of the Parisienne Electrique, Empain realized that the
opportunities for the large-scale production and distribution of electricity had only
expanded, whereas “all the good tramways had been constructed.” Limited to the
transport business, the chairman of the Voie étroite lamented that it could no longer “find
new food for its business,” i.e. new investment projects.” Looking to France, where the
Parisienne Electrique had successfully engaged in the electric industry, Empain recognized

16 “Compagnie russe-francaise de chemins de fer et de tramways: Statuts,” no. 2928, AMB, 24 Aug 1896.

17 “Russe-francaise: Rapport du CA a I’AGO,” Supplément MIM, 23 Mar 1898; “Russe-Francaise: Rapport du CA a
’AGO,” Supplément MIM, 22 Mar 1899.

8 Lanthier, “Constructions,” 467-68.

1 “Parisienne Electrique: Rapport du CA a I’AGO,” Supplément MIM, 30 May 1901. See also Lanthier, “Stratégies,”
233.

2 “tous les bons tramways sont construits”, “ne trouve plus d’aliments nouveaux a son activité”, “Voie étroite:

Rapport du CA a ’AGO,” Supplément MIM, 19 Oct 1904.
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the need for a Belgian equivalent of the French holding company. In the spring of 1904,
the Empain group had to use the Parisienne Electrique to bid for the construction of the
Brussels power station, for none of the Belgian holding companies specialized in
electricity production. Chapter 4 will explain that, partly due to its foreignness, the
Parisienne Electrique did not obtain the project.

Instead of adding another holding company, the Empain group rationalized its
structure by merging the similar holding companies/general contractors Voie étroite and
Russe-frangaise into the new Compagnie générale de railways et délectricité
(Railways&Electricité, est. 1904). This merger was part of a broader consolidation
movement in Western Europe, as a consequence of the crisis of 1900-1903. AEG and UEG
as well as Siemens and Schuckert had merged their activities in Germany and abroad.
Smaller Belgian electric engineering firms had gone bankrupt. Even the holding company
CMT went through harsh times. Meanwhile, more and more capital was needed to develop
the Belgian power grid.”* That is why, by 1905, the Railways&Electricité was equipped with
a capital of 15 million francs in equity and 20 million francs in bonds. It quickly became
the most important holding company in the business group.

In conclusion, the history of the Empain group is characterized by a multiplication of
holding companies. The sketched evolution has demonstrated that it was more
convenient to establish an extra holding company than to reorganize the whole
structure. Because the holding companies provided capital, technical services and
personnel, the business group survived crises and occasional losses. The Voie étroite, Russe-
frangaise, Parisienne Electrique and Railways&Electricité all engaged in general contracting to
support their income. The Réunis tried to achieve the same via portfolio investment.
Finally, all top holdings transcended their place of incorporation. They had an
international scope, but some of them specialized in certain regions and industries.

3.3 The Empain group, a business group?

The Empain group thus gradually developed into a complex governance structure. The
finding that it was organized through a multi-layered system of ownership ties suggests
that it can be categorized as a business group. As mentioned in the introduction, business
groups abounded in the late nineteenth and early twentieth century. Historically,
business groups were not merely a suboptimal solution to overcome the shortcomings of
developing economies. Instead they were also key actors able to face the challenges of the

2 Brion and Moreau, Tractebel, 34.
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Second Industrial Revolution in more advanced economies. But what makes a business
group a business group? According to a common definition, formulated by Barbero and
Puig, it is “a set of legally independent firms operating under a common central
management, linked by persistent, formal and/or informal links.”# A business group
offers a diversified range of products and/or services, which can be either related or
unrelated. The ownership is mostly concentrated in the hands of a family, bank or State.
The legally distinct firms are linked together via “equity or social ties and reinforced by
cross-shareholding and interlocking directorates.”” Morck and Yeung also focus on
corporate governance. They speak of a business group whenever two or more distinct
entities are “controlled by a single decision-maker,” being most of the time a family or
occasionally a single person.* The literature distinguishes between horizontal ‘network’
and hierarchical ‘pyramidal’ types of business groups. In a horizontal structure the
companies form a loose alliance, but maintain nearly all their strategic and financial
autonomy.” Far more important for this research and more robust as a category are the
pyramidal business groups (see Fig. 15). These are based on the principle of a higher
authority. This controlling entity at the apex can be of formal or informal nature. In the
first case, this is a holding company, which owns and controls the operating companies.
In the second case, the family does not establish a formal corporate entity but directly
owns the companies underneath.”

The Empain group corresponded to what is defined in the literature as a family-owned
pyramidal business group. Typically, family members have a majority interest in the
single or several holding companies at the top, that serve as control unit(s). The top
managers are recruited both within the family and among salaried experts. However, the
family holds a “tight grip on the basic strategic and financial decision-making.”* The
operating units are tiers of listed companies. These are not wholly owned by the business
group, for their shares were traded on the stock exchange. Most of the growth is created
by forming new listed affiliates in a diversified, yet focused range of sectors.?

The preceding all applies to the Empain group before 1914. However, the editors of the
authoritative volume on Business Groups in the West combine this governance and finance
perspective with a restriction based on the product portfolio. To them, the category of

22 Barbero and Puig, “Business groups,” 7.

% Barbero and Puig, “Business groups,” 7.

2 Randall Morck and Bernard Yeung, “Enterprise models: freestanding firms versus family pyramids,” in The
Cambridge history of capitalism, ed. Larry Neal and Jeffrey G. Williamson (Cambridge: Cambridge UP, 2014), 201.

% Colpan and Hikino, Business Groups in the West, 98-99.

% Colpan, Hikino, and Lincoln, Oxford Handbook, 20.

%7 Colpan and Hikino, Business Groups in the West, 17.

2 Colpan and Hikino, Business Groups in the West, 12, 18.
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the diversified business group only includes those having diversified into unrelated
sectors. The editors would argue that holding company organizations with a related
diversification strategy rather resemble the Chandlerian firm, despite a lesser
development of managerial hierarchies.” As a result, the Empain group strictly speaking
did not correspond to the definition of the diversified business group, because it had a
clear product focus. The group had invested 80% of its capital in closely linked industries
and the other 20% in unrelated sectors (see Chapter 2).

However, I argue that the commonalities are such that the analysis of the Empain
group as a business group is still very fruitful. It even demonstrates the flexibility of the
business group form, allowing efficient investments in both related and unrelated
sectors. This view is supported by Youssef Cassis, who also struggled with the proposed
narrow definition in his contribution to the volume. His own concept of the French
hierarchical groupe led by an all-powerful entrepreneur fits rather well with the image of
the Empain group.

The main characteristic of France’s leading groupes (Saint-Gobain, Thomson,
Compagnie Générale d’Electricité, Schneider, Renault, and many others) was that a
number of their activities—which were mostly in single or related industries—were
undertaken through legally independent units, in which the parent company held
a majority or a controlling minority stake. Vertical integration, whether backward
or forward, usually involved the creation of a new company, which often shared its
registered office and senior management with the parent company.*

According to Kurgan-Van Hentenryk, the Empain group could also be compared with the
Japanese zaibatsu. The zaibatsu emerged as pyramidal business groups during the rapid
industrialization of Japan between the 1880s and the 1920s. The three largest had their
own bank and a private holding company at the apex. The ownership was concentrated
in the hands of the family, which exercised ultimate control. The holding company
maintained an interest of 65% on average in the subsidiaries. On a functional and
operational level, the family appointed professional managers. The biggest differences
with the Empain group were that over the decades the zaibatsu diversified from paper
over mining to banking, i.e. very unrelated industries. They also held very strict control
over affiliated firms whereas the Empain group was more loosely organized. In addition,
the Empain group did not have a general trading company like the zaibatsu.*!

Now that I have argued that the Empain group shows very strong similarities to
diversified business groups, let us examine the competitive advantages linked to this

¥ Colpan and Hikino, Business Groups in the West, 14-17.

%0 Colpan and Hikino, Business Groups in the West, 223.

31 Kurgan-Van Hentenryk, “Structure,” 90.See also Colpan and Hikino, Business Groups in the West, 111, 22; Morck
and Yeung, “Enterprise models,” 203.
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particular organizational form. The business group literature has identified a number of
possible reasons for its existence. First and foremost, the business group is a way of
overcoming the weaknesses of inefficient markets. Like the firm itself, the business group
is an institution meant to reduce transaction costs. In economies where information was
difficult to access and trust and investor protection was low, business groups could
internalize transactions otherwise completed via labor, capital, product and other
markets.’” However, in early industrializing economies with generally lower transaction
costs, entrepreneurs used the business group structure too. It was their way of getting
easy access to the capital market.

“As the Second Industrial Revolution transformed the technological and economic
foundation of the modern industrial economy after the late nineteenth century, the
amount of financial resources that individuals, families, and kin networks could
rally became marginal relative to the amount of investment capital required to
exploit economies of scale in those capital-intensive industries which became the
driving core of the modern economy. Only with the mobilization and pooling of
financial resources available society-wide could the large modern industrial
enterprise secure the necessary amount of capital to achieve its potential in the
production of goods and services.”

Secondly, and linked to the aspect of finance, the business group in its pyramidal form
allowed entrepreneurs to maintain a certain degree of control, despite opening up
corporate ownership to the broader public. With an initially small private capital, families
could still run business empires in capital-intensive sectors. Morck referred to it as the
‘Great Pyramids,” which mainly exist to “magnify merely large family fortunes into
control over corporate assets worth vastly more.”** These ‘pyramids’ are formed by
holding companies, owning a controlling block in the first tier of subsidiaries. These
companies in turn hold a controlling block in the second tier of firms and so on. To
exercise control, the firms even do not need to own the majority of the shares, because
small shareholders usually do not vote and founders frequently rewarded themselves
with more exclusive shares giving special voting rights.

Thirdly, business groups are a mechanism to reduce market risks. “By holding individual
operating units legally independently, controlling shareholders can isolate those risks.”**
In other words, the failure of one operating company should not contaminate the other
subsidiaries, given the limited liability of all the group companies. The holding company,

32 Colpan, Hikino, and Lincoln, Oxford Handbook, 41, 58.

33 Colpan and Hikino, Business Groups in the West, 16.

* Randall Morck, “The Riddle of the Great Pyramids,” in The Oxford Handbook of Business Groups, ed. Asli M. Colpan,
Takashi Hikino, and James R. Lincoln (Oxford: Oxford UP, 2010), 606.

% Colpan, Hikino, and Lincoln, Oxford Handbook, 58.
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clustering several of those operating subsidiaries, could compensate for the losses of one
with the profits of the others.

3.4 Risk spreading: ‘Group solidarity’

Section 3.2 already cited annual reports of the Empain group stressing that the holding
companies were an efficient device to spread the risk and guarantee a stable revenue.
This theory was, of course, in part a marketing strategy. This section investigates what
implications the mutualization of risk had in practice. It looks at the survival rate of the
group companies, and asks whether the holding companies could generate stable profits.
Finally, it analyzes how this profit was composed: which companies produced good
financial results and which performed poorly? In other words, which firms filled the
financial gap caused by others?

Longevity was a typical feature of family firms, yet not exclusively. To study this, we
need to temporarily extend our period. Between 1880 and 1980, only 15 out of 85 firms
owned by the Empain group were liquidated due to bad financial results. This implies that
more than 80% of the Empain companies survived, suggesting that the financial
protection of the business group was effective. The holding companies provided security
and stability. For instance, the median life expectancy of firms within the Empain group
was 25 years. In other words, half of the firms remained active for more than a quarter of
a century from the moment of their creation/acquisition until their sale/liquidation.’® As
will be explained below, some firms survived yet performed poorly. Subsidiaries could
bridge a difficult financial period with a credit from the holding companies.

Regarding the period of 1880-1914, only in very few cases, the Empain group sold a
company. Whereas two small projects in the Balkan (Tramways de Belgrade and Kreutz-
Belovar) did not offer a long-term perspective, the Chemins de fer de Pau-Oloron-Mauléon et
Tramways de Bayonne a Biarritz and the Chemin de fer de Bayonne-Anglet-Biarritz had been
part of the business groups for over a decade and were situated in its core market.
Although there were no signs that they were making a loss, the Empain group decided to
sell the two lines connecting Bayonne with Biarritz as well as a light rail network in the
Pyrenees. The two companies were trying to obtain electrification, but faced conflicts
with the French authorities. Finally, the holding company Fédération frangaise et belge de

36 For a discussion of the relevance of firm demography research, see Leo van Wissen, “Demography of the firm:
A useful metaphor?,” European Journal of Population/Revue Européenne de Démographie 18, no. 3 (2002).
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tramways sold its two subsidiaries arguing that “the sold lines only represented a small

business and precisely one that, far from yielding the most, has prevented from
137

distributing higher dividends.
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Figure 17  The financial performance of the five main holding companies, weighted average
of ROE (1882-1913)*

The holding companies promised their shareholders to provide a stable revenue. Figure
17 shows that that was not always the case. As mentioned above, the holding companies
were not immune to the economic crises of the mid-1880s, the mid-1890s and 1901-1904.
Despite a very active start, the ROE of the Voie étroite dropped to a low of 2.2% in 1886. The
worldwide economic boom after 1896 is also quite visible. In 1899 the Voie étroite, Russe-
francaise and Réunis together reached a return of nearly 12%. What strikes is that the more
the business group grew, the more the returns stabilized as a whole, especially after 1904.
However, the whole period considered, there are some discrepancies between holding
companies. On the one end of the spectrum, the Russe-frangaise, performing the best with
an average ROE of 10.8%, clearly had a profitable business model. On the other end, the

37 “Les lignes cédées ne constituaient qu’une petite affaire et précisément celle qui, loin de rapporter le plus, a
empéché de distribuer des dividendes supérieurs”, Fédération francaise et belge de tramways: Assemblée
générale, 10 May 1911, Le Courrier de la Bourse et de la Banque, 65AQQ214, ANMT.

38 The return on equity (ROE) is calculated following the method proposed by Cassis, Colli, and Schréter,
Performance, 6. 1t is “the ratio, expressed as a percentage, of net profits to shareholders’ equity. Net profits are
profits after tax, while shareholders’ equity comprises paid-up capital, reserves, balance carried forward, and
other undistributed profits.” Larger firms in terms of shareholders equity weigh more in the average. Data:
annual accounts of the Voie étroite, Réunis, Russe-francaise, Parisienne Electrique and Railways&Electricité
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Parisienne Electrique performed about 4 percentage points worse. It started in a difficult
economic period, which put pressure on her financial results in the first years.

The performance of the holding companies can be an indicator of the general
prosperity of the business group. All in all, the Empain group performed relatively well
compared to several benchmarks. The following benchmark figures are borrowed from
the Performance of European business in the twentieth century project.** With their average
ROE of 8.2% for the period 1911-1913, the holding companies were situated in the pack of
the leading French companies. However, compared to a sample of 17 leading Belgian
companies, the Empain group only ranked 15™. But perhaps it is fairer to compare with
the sample including the largest European transport and utility companies, the relevant
sector. Then we see that the Empain group performed well above the median ROE of 6.3%.
Finally, when taking all large European companies as a benchmark, where the median
ROE was 8.7%, it can be concluded that the Empain group did not perform particularly
brilliantly, but also not bad for a public utilities business group.*

To obtain this level of return, the holding companies needed to have a sound business
model. The revenue mainly came from three sources. First, most holding companies had
their own operational income. They acted as general contractors and financial service
providers for their affiliates. Secondly, the holding companies established new
companies, which they floated as soon as they were profitable. The capital gains on these
shares constituted a fair deal of the parent company’s profits. Thirdly, they received the
dividends paid out by their subsidiaries.*

As dividends were one of the three sources of income contributing to the average ROE
of 8.2%, the holding companies needed to own subsidiaries yielding much higher as well
as much lower returns. In Tables 6 and 7, the best- and worst-performing firms (of which
this information is available) are listed. Table 6 shows all the companies of the Empain
group that had a ROE of more than 6% on the eve of the First World War.* These twenty-
two companies were the backbone of the business group, allowing other less profitable
companies to survive. What helped is that the best performing category carried more
weight than the worst performing category, as the former contained companies on
average nearly twice as large.

% Cassis, Colli, and Schréter, Performance. See also the online database complementing their book.

% Cassis, Colli, and Schréter, Performance, 65, 85, 240.

1 See also the address of the chairman of the Parisienne Electrique Berthelot in 1913. Parisienne Electrique:
Rapport du CA: Discussion, 9 Jun 1913, L'Information, 65AQQ483/2, ANMT.

2 For new investments, a return of six percent was the minimum target of the Parisienne Electrique in 1914,
“Parisienne Electrique: Rapport du CA: Discussion,” Vie financiére, 4 Jun 1914,
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Table 6 Top 22 best-performing companies of the Empain group (1911-13)*

Company Sector Nom.cap. Avg.ROE,

(mlnfrs)  1911-13
Chemins de fer et tramways en Chine Heavy rail 1 85.6%
Tramways du Caire Elec. urban transport 15 17.4%
RELSE Elec. urban transport® 2.5 13.9%
Tramways Bruxellois* Elec. urban transport 11 12.6%
Chemin de fer métropolitain de Paris Elec. urban transport 68 10.9%
ACEC Elec. manufacturing 12.5 9.9%
Railways&Electricité Holding company 50 9.6%
Tramways élec. de Gand Elec. urban transport 3.5 9.0%
Tramways élec. en Espagne Elec. urban transport 20 8.8%
Tramways élec. du Pays de Charleroi Elec. urban transport 2 8.2%
SEP Electricity supply 25 8.1%
Cie. gén. des Chemins de fer vicinaux Light rail 5 7.9%
Chemin de fer élec. Ostende-Blankenberghe ~ Elec. urban transport 2.5 7.9%
Parisienne Electrique Holding company 45 7.8%
Chemins de fer de la Basse Egypte Light rail 7.5 7.5%
Tramways de Taschkent Elec. urban transport 3.5 7.3%
Chemins de fer de la banlieue de Reims Light rail 4.5 7.2%
Cie belge des Chemins de fer réunis Holding company 25 6.8%
Tramways de Lille Holding company 10 6.5%
Gaz et Electricité du Hainaut Electricity & gas supply 18 6.3%
Tramways d’Astrakhan Elec. urban transport 2.5 6.1%
TELB Elec. urban transport 30 6.1%

Perhaps surprisingly, the most profitable company before the Great War is the Compagnie
générale de chemins de fer et de tramways en Chine. As will be further explained in Chapter 7,
the small company derived astronomic profits from the issue of a large Chinese
government loan. Rather than the operation of the Pienlo railway, these lucrative
financial services formed the main source of profit. Except for the Cie générale, the top five
consists of electric urban transport companies. In fact, half of the 22 companies are active
in this sector. Chapter 2 has pointed out that the electrification of tramways had an
enormous impact on the operating margin. Hence, efficient transport networks in
densely populated cities such as Cairo, Brussels, Paris and Madrid generated a lot of
wealth for the Empain group. Among the best-performing companies, one can also

3 *=only partially controlled. Data : Direction d’études économiques et financiéres, Etude du Groupe Empain, Jul
1914, Crédit Lyonnais, DEEF 49107, CA-CL., verified and completed based on the annual accounts of the
subsidiaries
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observe the group’s three top holding companies, one manufacturing company (ACEC)
and two power producers in bustling areas. Counterintuitively, the table also contains
three light rail companies. Whereas Chapter 2 stressed the mediocre financial results of
light rail in France, the two French companies in question were the exception. They
enjoyed considerable economies of scale as they each possessed a large and coherent
network. Moreover, the Basse Egypte connected the Nile Delta, the most economically
productive region of Egypt, to the outside world.

Table 7 Top 11 worst-performing companies of the Empain group (1911-13)*

Company Sector Nom. cap. Avg.ROE,

(mln frs) 1911-13
Tramway de Cointe Elec. urban transport 0.25 -2.0%
Travaux Publics du Caire Real estate 6 -1.3%
Eclairage du Centre Gas supply 6 0.0%
Tramways de Kischinew Elec. urban transport 1.5 0.3%
Tramways élec. de Damas Elec. urban transport 6 0.5%
Heliopolis Palace Hotel du Caire Real estate 4 1.4%
HOC Real estate 50 1.5%
Chemins de fer économiques du Nord Light rail 19.2 2.4%
Cie d’électricité de Seraing Electricity supply 3 2.9%
Chemins de fer du Calvados Light rail 3.5 3.0%*
Chemins de fer du Périgord Light rail 3 3.0%*

In the environment of a business group, some firms could survive despite their poor
financial performance. Table 7 gathers all the companies belonging to the Empain group
with a ROE of 3% or less. In 1913, Empain and other entrepreneurs would have preferred
to invest only in projects yielding more than 3%. Otherwise, they had better bought low
risk long-term Belgian and French government bonds with an average nominal interest
rate of 3.3% in 1911-1913." However, the Empain group generally focused on the long
term and could wait until projects started to flourish. For instance, the three real estate
firms listed in the table formed the core of the Heliopolis project, which was still in its
infancy. Empain guessed that the business would pay out in the long run. For the light
rail companies, this was also the idea. The Chemins de fer du Périgord and du Calvados were
relatively small and could not survive without state subsidies and an occasional credit
from the holding companies. The Econord had run up in debt in the past and was now
investing to electrify part of its network. However, as these firms were part of the larger

#*—detailed data are lacking, so based on dividends. Data: see Table 6.
% QOscar Jorda, Moritz Schularick, and Alan M. Taylor, “Macrofinancial History and the New Business Cycle
Facts,” in NBER Macroeconomics Annual 2016 (Chicago: University of Chicago Press, 2017).
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business group, the generated economies of scale allowed them to survive and still yield
some profit. In addition, the Empain group had taken over the Tramway de Cointe and the
Eclairage du Centre in the 1900s hoping to rationalize their operation. However, it took
more than ten years to digest the accumulated debts from the past. Finally, two larger
electric tramways also underperformed. In Chisindu (Kischinew), several economic crises
and the resistance of the government against electrification had caused a heavy burden
of debt. Damascus suffered from the Ottoman political instability and wars thwarting the
large investments made to electrify the network.

3.5 The quest for finance and the concern for independency

The scale increase brought about by the Second Industrial Revolution forced many
traditional family firms into a secondary position. In capital-intensive industries such as
railroads, public utilities and equipment manufacturing, large joint-stock companies took
the lead, for they were best suited to gather funds. However, experts on family business
including Andrea Colli have shown that some family businesses perfectly adapted to the
new conditions. As mentioned in the general introduction, they made use of business
groups to involve external finance in a flexible way and were able to follow the pace of
expansion of the large managerial enterprises.* The case of the Empain group brilliantly
supports the view that family business groups could be big business too. By 1914, the
Empain brothers could control subsidiaries with a share capital of 600 million francs by
controlling holding companies only worth 110 million francs. The leverage is significant:
for every franc invested in the capital of the holding company, they could control 6 francs
of capital in the subsidiaries.”” In other words, they just needed to make a decisive
investment in the top holding companies to control everything else. Whereas the next
section elaborates on the control mechanism, this section investigates the role of finance
in this pyramidal structure. In short, where did the companies of the Empain group find
the necessary external funds?

¢ See Chapter 3 of Andrea Colli, The History of Family Business (1850-2000) (Cambridge: Cambridge UP, 2003).

7 On the leverage of public utility holding companies, see also William J. Hausman and John L. Neufeld, “US
Foreign Direct Investment in Electric Utilities in the 1920s,” in The free-standing company in the world economy
1830-1996, ed. Mira Wilkins and Harm G. Schréter (Oxford: Oxford UP, 1998), 364-65.
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3.5.1 Empain, the banks and joint ventures

Unlike most business groups in Belgium, Empain has always kept as much distance as
possible from the large Belgian mixed banks. Large bank-centered business groups
controlled a considerable part of the Belgian economy before 1914, especially in the coal,
steel, traction and electric industry. In 1911, they had acquired large blocks of shares in
41% of all Belgian joint-stock companies.”® The mixed banks frequently extended
commerecial credit to firms whether affiliated or not. This gave the banks a large influence
over the business of these firms.

The Empain group, in contrast, preferred not to rely on bank loans in order to keep its
independence. Instead, Edouard Empain founded his own bank in 1881. As mentioned in
Chapter 1, Empain probably had gathered a starting capital with the help of the du Roy
de Blicquy family and by selling quarries.” Several large family businesses, like the
zaibatsu, established a bank to independently finance growth. The Solvays founded their
Mutuelle in 1914 for investments in the family business. It became the financial pivot of
the Solvay empire in the interwar years. The Turkish family business group Kog,
established in the 1920s, had a small private bank too.*

As the name suggests, the Maison de banque E.-L.-]. Empain was essentially a small private
bank, without a separate legal personality.”® Because Empain did not incorporate its
banking activities, these melted into his personal finances. This was typical for the late
nineteenth century, when banking still was based on mutual trust and good connections
- a broad network of entrepreneurs in Empain’s case. Basically, before the legal reform of
the 1930s, anyone could start banking without official permission or leaving a paper
trail.*” This type of bank mostly operated with great discretion, making it hard to know

8 Ginette Kurgan-van Hentenryk, “Finance and financiers in Belgium (1880-1940),” in Finance and financiers in
European history (1880-1960), ed. Youssef Cassis (Cambridge: Cambridge UP, 1992), 318.

# See also Anne-Myriam Dutrieue, “Famille Empain,” in Dictionnaire des patrons en Belgique: Les hommes, les
entreprises, les réseaux, ed. Ginette Kurgan-Van Hentenryk, Serge Jaumain, and Valérie Montens (Brussels: De
Boeck Université, 1996), 267.

% Bertrams et al., Solvay, 239-40; Halit Gonenc, “How do business group firms utilize internal capital markets?,”
International Journal of Managerial Finance 5, no. 4 (2009): 363.

51 On the history of private banking, see Youssef Cassis and Philip Cottrell, Private Banking in Europe: Rise, Retreat
and Resurgence (Oxford: Oxford UP, 2015). On bankers in Belgium before WWII see Samuel Tilman, Les grands
banquiers belges (1830-1935): Portrait collectif d’une élite, Mémoires de la Classe des Lettres, coll. in-8°, 3e série
(Brussels: Académie Royale de Belgique, 2006).

52 Ginette Kurgan-Van Hentenryk, “Le statut juridique des banques et des agents de change en Belgique avant
les réformes de 1934-35,” in La banque en Belgique (1830-1980), Revue de la Banque (Brussels: Centre d’études
financiéres, 1980), 25.
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anything about it.”® Despite erroneous rumors about a possible incorporation already in
1898, Empain only decided to transform his personal bank into a limited liability company
after the First World War.>* Edouard Empain granted the shares of the Banque Industrielle
Belge (est. 1919) to his brother Frangois and other close collaborators, while keeping a
majority of 71% for himself.>

From 1881 onwards, the Banque E.-L.-J. Empain was the financial hub of the business
group and almost exclusively focused on its development. It seems that E.-L.-J. Empain was
not really a deposit bank, for group companies also placed their liquid assets with large
joint-stock banks.*® It was rather the group’s own investment bank. Since its
establishment, the bank was the main issuer in Brussels of new stocks and bonds of the
affiliated companies.”” Usually, Empain subscribed to the capital of the firms of the
business group, before selling the bulk of it to the broader public. Edouard Empain was
also the official banker of the holding companies and subsidiaries, organizing their
payments and paying their dividends to the shareholders.?® The bank also granted short-
and long-term credits to the subsidiaries. For instance, it lent 500,000 francs to the
Produits Cibils in 1901 and a similar sum to the Cie Gle de chemins de fer et tramways en Chine
in 1912.%° In the 1900s, the capacities of the bank had augmented to such an extent® that
she could issue a Chinese loan of 44 million francs.®! In rare instances, the bank intervened
in businesses that did not belong to the Empain group. For instance, Edouard Empain
sporadically made small portfolio investments in banks, insurance companies, tramway
holding companies, coal mines and colonial enterprises.®> He also helped to save two
Brussels bankers on the verge of bankruptcy in 1907.° Finally, the Banque Empain

*3 The archives of the bank have disappeared with the archives of the family business altogether. See also the
fruitless search of previous researchers: Suzor, Empain en France, 37.

> “Neues Bankproject in Briissel,” Hamburger Nachrichten, 22 Nov 1898.

% “Banque Industrielle: Constitution,” no. 909, AMB, 3 Mar 1919.

% “Voie étroite: Rapport du CA a I’AGO,” Supplément MIM, 17 Jun 1883.

57 “Prospect: Compagnie générale de Railways a voie étroite,” L'Indépendance Belge, 17 Feb 1881.

%8 “Parisienne Electrique: Rapport du CA a I’AGO,” Les assemblées générales, 30 May 1906; see also Livre des
positions ou situations, Archives of the Empain group, HA.02.01.173, KMMA.

% Meeting of 9 Oct 1901, Comité permanent: Procés-verbaux des réunions, Banque d’Outremer,1301/12, ARA2;
Meeting of 3 Oct 1912, Cie Générale, Minutes of the Board of directors, Compagnie générale de chemins de fer en
Chine, 1394/26, ARA2.

% To give an idea, the share capital of the bank in 1919 was 10 million francs, approx. 2.5 million francs in 1913
prices.

61 See Chapter 7. Meeting of 2 Apr 1913, Cie Générale, Minutes of the Board of directors, 1394/26, ARA2.

62 See e.g. “Caisse des Propriétaires,” no. 1688, AMB, 20 Oct 1886; “Assurances belges,” no.512, AMB, 17 Nov 1892;
“Union des Tramways,” no. 3158, AMB, 4 Nov 1895; “Charbonnages André Dumont-sous-Asch,” no. 2714, AMB,
30 Apr 1910; “Recherches miniéres du Bas-Katanga: Constitution,” no. 4567, AMB, 29 Jun 1910.

& “Informations financiéres,” Le Journal, 30 Mar 1907.
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participated in the banking consortium that was formed at the outbreak of the First World
War. As one of the twenty contributing banks and as a member of the board of directors,
Empain had to help stabilize the Belgian financial system.**

To be sure, the Empain brothers could not finance the entire business group without
the help of external partners. In the first decade of its existence, the Empain group closely
collaborated with La Métallurgique and its shareholders and directors. A secretary and a
director of the real estate bank Caisse des Propriétaires, which also granted credit to La
Métallurgique, were board members of the Voie étroite. The financial involvement of this
early network diminished over the years, although ANF, the French subsidiary of La
Métallurgique, still took an interest of 4% in the Parisienne Electrique in 1900.° There were
also less successful partnerships in the first decades. In 1888, Empain set up a joint
venture with the Belgian magnate Edouard Otlet. After the Grand Central Sud-Américain
completely failed, Empain refused to cooperate with him in the future, becoming his
biggest competitor instead.*

With the expansion of the business group in the 1890s, Empain was more keen to
cooperate with both private bankers and large banking groups. These banks almost
exclusively acted as investing partners, not as money lenders. The business group
structure lent itself perfectly to set up joint ventures. The Empain group allowed external
financial contributions without necessarily losing full control. On the other hand,
partners were placed on an equal footing within the subsidiary, instead of feeling
overwhelmed by the size of the total business group.®”’

Since 1894, the group’s most important Belgian partner was the Société générale de
chemins de fer économiques (Chemins de fer économiques), founded by the Banque de Bruxelles
and Paribas. Together with the Empain group, it established joint ventures for electric
tramways in Cairo, Madrid and Damascus as well as a light rail network in the Egyptian
Nile Delta. Satisfied by the collaboration so far, Empain even offered the Chemins de fer
économiques a stake of 1.2 million francs (17%) in the holding company Russe-frangaise in
1896. In the end they could not agree on the conditions of the deal.®® Ten years later, the
Banque de Bruxelles itself did take an interest in Empain’s Belgian holding companies, the
HOC in Heliopolis and in the Paris Métro.® Empain also managed to draw the attention of
Raphaél de Bauer. He was the manager of the Brussels branch of the mighty French bank

% Van Der Wee, Generale, 186-87.

% Industrie Parisienne, 31 May 1901, Le Paris-Bourse, 65AQQ483/1, ANMT.

% De Ryck, “Otlet.”

¢’ Lanthier, “Constructions,” 444,

% Meeting of 7 Dec 1896, Chemins de fer économiques, Minutes of the Board of directors, I 30/4327, ARA2.

¥ Anne-Myriam Dutrieue, “La Banque de Bruxelles au miroir de son conseil d’administration de 1871 a 1914
(Unpublished MA Thesis, Université catholique de Louvain, 1988), 107.

”
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Paribas. In 1895, he had joined the board of directors at the Paris headquarters. Starting
with the Chinese projects of Empain, Paribas itself or the Brussels branch invested in some
large enterprises of the business group. It took stakes of up to 6% in firms such as the CFL,
Parisienne Electrique and Société frangaise d'entreprises en Egypte. In the firms where it was
represented, the bank occasionally served as a credit provider.”

Other large financial institutions such as the Société Générale de Belgique and the Banque
d’Outremer had much looser ties to the business group. In the first twenty years of his
career, Empain had managed to stay out of the waters of the old Belgian financial giant.
After the first encounter of the two groups in the Tramways Bruxellois (1900), it took until
1906 for the Société Générale to invest in the Empain companies directly. The Société
Générale took small interests in the top holding companies Réunis (1906) and
Railwaysé&Electricité (1908). Afterward, the two business groups collaborated in China and
established a joint venture (Cie Auxiliaire d’Electricité de Nantes) for electric utilities in
Nantes. Another sign of rapprochement was the directorate (1909-10) of the French Cie
des Chemins de fer vicinaux offered to the governor of the Société Générale Ferdinand
Baeyens. Empain also encountered the Banque dOutremer, led by the colonial
entrepreneur Albert Thys, on three occasions at least. Empain partnered up with Thys to
save the Produits Cibils in 1899. Afterward, the Banque d’Outremer declined an offer of shares
in the Russe-francaise, but it did participate in the establishment of the CFL in 1902.™

Empain also sporadically allowed and encouraged private bankers from Brussels, Liege
and Paris to invest. Many of them were part of well-established banking families:
Nagelmackers, Cassel, Balser, Dubois, Lambert, Stern, Philippson, Goudchaux, ... However,
only with the Banque Bénard et Jarislowsky (Bénard&jarislowsky) the business group
developed a structural partnership. This private bank was founded in 1885 by Adrien
Bénard and Sigismond Jarislowsky. They were investment bankers, soon involved in the
Compagnie Continentale Edison. Thus, they had plenty of experience in the French
electricity business. In 1897, Empain collaborated with them to apply for the concession
of the Paris Métro. It was the start of an intense, yet far from exclusive collaboration.
Bénardé&Jarislowsky became the business group’s main banker in France. It was deeply
involved in many new ventures in France or where there was a French component
(Chemins de fer et tramways en Chine, Fédération francaise et belge de tramways, Parisienne
Electrique, CFL). Like the Banque Empain in Brussels, it also took care of the IPOs and official
listings of the group firms on the Paris Stock Exchange.”

™ Meeting of 17 Feb 1913, Cie Générale, Minutes of the Board of directors, I 394/26, ARA2; See also Dutrieue,
“Raphaél de Bauer.”

' Meetings of 10 Feb & 9 Jun 1899, Comité permanent: Procés-verbaux des réunions, 1301/12, ARA2.

72 Bénard Adrien Léon, Légion d’Honneur (Base Léonore), LH/176/23, FRAN; “Entreprises coloniales francaises:
Bénard fréres (banque), Paris,” http://www.entreprises-coloniales.fr/empire/Benard_freres.pdf; See also
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In sum, the Empain group had managed to secure the support of very influential
financial institutions, which had considerable leverage to transform projects into
successful businesses.” Yet, Empain always remained master of his own business group.
He confined the cooperation with powerful financial groups to specific projects and
avoided losing control over subsidiaries.

3.5.2 Going public: Stock and bond markets

More than relying on banks, the broader public was the business group’s main source of
finance. In this respect, the holding companies at the top of the pyramidal structure serve
a twofold purpose. On the one hand, as mentioned in section 3.4, the holding companies
reduced the risk and could therefore attract more investors. Those wary of putting their
money into one unstable firm could invest in a trust with many securities. Especially the
Réunis is similar to the many closed-end funds in the late nineteenth century, most
famously the Foreign and Colonial Investment Trust.* As such, the holding company
functioned as an intermediary, protecting subsidiaries from the market and investors
from bigger risks. Instead of having the subsidiaries directly address the capital market,
the holding companies could raise money on the market with greater ease and then invest
it in the daughter companies themselves. On the other hand, they allowed small savers
and other investor groups to pump money into a particular subsidiary, without the
Empain brothers losing control of the holding company. Usually, when a subsidiary was
incorporated or increased its capital, the Banque E.-L.-J. Empain and the holding companies
subscribed to the capital in its entirety. Only afterward, they would sell their shares to
the broader public, but kept a controlling block. To this end, Empain made a lot of
publicity, including ads in many Belgian, some French and occasionally Dutch
newspapers. For larger businesses, Empain formed a syndicate with befriended banks to
issue the new shares, preferably directly at the stock exchange.”

Ginette Kurgan-van Hentenryk, “De Clio a la finance: Les origines de la fortune d’André Berthelot,” Revue belge
de philologie et d’histoire 55, no. 2 (1977): 476.

3 Even the Belgian State supported the business group. The state-controlled Caisse Générale d’Epargne et de Retraite
(CGER) possessed bonds of the Railways&Electricité for a value of nearly 5 million francs in 1908. Note on the Cie
générale de Railways et d'Electricité, 24 Feb 1909, Belgique, B/0072864, CAEF.

7 David Chambers and Rui Esteves, “The first global emerging markets investor: Foreign & Colonial Investment
Trust 1880-1913,” Explorations in Economic History 52, no. April (2014); See also: Hennart, “Transaction-Cost,” 81.
75 See for example the syndicate Empain organized to issue 7 million francs in shares of the Compagnie générale
des nitrates (1895). Documents concernant la participation de la banque Philippson au syndicat constitué pour
I'achat d’actions de la Compagnie générale des nitrates, 1895, 1822, Archives Philippson.
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In fact, the business group was known for its strategy to speculate on the stock
exchange with shares of Empain companies. Empain watched their quotation very closely
and did not hesitate to inflate the prices of shares, even if the subsidiary was not yet in
operation. When the prices had reached a high, Empain or the holding companies sold a
part of their shares. Conversely, Empain also tried to support the share price when the
speculation had brought it down. Because of its market power and large PR budget, the
Empain group could influence the stock markets and maximize the profits derived from
its ‘agiotage’. This was particularly the case for the highly mediatized Métropolitain, listed
in Paris and Brussels. The price of a share (nominal value 250 francs) in Paris fluctuated
between 400 and 698 francs until the First World War.”® The prices did not necessarily run
parallel in Brussels, so Empain could also take advantage of this difference.”

Despite some speculation, the basic policy of the Empain group was long-term
oriented. In his answer to a critical shareholder, the chairman of the Parisienne Electrique
Berthelot explained the principle. The holding company held shares for a long time, to
profit from their value increase and the dividends. “In the important businesses that we
consider belonging to our group to a certain degree, we do not have the habit to diminish
our stake in times of crisis.” He continued by saying that the Parisienne Electrique only sold
the shares of its subsidiaries when their success was certain. The holding company always
kept a minority stake “sufficient to ensure the continuity of the management conceived
at the start-up of the enterprise.””

Besides equity, the Empain group also issued corporate bonds. This was a way of
expanding without diluting Empain’s ownership interest or claiming a part of the profits.
However, Figure 18 shows that in the 1880s, it was impossible to finance the enterprise
with debt. The depression and deflation deterred investors. The Empain group needed to
wait until it had enough lines in exploitation that could generate a sufficient and stable
revenue. The establishment of the Réunis and the Russe-frangaise reinforced this tendency,
reaching the point in 1896 where bonds were twice as important as equity (75%/25%) in
the corporate finance of the holding companies. After 1900, the group again favored
equity finance, this time because the business group was doing much better on the stock
market (see Fig. 19). The holding companies could issue new shares at a premium of 60%

76 “DFIH-Data for Financial History: A comprehensive database on the French stock markets since 1795,” dfih.fr.

77 Lanthier, “Constructions,” 470-71; Ilbert, Le Caire, 44; See also Direction d’études économiques et financiéres,
Etude du Groupe Empain, Jul 1914, DEEF 49107, CA-CL.

78 “dans les affaires importantes que nous considérons comme appartenant dans une certaine mesure a notre
groupe, nous n’avons pas ’habitude de diminuer notre participation dans les périodes de crise”, “suffisante pour
assurer la continuité de la gestion imprimée a I'origine a I'entreprise” “Parisienne Electrique: Rapport du CA:
Discussion,” Vie financiére, 4 Jun 1914,
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of the nominal value. These premiums formed an important source of finance in the

decade up to the First World War.”
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Figure 18 The ratio of equity versus bonds as a source of finance of the top holding
companies (1882-1913)%
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Precisely because the Empain group relied so much on the money of the broader public,
it had every reason to list as many of its companies as possible and the sooner the better.
That way the largest shareholders (the Empains and the holding companies) could more
easily sell their shares. Of the 76 firms for which a listing was conceivable, 64% were listed
on a stock exchange.®! Four out of five of these companies were listed within two years
after incorporation or after the takeover by the Empain group if they were not listed
already. This is actually more than five years faster than the average company listed on
the Paris Stock Exchange.®? It took the other 20% Empain companies, mostly in the railway
business, much longer to take the step to the stock exchange. Some like the Tramways
électriques du Pays de Charleroi (3 years) and the Bruxelloise d’électricité (4 years) awaited the

7 Lanthier, “Constructions,” 440. For instance, the Railways&Electricité could twice raise 5 million francs, i.e. 50%
more than the nominal value during the capital increases of 1906 and 1913, “Railways&Electricité: Rapport du
CA a ’AGO,” Supplément MIM, 27 Mar 1907; “Railways&Electricité: Rapport du CA a I’AGO,” Supplément MIM, 22
Apr 1914,

% Calculated from the annual accounts of the top holding companies Voie étroite, Réunis, Railways&Electricité,
Parisienne Electrique and Russe-francaise

81 The data on the Brussels Stock Exchange are retrieved from the Studiecentrum voor Onderneming en Beurs (SCOB)
database by Frans Buelens. For data on the Paris Stock Exchange, see the database of “DFIH”.

82 See the graph ‘Age of companies at the time of their initial listings on the official stock exchange’ on “DFIH”.
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completion of the construction works.** Other tramway and light rail companies needed
more than a decade to generate sufficient profits that could attract investors, as analyzed
above. Fourteen years after its establishment, the ZNSM distributed a dividend of approx.
2%, which the Empain group deemed enough to charm the Brussels Stock Exchange.?*
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Figure 19 Deflated price evolution of all shares of the Empain group listed on the Brussels
Stock Exchange compared to the sector index, 1880=100 (1880-1914)*

A bit more than one third of the Empain companies never listed its shares. They can be
divided into three groups. The first group contained operating companies of light rail
networks (Périgord, Bayonne-Biarritz, Calvados, Moudania-Brousse) that were too small
to require a lot of capital or that hardly produced any surplus value for its shareholders.
Secondly, some companies had never passed the conceptual stage of their intended
project: Tramways de Neuilly-Montmartre, Phosphates du Djebel Onk and Tramways de
Berditscheff. The third group included subsidiaries such as the TELB, SERVA, Chemins de fer
et tramways en Chine and Terrains du Caire, which were so closely held by the holding
companies that they did not need external investors.

For the Empain group, with its companies mainly registered in Brussels and Paris, the
markets of these two capitals were preferable to float securities. The majority of firms
having their registered office in Belgium, the Brussels Stock Exchange seemed a logical
choice. As a financial center, Brussels ranked fourth in Europe after London, Paris and
Berlin. The Belgian capital market was well known for its very liberal legislation on

83 Réunis: Assemblée générale, 27 Mar 1907, L’Echo de la Bourse, 65AQE232, ANMT.
8 Recueil Financier, 1909, 720.
% Calculated by Frans Buelens (SCOB)

155



Beyond borders, sectors and classic corporations

corporations, favorable taxation and “the plentiful Belgian domestic savings.”*® In
addition, the Brussels Stock Exchange had very low requirements, allowing both Belgian
and foreign stocks. The autonomous Stock Exchange Commission used its absolute
freedom to accept new listings. In consequence, the number of listed securities steeply
rose from 470 in 1880 to 2200 thirty years later.”

However, the larger the business group became, the more Empain needed to find
additional sources of capital. Like many other Belgian entrepreneurs, Empain turned to
France, especially after the turn of the century.®® Paris was the second-largest capital
market in the world, after London but before New York and Berlin.?* However, the listing
requirements of the Official Paris Stock Exchange were a lot more rigorous. The
application of each company went through a strict procedure. Foreign values were only
accepted if they were already listed on an exchange in their home country. Their second
listing in Paris was subject to the approval of the French government. The autonomous
Compagnie des Agents de Change and the Ministry of Finance assessed the financial viability
of the firm and the economic interest of a listing. However, the French Minister of Foreign
Affairs also had a right of veto. He had to evaluate if the company fitted in the broader
foreign policy and was in the interest of France.” The difficulty to get listed in Paris is
reflected by the fact that some French companies were listed only in Brussels and not in
Paris.

Fifteen of the largest Empain companies received a secondary listing after they had
already been traded in Brussels or Paris. These large holding and industrial companies
needed a large market to optimally float their shares and could benefit from the
additional trade created by a second listing. Whereas the shares of the Belgian Réunis,
Russe-frangaise and ACEC were accepted in Paris after a successful listing in Brussels, the
French firms Chemins de fer vicinaux, ACENE and EGN received a second listing in Brussels.
Thanks to thorough preparation, the IPO of the Parisienne Electrique, CFL,

8 Youssef Cassis, Capitals of Capital: A History of International Financial Centres (1780-2005), trans. Jacqueline Collier
(Cambridge: Cambridge UP, 2007), 125.

¥ Guy Vanthemsche, “Du carcan a la débauche: L’évolution de la réglementation au XIXe siécle,” in A la Bourse:
Histoire du marché des valeurs en Belgique de 1300 a 1990, ed. Geert De Clercq (Louvain-la-Neuve: Duculot, 1992).

% Ginette Kurgan-Van Hentenryk, “La puissance financiére francaise vue par les milieux d’affaires belges,” in La
puissance francaise & la Belle époque: Mythe ou réalité ?, ed. Pierre Milza and Raymond Poidevin (Brussels: Editions
Complexe, 1992), 189.

% Cassis, Capitals of Capital, 106.

* Pierre-Cyrille Hautcoeur and Georges Gallais-Hamonno, Le marché financier francais au XIXe siécle: Aspects
quantitatifs des acteurs et des instruments a la Bourse de Paris (Paris: Publications de la Sorbonne, 2007); For a
comparative discussion, see Lance Davis, Larry Neal, and Eugene N. White, “How it all began: The rise of listing
requirements on the London, Berlin, Paris, and New York stock exchanges,” The International Journal of Accounting
38, no. 2 (2003); Samir Saul, La France et I'Egypte de 1882 & 1914: Intéréts économiques et implications politiques,
(Paris:  Institut de la  gestion publique et du développement économique, 1997),
http://books.openedition.org/igpde/746. Chapter 5 §89-100.
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Railways&Electricité and CMP could be almost simultaneously organized at the Stock
Exchanges of Brussels and Paris. The example of the Tramways de Paris et du Département
de la Seine (TPDS), the second-largest surface transport company in Paris, perfectly
illustrates the policy of the Empain group. The business group had acquired a
considerable interest in the company in 1910 as a consequence of a merger. One year later,
the Empain group introduced the stocks at the Brussels Bourse, while it had also been
listed in Paris since 1891.

That the secondary listing in Paris was not a sinecure is illustrated by the following
two cases. The Brussels Stock Exchange accepted the Econord (est. 1883) within a year after
its incorporation, but the French government was more reluctant to allow the company
in Paris due to legal irregularities. It first obtained a listing in Lille in 1886 and only one
year later at the stock exchange of the French capital. The HOC was even more suspicious
in the minds of French officials, because of the alleged speculative nature of the Heliopolis
project. Empain had by all means tried to obtain the official listing on the Paris Stock
Exchange after the IPO in Brussels. The French government, however, categorically
refused. It based its refusal on the poor financial outlook of the company.’ However, it
was listed on the Stock Exchange in Cairo.*

Surprisingly, Empain showed much less interest in British finance, despite the
importance of the London capital market. Only when the dominant position of Great
Britain in a specific market required this, Empain mobilized British capital. As far as the
sources tell, he had made one fruitless trip to London early in his career.” Afterward,
Empain partnered up with British capitalists for the Chilean nitrate and for the Chemins
de fer de la Basse-Egypte. As soon as the Egyptian activities were assuming vast proportions,
he activated this modest British network to invest in the HOC and the Egyptian Mail
Steamship. That is why these two companies also issued shares in London.**

Empain did hardly contact German investors. However, while many biographers write
that he was too Francophile to collaborate with them, he did not entirely avoid them. In
1898, Empain attempted to have the German-owned Sofina invest in his business in
China.” Yet, it seems that the German option generally was a lever to encourage France
to show more benevolence. For instance, in 1912, the German Dresdner Bank and the
Deutsch Orient Bank were interested in acquiring an interest of 40% in the HOC. Empain

°! Saul, France et Egypte. Chapter 5 §47-102.

21]bert, Le Caire, 43.

% He tried to sell shares of the Grand Central Sud-Américain to London investors in 1889. Otlet (Brussels) to Empain
(London), 23 May 1889, Correspondance générale, T 447/56, Economic Archives of the Otlet Family, ARA.

* Saul, France et Egypte. Chapter 5 §51; “New Issues: Egyptian Mail Steamship Company,” Financial Times, 15 Jan
1907.

% Brion and Moreau, Tractebel, 40.
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immediately warned the French Ministry of Foreign Affairs. “They feared indeed that the
German investors seek to absorb the enterprise completely and to transform the new city
into a German city.”*® The French government was, of course, very sensitive to this
German threat and wanted to preserve the French-Belgian allure of Heliopolis. But as
mentioned above, the bad financial performance of the company absolutely excluded a
listing.

3.5.3 Lenders within the group: Inter-firm loans

As discussed above, companies affiliated to the Empain group did not rely on banks for
credit. Banks merely acted as investing partners. Holding companies, on the contrary,
acted as the group’s credit providers, together with the Banque E.-L.-J. Empain. These
credits were of paramount importance for companies in their infancy. After their
establishment, most companies had to heavily invest before earning profits. As a
consequence, in the first years they could not easily independently raise money on the
market. Some subsidiaries, as discussed, actually never managed to do so in their entire
lifecycle. In 1906, Edouard Empain explained to the shareholders of the Réunis one of the
main tasks of the holding company. The Réunis always needed to have enough liquid
assets, for it was the “banker of the subsidiaries to which advances on current accounts
[were] made to allow them new lines before they issue[d] bonds. That is how the Company
has helped the Vicinaux, the Railways&Electricité [and] the Tramways de Lille.”*” The other
holding companies, specialized in general contracting, also extended credits of several
million francs to their subsidiaries, mostly to prefinance the construction works they
were executing for the operating companies.’®

% Defrance (Cairo) to Poincaré (Minister of FA, Paris), 20 Mar 1912, Egypte: Finances privées (1911-12),
156CPCOM/83, MAEF.

%7 “les Réunis sont les banquiers des filiales a qui les avances sont faites en comptes courants pour leur permettre
des lignes nouvelles avant qu’elles n’émettent des obligations. C’est ainsi que la Société est venue en aide aux
Vicinaux, aux Railways-Electricité, aux Tramways de Lille qui vont augmenter leur capital”, Réunis: Assemblée
générale, 28 Apr 1906, L’Echo de la Bourse, 65AQE232, ANMT.

% Parisienne Electrique and Railways&Electricité for the SEP, RELSE for the Tramways électriques de Gand. Suzor, Empain
en France, 313; RELSE: Rapport du CA a ’AGO, 6 May 1907, 65AQE401, ANMT.
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3.6 Control: The open family firm

Family Firm

Public Shareholders

Figure 20 A stylized pyramidal business group®

The pyramidal system of the business group allowed Empain to ultimately control a lot
of companies with a relatively limited amount of capital. In the business group literature,
ultimate control means to be “in a position to control, or materially to influence, the
management of one or more other companies by virtue, in part at least, of its ownership
of securities in the other company or companies.”'® Throughout the decades, the Empain
brothers closely held the shares of the top holding companies.'” These come down to the
theoretical “family firm” of Figure 20. The family ownership was strengthened by a
strategy of cross-shareholding among the holding companies, which also limited the risk
of a hostile takeover. As the largest shareholders of the firms at the top, the Empain
brothers could control all the subsidiaries underneath. Every tier just had to own more
than 50% in the next tier, while the public shareholders could provide the rest of the
capital of the firms. As mentioned, in the early twentieth century, having a majority was
not strictly necessary to control a company. At most general assemblies of Empain’s top

% Colpan, Hikino, and Lincoln, Oxford Handbook, 607.

19 James C. Bonbright and Gardiner C. Means, The Holding Company: Its public significance and its regulation (New
York: McGraw-Hill, 1932), 32. Cited after Colpan, Hikino, and Lincoln, Oxford Handbook, 17.

1 In his testament (1922), Edouard Empain advised his two sons inheriting a “large block of shares” of the
Railways&Electricité not to divide it, for it “gives them the control of this company and as this possesses the
control of the bulk of the businesses I have created, they will in this way have control of a large part of my
work.” (“La possession de ce gros paquet d’actions leur donne le contrdle de cette Cie et comme celle-ci posséde le contrdle
du plus grand nombre des entreprises que j'ai créées, ils auront ainsi la maitrise aprés ma mort, d’une grande partie de mon
oeuvre.”) Empain, Déclaration de succession (copy), 1922-1928, Bois du Cazier.
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holding companies, only a handful of shareholders showed up.'® This leads to the remark
that, thanks to the control of this pyramid, the Empains could tunnel the profits from the
lowest tier to the top holding companies. Via the possession of special shares (‘founder’s
shares’), Edouard and Frangois amassed a fortune despite the occasional bad performance
of the business group at the stock exchange.'®

Figure 21 Edouard and Frangois Empain (early twentieth century)'®

Among historians of the Empain group, there is some debate on the extent to which the
business group was a family business. Based on an analysis of French companies, Suzor
believes it was not, because the family conserved only part of the power. Family members
other than the Empain brothers were not part of corporate boards before 1914.' Instead,
Empain hired salaried managers. This research follows the definition of Andrea Colli, who
states that a family business is an enterprise where one or more family members own a
sufficient part of the capital to influence the strategy and appoint senior executives.'® I
argue that, in the case of the Empain group, the degree of control was even higher than
required by Colli, for the Empain brothers were in the top management themselves. Not

12 Réunis: Assemblée générale, 27 Mar 1907, 65AQE232, ANMT; Railways&Electricité: Assemblée générale, 26 Apr
1911, L’Echo de la Bourse, 65AQE238, ANMT.

1% On tunneling in pyramidal business groups, see Morck, “Riddle.”

14 Source  Edouard:  “Cent  Wallons:  Edouard  Empain,” http://www.wallonie-en-
ligne.net/1995_Cent_Wallons/Empain_Edouard.htm. Source Frangois: Toussaint, Barons, photo section.

195 Suzor, Empain en France, 241-44.

1% See Chapter 1 of Colli, Family Business.
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content with supervising, both brothers were managing directors of the holding
companies for a long time. Francois Empain (see Fig. 21), a doctor of law and political
science (1880-1884), had joined the group in 1888-89 after a short career as a lawyer.'*” He
immediately became director of the Voie étroite and rose to be Edouard Empain’s right
hand. Together, the Empain brothers were directors of nearly 60% of the group companies
(49 out of 84). In more than half of these 49 cases, they were both represented, for instance
in the top holding companies. No other top collaborator was a director of all 4 and then 3
top holding companies. In the other half of the 49 cases, Edouard Empain served alone on
the board or delegated his brother Frangois. Being too busy, Edouard also handed some
of his directorates over to Frangois after 1900. Generally, whenever Edouard was abroad
or unavailable, he had his brother replace him and take care of important business.'*®

It is true that, as Suzor has written, wherever the Empain brothers were not in the
board of directors themselves, i.e. in the other 35 out of 84 companies, they delegated
their closest collaborators. Whereas in a classic family business, the leader would appoint
relatives to safeguard its interests in the subsidiaries, Empain secured the collaboration
of several highly skilled managers. Roch Boulvin combined important positions in the
holding companies with directorships in many electricity and gas-producing companies
such as the SEP, EGN, SERVA, Cie délectricité de Seraing, CAEN as well as the electric
equipment manufacturer ACENE. The Empain brothers entrusted Alfred de Wandre with
a directorship of the CMP, the TPDS, the Nitrate Railways and the Société francaise
d’entreprises en Egypte. André Berthelot also supervised the interests of the Empains in
some of the same companies as well as in the Compagnie Parisienne de Distribution
d’Electricité and the Société d'Etudes des Chemins de fer et des Phosphates du Djebel Onk. Finally,
Arthur du Roy de Blicquy and afterward his nephew Edouard represented the Empain
brothers in diverse companies managed from the Brussels headquarters. Thus, these few
top directors were the “eyes” of the Empain brothers in the boards where they were not
directors themselves. Generally, Edouard Empain was involved in the start-up of a new
company or project and took care of crucial steps such as going public. As soon as the
business was up and running, Empain delegated the further strategic management of
some subsidiaries to his finest collaborators. However, he retained the right of veto in
important matters and intervened if problems occurred. Specific projects such as the
Meétropolitain, the Chinese railway loans and the businesses in Cairo, he followed very
closely.

17 Tn 1886 he acted as the lawyer of la Métallurgique in a court case. “Chronique judiciaire,” Journal de Bruxelles, 9
Sep 1886.
108 See for instance Defrance (Cairo) to Jonnart (Paris), 24 Jan 1913, B-0031291, CAEF.
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Figure 22  The direct offspring of Francois-Julien and Cathérine Empain

109

The corporate policy was thus designed and executed by the Empain brothers and a
small circle of top directors. Nevertheless, Edouard Empain also tried to involve his
relatives in the business as much as possible. Lacking other brothers, Empain gave his five
brothers-in-law positions in the business group (see Fig. 22). Already in 1881, Empain
paired his oldest sister Marie-Louise with Emile André. André came from Beloeil and was
at that time an engineer at La Métallurgique. Via this matrimonial strategy, Empain created
a reliable loyal collaborator. André became director of the Bruxelles-Ixelles-Boendael and
went on a mission to Argentina for the Grand Central Sud-Américain. After his death in 1889,
Marie-Louise remarried. Her new husband was Jacques Debs, an important magistrate in
Boulogne-sur-Mer. In the 1890s and 1900s, he was president of the Court of First Instance
of Boulogne. He advised the Empain group on a lot of legal issues. He also was the only
family member to sit on the board of the CMP.""

The most important brother-in-law was also the last to join the Empain family. After
his marriage with Emma Empain in 1902, Eugéne Harmant relatively quickly became one
of the twenty most important directors before the First World War (see below). He had
the right profile for it. Graduated as an engineer in 1894, he served in the army as a
lieutenant colonel. From 1908, Harmant received mandates in ten Empain companies,
even joining the board of the holding companies Railways&Electricité and Réunis in 1914,
He also possessed some shares of the former.

Two more in-laws played a role in the business group. Zénon Glorieux was a medical
doctor in Brussels. Having married Anne Empain in 1890, he acquired small blocks of
shares in some Empain companies. From 1896 until at least 1914, he was an auditor of 6
firms (incl. Railways&Electricité). He also was a director of the Produits Cibils in the early
years. Finally, Louise Empain married Henri-Louis Denis in 1896. He was an artillery

19 Waltenier, “Les quartiers d’ascendance du Baron Edouard Empain (1852-1929),” 53.
110 See Minutes ou Carnets tenus par G.V.: Années 1906-1917, Archives de la famille Verniory, VIL.1, MRM; Suzor,
Empain en France, 242.
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lieutenant in the Belgian army, later being promoted general.'! On behalf of Empain and
Leopold 1I, Denis left on a mission to Morocco in 1904. With auditor mandates in only
three companies, he did not play an important role in the business group before 1914.

In conclusion, the Empain group has never been a traditional private family business.
It was rather an “open family firm,” where family members shared the management with
professionals.”? The more relatives were qualified, the more directorships Edouard
Empain offered them. So to a certain degree, Empain understood his business empire as
belonging to the family. However, the awareness that his legacy had to be passed on to
the next generation came rather late. Empain recognized his two sons only at the end of
WW1.'® But as soon as they had reached the age of majority, they received some
directorships in the business group. Slowly but surely, Jean and Louis Empain could
participate in the strategic management in the second half of the 1920s. However, the
first generation stayed in charge until Edouard’s death in 1929. Empain’s understanding
of family ownership was perfectly exemplified in his letter to Jean Jadot (Société Générale)
during the First World War. Empain considered opening up the capital of ACEC to the
Générale, but “we remain, personally and by far, the largest shareholders of the Ateliers
and we hope it will always be a family business and a national business.”'** With ‘family,’
Empain in the first place probably meant himself and his brother.

3.7 Pooling of managerial and technical resources

In terms of corporate governance and management professionalization too, the
stereotype about business groups is that they are inferior to large managerial
corporations. Allegedly, their diversified product portfolio prevents the generation of
competitive advantage in that respect. However, Colpan and Hikino have argued that

As long as the group headquarters continues to take the primary role of effective
administrative coordination, it can realize positive spillovers (...) across individual
operational affiliates. The business group form may then prove a competitive asset,

" His uncle was the liberal mayor of Mechelen and his father was colonel in the Belgian army. “Letterenhuis:
Objectbeschrijving: Portret Florimond Denis,” https://anet.be/record/opaclhobj/tg:lhph:26536/N.

12 See Conclusion of Colli, Family Business.

113 See Marginal note to the birth certificate of Jean Louis Lain Empain, 25 Nov 1902, Brussels: Registry Office: Birth
certificates (digital), 84414/0_0005, ARA (Vorst); Recueil Financier, 1924,

114 “Nous restons, personnellement et de beaucoup, les plus gros actionnaires dans les Ateliers et nous comptons
que ce sera toujours une affaire de famille et une affaire nationale.” Cited after: Brion and Moreau, Tractebel, 44.
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with its accumulated knowledge in administrative skills, financial capabilities,

human resource management, and marketing expertise that the groups acquire

through consecutive entries.*®

The complex structure of the Empain group, made of eighty legally independent firms,
risked being inefficient too. In this section, I argue that Empain tried to overcome the
possible inefficiency by achieving a similar “administrative coordination.” He did this
primarily by concentrating the group’s senior management, on the one hand, and the
physical headquarters of all the companies, on the other hand. In addition, I argue that
the holding company organization permitted Empain to recruit external experts and
appoint them on the board of directors of specific related subsidiaries. Yet, these
managers could not challenge the ultimate control of the family, who owned the holding
companies.

3.7.1 The thirty leading executives of the business group

The last section has already demonstrated that the strategies were designed in the
holding companies by a small selection of top directors. The group, however, was kept
together by more than just the Empain brothers and the deputies Boulvin, de Wandre,
Berthelot and du Roy de Blicquy. The crucial instrument to give the subsidiaries a certain
coherence and common strategy was the use of interlocking directorates. A director
interlock occurs when one person is a member of the board of directors of two or more
companies at the same time. This is a common feature of business groups. Vertical
interlocks (between parent and subsidiary) serve to monitor and control. Directors of the
top holding companies can propagate the general strategy lower in the pyramid. In
contrast, horizontal interlocks allow coordinating by sharing information among related
subsidiaries.'

I argue that, instead of clear managerial hierarchies, the Empain group intensively
used the principle of interlocking directorates to concentrate strategic management in
the hands of a relatively small team of top collaborators. As a matter of fact, not more
than thirty people held 50% of all yearly mandates available in the history of the Empain
group until the First World War (see Table 8)."” The top five directors were even
responsible for 25% of all yearly mandates. In their peak year, they each had between ten
and thirty interlocking directorates. The concentrated power was such that the thirty key

115 Colpan, Hikino, and Lincoln, Oxford Handbook, 57.

e Ludo Cuyvers, An Rommens, and Marc Deloof, “Interlocking Directorates and Business Groups: Belgian
Evidence,” Research Papers UAntwerpen, no. 23 (2007): 7-14; Colpan, Hikino, and Lincoln, Oxford Handbook, 62.

17 A person has e.g. 50 mandates of one year if he is on the board of 5 companies for 10 years.
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tigures only formed 9% of all the people having been on the board of an Empain company.
The composition of the top management was very stable. Most top directors had a career
in the business group of twenty years or more. Mostly, they remained directors until their
death."®

When looking closer at their profiles, four categories of top executives can be
distinguished. The first group consisted of family and relations from the early days of the
business group. Arthur du Roy de Blicquy, Edmond Terlinden, Jules Carlier, Maurice
Anspach all came from the business environment of La Métallurgique and the Caisse des
Propriétaires. Alphonse Braem' (not in the top 30), a long-standing director of the Voie
étroite, had the same background. Especially in the first two decades, Empain relied on
these loyal collaborators, of which some already had an engineering background.

However, the more the business group grew and the more complex the applied
technology became, Empain recruited professionally trained specialists and influential
figures outside the original network. In fact, the directors from the early years (before
1890) only formed one third of the top 30. Likewise, only three family members held a top
executive position. This demonstrates the degree of openness of the family business
group of the Empains.

It is thus not surprising that civil engineers formed the second, large group. With their
degrees obtained in renowned engineering schools in Belgium and France, these
executives brought in specialized knowhow and management skills. The engineers
mostly started their career as manager of operating and holding companies of the Empain
group. In this regard, Armand Rouffart, Alfred de Wandre, Maurice Dutillieux, Georges

Theunis'?’, Louis Genis'#

and Raynald Legouéz should be cited. Roch Boulvin was even a
professor teaching the applications of electricity at Ghent University before he was
approached to supervise the electric transformation of the Empain group.” Other
engineers were rather at the end of their professional career. Auguste Doniol and Auguste
Stoecklin were both top officials in the French Ministry of Public Works. In their function,
they had written countless reports on applications for concessions, even coming from the

Empain group.'” Their expertise and network were extremely helpful when negotiating

118 See also Suzor, Empain en France, 269-70.

12 Also known as Alphonse Braemt

2 During and after the First World War, Georges Theunis became a very influential politician. He was twice
Belgian Prime Minister (1921-25, 1934-35). Rolande Depoortere, “Georges Theunis,” in Dictionnaire des patrons en
Belgique: Les hommes, les entreprises, les réseaux, ed. Ginette Kurgan-Van Hentenryk, Serge Jaumain, and Valérie
Montens (Brussels: De Boeck Université, 1996).

121 Genis Louis, Légion d’Honneur (Base Léonore), LH/1111/68, FRAN.

122 “UGentMemorialis: Roch Boulvin 1860-1920,” http://www.ugentmemorialis.be/catalog/000000210.

1 Doniol was chief engineer of the Département du Nord during the first years of the operation of the Valenciennes-
Anzin light railway. See Tramways de Raismes a St-Amand et de Bruai a Condé: Résultats de I'enquéte d'utilité
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utility projects with the French authorities. On the Belgian side, Leopold Garnir (not in
the top 30) had a similar high profile. He was the managing director of the Belgian State
Railways and advisor of the Railway Minister, before he became a member of the board of
five Empain companies in 1906.'*

Table 8 Top directors holding half of all the directorships within the Empain group (1880-

1914)'%
Name Natio #of Entry Biography in-/outside group
nality ~ mandates date
(% of total) in
group
Edouard Empain BE 517 (9.0) 1880  Founder
Frangois Empain BE 430 (7.5) 1889 Brother, right hand of Edouard
Arthur du Roy de BE 179 (3.1) 1881 Engineer,  director of La
Blicquy Métallurgique
4  Roch Boulvin BE 161(2.8) 1899  Academic, became  general
manager and director of electric
utilities
5 Edmond Caze FR 161 (2.8) 1883 Politician, director of French
subsidiaries
6  André Berthelot FR 118 (2.1) 1902 Politician, starts in CMP and PE
7  Alfred de Wandre FR 114 (2.0) 1890 Engineer, starts as a general
manager of French railway
companies
8  Auguste Doniol FR 94 (1.6) 1900  Top official in French Ministry of
Public Works (...-1899)
9  Raynald Legouéz FR 83(1.4) 1901  Engineer of the Paris Métro,
started as manager of the PE
10 Achille Huart- BE 82(1.4) 1887 Local politician (Schaerbeek)
Hamoir
11 Maurice Anspach BE 79 (1.4) 1889 Engineer, director of La

Métallurgique and of the CGER

publique, 22 Mar 1883, Tramway de Valenciennes (Nord), F/14/17341, FRAN. See also Doniol Auguste Charles
Paulin, Légion d’Honneur (Base Léonore), LH/789/1, FRAN,

124 “L éopold Garnir,” Het Laatste Nieuws, 20 Nov 1906.

125 Source: personal database, based on the AMB, Recueil financier, the 65AQ series of the ANMT, and the annual
reports in the Supplément MIM. Representatives of the business group are in bold. Biographical information in
this table and section comes from the abovementioned sources, completed with Belgicapress, Gallica, Ginette
Kurgan-van Hentenryk, Serge Jaumain, and Valérie Montens, eds., Dictionnaire des patrons en Belgique: les hommes,
les entreprises, les réseaux (Brussels: De Boeck Université, 1996); Assemblée Nationale, “Base de données des
députés francais depuis 1789,” http://www2.assemblee-nationale.fr/sycomore/recherche.
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12

13
14

15

16

17
18

19

20

21

22

23

24

25

26

27

28

29

30

Name

Adolphe Dupont-
Rucloux
Adrien-Léon Bénard
Léon Janssen

Edmond Terlinden

Jules Carlier

Auguste de la Hault
Maurice Dutillieux

Georges Theunis
Eugéne Harmant
Edouard Demeure
Louis Genis

Adrien d'Oultremont
Raphael de Bauer
Jules Jacobs

Auguste Le Brun
John Rogers
Armand Dresse
Armand Rouffart

John d’Oultremont
Other directors

Natio #of
nality  mandates

(% of total)
BE 74 (1.3)
FR 69 (1.2)
BE 68 (1.2)
BE 60 (1.0)
BE 58 (1.0)
BE 55 (1.0)
BE 53 (0.9)
BE 48 (0.8)
BE 48 (0.8)
BE 43 (0.8)
FR 41 (0.7)
BE 39 (0.7)
BE 37 (0.6)
BE 37 (0.6)
BE 36 (0.6)
UK 36 (0.6)
BE 35(0.6)
BE 35(0.6)
BE 34 (0.6)

2828 (49.2)

Entry
date
in
group
1881

1897
1900

1881

1882

1895
1900

1898
1908
1904
1899
1881
1899
1899
1901
1905
1896

1891

1905

Biography in-/outside group

Engineer, politician

Private banker

Director of tramway companies
and of the Société Générale
Engineer, secretary of the Caisse
des Propriétaires, director of La
Métallurgique

Director of La Métallurgique,
politician

Banker and tramway magnate
Engineer, started as manager of
the Voie étroite

Electrical engineer
Brother-in-law, engineer

Started as director of E&H
Engineering officer (military)
Nobleman, independent investor
Banker of Paribas

Repr. the holding Chemins de fer
économiques

Repr. the holding Chemins de fer
économiques

Lieutenant colonel, in Egyptian
civil service
Financier/politician/lawyer
(Liege)

Engineer, started as manager of
the Voie étroite

Nobleman, equerry of Leopold II

Thirdly, Empain recruited financial and legal experts. People such as Achille Huart-

Hamoir, alderman of Finance and later mayor of Schaerbeek and jurist Edouard du Roy

de Blicquy were long-standing collaborators. The insurance expert Amédée Begault'* and

auditor Léon Favresse (both not in the top 30) were put in to coordinate the financial

126 “Compagnie Belge d’Assurances Générales,” L’Argus, 22 Apr 1900.
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accounts of the holding companies and its many subsidiaries. Edouard Demeure came
from a family of magistrates too. He joined the close circle of collaborators after the
business group had acquired the E&H, of which he was a director. An anecdote illustrates
Empain’s need for legal advisors specialized in corporate law. The young Henry Le Boeuf
(not in the top 30) was combining his studies with a job in the offices of Empain in
Brussels. As soon as he obtained his law degree in 1898, Empain sent him to Sam Wiener,
an eminent corporate lawyer. In a letter to a friend, Le Boeuf recalled that Empain
explained the objective:

[ want you to stay with me. You have done your law studies, you and I need to take
advantage of it. Therefore, you are going to do an internship at S.W.s (it’s Empain
who told me about this lawyer) and I myself will present you, to make clear what I
want. He will have you study cases of finance, public limited companies, etc., he will
only give you small stuff just enough to inform you about the procedures,
judgments, and other businesses. Do this for three years, while staying at my place
every afternoon, and within three years, you will be of value, relatively, that is.'*

The fourth category comprised top politicians and members of the financial elite. Empain
attracted influential statesmen to his business group before the First World War. The
three most important were Edmond Caze, André Berthelot and Paul de Smet de Naeyer.
In 1883, Empain partnered up with Caze, who was a French MP and senator almost
continuously until his death in 1907. He had been a member of the French government
led by Gambetta in 1881. Caze joined the board of every French light rail and tramway
company founded before 1900. However, he never got appointed as a director of a holding
company. After the inauguration of the Paris Métro, Empain recruited André Berthelot to
become one of the senior executives of the business group. Berthelot had been a
municipal councilor in Paris (1894-1898) and MP (1898-1902) and was afterward granted
directorates in French, Belgian, Egyptian and Russian firms of the Empain group. Empain
gradually developed a friendship with André and his brother Daniel. This professor in
Physics and Chemistry (not in the top 30) also served on the board of nine electric utility
companies of the group. Lastly, after his rich political career, the former Prime Minister
(1896-1907) Paul de Smet de Naeyer (not in the top 30) joined the board of many Belgian

127 %Je désire que vous restiez chez moi. Vous avez fait vos études de droit, il faut que vous et moi en profitions.
Pour cela, vous allez faire un stage chez S.W. (c’est Emp. qui m’a indiqué cet avocat) et j’irai vous présenter moi-
méme, pour bien faire comprendre ce que je désire. Il vous fera étudier des affaires de finance, de Stés ann., etc.,
il ne vous donnera de petites crottes que juste ce qu’il vous faudra pour vous mettre au courant des procédures.
levées de jugement, et autres cuisines. Faites cela pendant trois ans, en restant chez moi tous les aprés-midi, et
dans trois ans, vous serez une valeur, relativement, bien entendu.” Valérie Montens and Etienne Davignon, Le
palais des beaux-arts: La création d’'un haut lieu de culture & Bruxelles (1928-1945) (Brussels: Editions de I'Université de
Bruxelles, 2000), 21.
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companies, including the Société Générale. Many entrepreneurs wanted to take advantage
of his influential network. Empain offered him directorships of the Réunis,
Railways&Electricité, Tramways électriques de Gand and ACEC, which he held until his decease
in 1913.

Some eminent figures of the Belgian elite were also quite present in the boards of
Empain companies. Adrien and his brother John d’Oultremont were of wealthy noble
lineage. John d’Oultremont was very close with King Leopold II, whom he served as Grand
Maréchal de la Cour.'”® The editor-in-chief of the Moniteur des Intéréts Matériels Georges de
Laveleye (not in the top 30) and the entrepreneurs/politicians Adolphe Dupont-Rucloux
and Armand Dresse from Liége also held quite a lot of directorships before the First World
War. Other close collaborators of Empain such as Theunis only became famous politicians
and captains of industry after 1918.

The fifth and final category (not in bold) included those top executives that were not
directors on behalf of Empain. Their presence was the result of the many financial
collaborations with other bankers and holding companies. These investing partners
defended their own interests before those of Empain: Auguste de la Hault, Adrien Bénard,
Léon Janssen, Raphaél de Bauer, Jules Jacobs and Auguste Le Brun. John Rogers Pacha was
involved in all businesses of Empain in Egypt, because he had important connections in
the Egyptian administration while at the same time he led a large British holding
company in the country.

3.7.2 Between Brussels, Paris and elsewhere: The centralization and
circulation of human resources

Ever since the establishment of the first company in 1880, the headquarters of the
business group was situated in the district of Notre-Dame-des-Neiges in Brussels. Empain
installed his bank in large offices at the Place de la Liberté in 1881, only two blocks away
from the headquarters of La Métallurgique (Place de Louvain 1). He had bought a mansion
from a wealthy nobleman at the junction of the rue de 'Enseignement, rue du Congres
and the rue de la Presse in Brussels (see Fig. 23).'* Every new Belgian company set up its
registered office here.

128 This is the highest Officer of the Royal Household, comparable to the Lord Chamberlain in the UK.

12 Government of the Brussels-Capital Region, “Arrété du Gouvernement de la Région de Bruxelles-Capitale
entamant la procédure de classement comme monument de la totalité de I’ancien hoétel et banque Empain sis
rue du Congres 33-33A, rue de I'Enseignement 91, 93-95 et 97 et rue de la Presse 1-3 et 5 a Bruxelles,” (Brussels:
Chancellerie, 2003).
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Figure 23 Hotel de Knuyt de Vosmaer (rue du Congres 33-33A)'*°

As Empain was also forming companies in France, he concentrated their head offices in
the rue de Courcelles 49 in Paris, where he was also domiciled. In 1895, the Parisian
headquarters moved to rue Auber 8. Due to the steady development of Empain’s activities
in France, the offices in the rue Auber were bursting at the seams. New companies such
as the CMP, Parisienne Electrique and SEP set up their headquarters in the Avenue de I'Opéra.
Finally, Empain acquired a private mansion at the Rue de Lisbonne 50 and offices at the
Boulevard Haussmann 75 in 1907. Afterward, all French companies were concentrated in
these two locations, close to Gare Saint-Lazare. The area around this station was a classic

1

business district, especially for railway companies.”® The headquarters in the
architectural style of Haussmann had to radiate the power and prestige of the business
group. For instance, the offices in the Boulevard Hausmann were next to those of the very
prestigious Compagnie Internationale des Wagons-Lits."** From a strategic perspective, a
strong presence in the capital of a political and financial power was paramount to secure
French and foreign investments.

When taking a snapshot in 1914 (see Table 9), it is noticeable that the registered offices

of the group companies'** were divided over the headquarters in Brussels, rue de Lisbonne

130 Source: “Herman NV: Hotel Empain,” http://hermannv.be/project-view/hotel-empain/.

B1wolkowitsch, “Siecle,” 127.

132 Cécile Chaumier, “Un patrimoine de la communication d’entreprise: Les siéges sociaux parisiens des
anciennes compagnies d’électricité (1889-1946),” Flux 82, no. 4 (2010). https://www.cairn.info/revue-flux1-
2010-4-page-8.htm#re2no2

133 The headquarters of the joint ventures Tramways du Caire, Chemins de fer de la Basse-Egypte, Tramways électriques
en Espagne, Tramways et éclairage électriques de Damas (Chemins de fer économiques group); Cie Auxiliaire d’Electricité
de Nantes (Cie Mutuelle des Tramways); Produits Cibils (Banque d’Outremer) were situated in the offices of the
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The business group

(Paris), Boulevard Haussmann (Paris) and at the operation site. The Banque E.-L.-J. Empain
in Brussels was the primary headquarters of the Empain group for Belgium and abroad. It
hosted Belgian holding companies (including the Tramways de Lille), power and traction
companies and ACEC. In addition, similar companies active in Russia, China, Congo, Chile,
Romania and Egypt elected domicile at the Brussels premises. The Paris headquarters
specialized in French firms. These were distributed over the Lisbonne and Haussmann
buildings. The mansion in the rue de Lisbonne hosted almost all traction companies as
well as la Longueville. The Haussmann building, on the other hand, hosted the Parisienne
Electrique, the CMP, ACENE and all French power companies. As opposed to the Lisbonne
offices, two firms active abroad (Phosphates du Djebel Onk and SIER) had installed their
management there.

Table 9 The Empain headquarters in Brussels, Paris and locally (1914)***

Active in Belgium Active in France Active abroad

Brussels Eclairage  du  Centre, | Tramways de Lille CFL, Eclairage de Galatz,

(20 firms) Réunis, Travaux Publics du Caire,
Railways&Electricité, Heliopolis Palace Hotel,
Fédération FR-BE, Cdf et Twys Chine,
Ostende-Blankenberghe, Générale Nitrates, Twys
Twys élec.  Charleroi, Kischinew, Twys
ACEC, Elec. Seraing, Gaz Astrakhan, Twys
Elec. Hainaut, SBE Taschkent

Paris-
Haussmann

(7 firms)

SNE, CMP, Parisienne
Electrique, ACENE, EGN,
SEP, SERVA

Paris-
Lisbonne

(12 firms)

Econord (adm), TELB
(adm), Cdf Vicinaux, Twys
Boulogne, Cdf Banlieue de
Reims, la Longueville, Cdf
Calvados, Cdf Périgord

Moudania-Brousse (adm),
SIER,  Phosphates  du
Djebel Onk, HOC (adm)

Locally
(15 firms)

RELSE,  Eclairage  de
Tournai, Elec. Pays Liége,
Twys élec. Gand, Twy
Cointe

Econord, TELB

Moudania-Brousse, Twys
élec. Damas, Ottomane
d'Eclairage, HOC, Terrains
du Caire, Cairo Suburban,
Menzaleh  Navigation,
ZNSM

Although the default option was incorporation in Belgium, some companies had to
establish their headquarters in the host country. Legal reasons were often behind this.
The stipulations of the concession often specified the city where the headquarters had to

investing partners, as they were responsible for the operational management. See also Brion and Moreau,
Tractebel.
13 (adm)= administrative office. Source: Recueil Financier, Gallica, annual reports of the firms
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be based. Operating companies in Liege, Ghent and Tournai had to respect this rule. The
ZNSM oftfice had to be registered in the Netherlands. Ottoman and Egyptian law required
that firms had their registered office in the country, i.e. in Istanbul and Cairo. The group
tried to work around this obligation by establishing administrative offices, officially or in
fact, in order to centralize management nevertheless. Wherever the registered office was,
board meetings were always held in Brussels or Paris. The Econord managed operations
from Paris rather than from Anzin, where it had its registered office. Final decisions on
the development of Heliopolis were taken in Paris and Brussels, although the company
had large headquarters in the town itself.'*

Grouping the headquarters of holding companies and subsidiaries had to reduce costs,
facilitate interfirm cooperation and help to preserve the unity of the business group.
Strategic decision-making, corporate finance and accountancy were centralized, whereas
operational management was decentralized to the production/operation site.”*® The
physical concentration blurred the separation between individual companies. In the
headquarters, holding companies and subsidiaries shared offices, secretaries, managers,
accountants, etc.”” The accounting of many French firms was centralized in the
Hausmann offices. From 1897 to 1914, the Frenchman Albert Mary was the chief
accountant at the headquarters in Brussels. Empain charged him with the organization
of the administration and bookkeeping of the entire group.' In this function, he served
as an auditor of not less than twenty-three companies. Engineers of the holding
companies were in close contact with the personnel of subsidiaries. In 1904, the Parisienne
Electrique specifically hired an electrical engineer to provide consultancy to its
subsidiaries such as the CMP, SEP, Tramways Nord-Parisiens, Bayonne-Biarritz as well as to
the holding company itself.”*® The Parisienne Electrique and other holding companies
occasionally took over the accountancy, the administration or the supervision of
construction works from their subsidiaries.’® As a consequence of this intensive
rationalization, the French Cie générale des Chemins de fer vicinaux could operate its light
rail network with an administrative staff of only thirteen people, whereas the rival Cie de

Chemins de fer Départementaux needed the equivalent of 42 staff members.**!

13 See Chapter 2 of Ilbert, Le Caire.

136 Suzor, Empain en France, 311.

37 For instance, the Tramways électriques Nord-Parisiens shared its offices with the SEP from 1903 until 1905. SEP
paid part of the rent, maintenance of the offices, general expenses, and the wages of a general secretary and
accountant. Suzor, Empain en France, 314.

138 Mary Albert, Légion d’Honneur (Base Léonore), 19800035/652/75112, FRAN.

1 Meetings of 28 May 1904 & 19 Apr 1905, Parisienne Electrique, Minutes of the Board of directors, SPIE.

190 Meeting of 10 Sep 1902, Parisienne Electrique, Minutes of the Board of directors, SPIE; Suzor, Empain en France,
313-14.

141 Wolkowitsch, “Siécle,” 252.
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The scale of the business group had other advantages with regard to management.
There was in fact an internal labor market for the middle management. In this respect, it
is interesting to analyze the successive managers at the Tramways d’Astrakhan (est. 1896).
When the corporate board needed to find a chief operating officer in 1899, the Voie étroite
detached one of its engineers, Mr. Groutars. This engineer had already gained experience
at the group’s tramway company Bruxelles-Ixelles-Boendael. Three years later Groutars was
replaced by the then manager of the Chemin de fer Moudania-Brousse (Ottoman Empire),
the Frenchman Jean Faure.'* Lastly, in 1908, the sister company in Tashkent lacked a
manager. It temporarily hired the manager of Astrakhan, Mr. Deltenre. This caused a
vacancy in Astrakhan, which was filled in by the chief operating officer of the TELB in
Lille."® Engineers employed by the business group even circulated outside Europe. For
instance, the chief operating officer of the Chemins de fer de la Basse-Egypte became the
local manager of the Nitrate Railways in Chile in 1909.**

The senior executives did not only capitalize on the experience the middle
management had gained in previous positions within the group. They also took advantage
of the scale of the business group for training. If practical knowledge that had been
acquired in one operating company was common to a certain industry, it circulated
among different subsidiaries. In particular, the electrification of urban transport required
new skills. On more than one occasion, managers did internships at other operating sites
in Boulogne-sur-Mer, Liege, Ostend and Ghent, before taking charge of the recently
electrified tramway network in Russia. Likewise, the Parisienne Electrique decided to send
all its personnel, “of whatever rank and whatever department they belong to, to do an
internship as a tram driver at the Cie des Tramways Nord-Parisiens and the Métropolitain.”***
On the operational level, subsidiaries transfer knowhow too. The very same CMP send two
of its senior drivers on secondment to Cairo for three months to train the local staff to be
a tramway driver."

Wherever internal training did not suffice, Empain attracted highly skilled executives,
as mentioned above. They had acquired competencies in previous positions outside the
Empain group or by completing studies at prestigious schools such as the Institut
Montefiore for electricity in Liége (Theunis, A. Della Riccia) and the Ecole nationale des Ponts

142 Meetings of 6 Nov 1899 & 5 Jun 1902, Minutes of the Board of directors, HA.02.01.314, KMMA.

43 Meeting of 25 Aug 1908, Minutes of the Board of directors, Archives of the Empain group, HA.02.01.315, KMMA.
144 “Compagnie générale des nitrates: Rapport du CA,” L’Echo de la Bourse, 23 Apr 1909.

15 “de quelque grade qu’ils soient, et quels que soient les services auxquels ils appartiennent, feront un stage de
wattman a la Cie des Tramways Nord-Parisiens et au Métropolitain”, Meeting of 29 Mar 1901, Parisienne
Electrique, Minutes of the Board of directors, SPIE.

14¢ “The Cairo Electric Railways and Heliopolis Oases Company,” Revue municipale, 16 Apr 1910.
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et Chaussées of Paris (Doniol, Legouéz)."” As Empain was dependent on qualitative
graduates from higher technical education institutions in Belgium and France, he was
keen to sponsor them. In 1899, he was one of the main donors of the Institut
électromécanique at the Catholic University of Louvain. It had to educate mechanical
engineers in the applications of electricity.'*® After WW1, the Empain group made a much
larger donation to the universities of Louvain and Brussels for the modernization of their

engineering schools.'*

3.8 The multinational business group: A political chameleon?

The basic assumption in international business is that “each multinational corporation is
headquartered in a single country (...) because a firm can only register its existence in a
nation state.”**® Since the development of corporate law, a company always has to be
registered according to the law of a particular country, giving it a corporate nationality.
However, even before the First World War the law had many difficulties to deal with the
various forms of international investment, for regulation on corporations was very
liberal. Legal scholars active in the period heavily discussed the question. The aim was to
avoid any possible ambiguity and limit the room for interpretation. In the Anglo-Saxon
tradition, the place of incorporation also determined the nationality of a company. On
the European continent, the nationality usually corresponded to the country where the
firm had its domicile. To be the siége social effectif, this registered office effectively had to
be used for the meetings of the board of directors and the general assembly as well as host
the main company headquarters. The nationality had important consequences: It fixed
the national legal framework by which the multinational had to abide as well as the
country in which it had to pay taxes.'!

Despite the simple rules outlined above, the determination of the corporate nationality
was rather complex in the First Global Economy. The mobility of capital and the liberal

147 On the fame of the Institut Montefiore, see Caron et al., Electricité, 1: Espoirs et conquétes 1881-1918, 279-86.
8 Kenneth Bertrams, Universités et entreprises: Milieux académiques et industriels en Belgique (1880-1970) (Brussels: Le
Cri, 2006), 97; See also “Agentschap Onroerend Erfgoed: Thermotechnisch instituut en de Speciale Scholen voor
Ingenieurs,” https://id.erfgoed.net/erfgoedobjecten/209160.

149 Bertrams, Universités, 187-88.

120 Jones, Multinationals and global capitalism, 221.

151 R, E. L. Vaughn Williams and Matthew Chrussachi, “The Nationality of Corporations,” Law Quarterly Review 49
(1933); Paul Pic, “Contribution a I’étude de la nationalité des sociétés,” Journal du Droit International 44 (1917): 844.
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corporate law complicated the issue. Many firms had their legal domicile in one place, but
their production, shareholders and directors were in another country. According to
Jones, these substantial enterprises “might well be best regarded as mixed nationality
ventures rather than belonging to a single country.”***

However, states preferred a clear corporate nationality not only for the rule of law and
for taxation, but also for political reasons. In the general introduction, I have argued that
investments flowing from a home country to a host country were instrumentalized in the
broader geopolitical rivalry, but also raised nationalist opposition. Governments and
populations based their perception of the national identity of a firm on more than the
legal nationality alone. The ‘foreignness’ of a firm was determined by the name, the place
of incorporation, the location of the headquarters and of the markets as well as the
national origin of the shareholders, the directors and the employees.

Therefore, it was in the interest of MNEs to control as much as possible all of these
factors that might influence their position in politics and society. The design of a flexible
corporate structure was key in this respect. Firms could adapt to local markets and make
use of the ambiguity surrounding the corporate national identity. For instance, by
reorganizing their corporate structure, MNEs could disguise ownership and appear more
local (cloaking). Before examining the strategies of the Empain group, it is necessary to
put these in the broader context of the First Global Economy by selecting three other
cases from that period. The Compagnie Internationale des Wagons-Lits (CIWL),
Koninklijke/Shell and Volkart were three multinationals from small countries, respectively
Belgium, the Netherlands and Switzerland. Their histories already show that the
management of political uncertainty was crucial in that period.

The history of the CIWL is a perfect illustration of the issue.'” The Belgian Georges
Nagelmackers founded the company in 1876 in Brussels. His aim was to transport wealthy
travelers across the European continent in luxurious sleeping cars. Soon, general
manager Nagelmackers was able to reach agreements with national railway
administrations of nearly all important countries to use their infrastructure. Because of
the international political tensions, Nagelmackers had to proceed cautiously. He pursued
several strategies to master the political situation. They regard the composition of the
board of directors and management, the place of the headquarters and the nationality of
the shareholders.

The board of directors comprised not only Belgian friends and relatives, but also
French, British, German and Austrian dignitaries. Before 1914, the chairman and top

52 Jones, “End,” 156.

153 Unless otherwise noted, the following paragraph is based on the little historical research conducted on the
CIWL: Albert Miihl and Jiirgen Klein, Reisen in Luxusziigen: Die Internationale Schlafwagengesellschaft (Freiburg: EK-
Verlag, 2006); Alban Guizol, “Développement spatial et constitution d’un réseau multinational: La Compagnie
internationale des Wagons-lits” (Unpublished PhD Diss., Université Paris I, 1995).
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management were always Belgians, although Nagelmackers’ assistant Napoleon
Schroeder was originally German. The bulk of the shareholders lived in Belgium, France,
Germany and Great Britain.

So far, the MNE seems to have had an international and slightly neutral Belgian
character. However, the company had already moved part of its management to Paris a
few years after its incorporation. Paris was a crucial transport hub for the Wagons-Lits.
The company needed to keep in touch with the French railway companies. French
influence increased rapidly after the financial crisis of 1900. The CIWL was on the verge of
bankruptcy and had to be saved by French big banks. Now, the entire management was
centralized in Paris. The legal headquarters in Brussels had been relegated to a regional
branch. The French government and press also regarded Georges Nagelmackers as a
citizen of France, where he had his permanent residence. The French State also decorated
him commander of the Légion d’Honneur.'**

The management of the CIWL did everything to safeguard its neutrality in the context
of the political tensions on the European continent. However, the French interference
displeased the German railway administration. In the 1880s and early 1890s, the Prussian
railway minister had already temporarily banned CIWL from the territory because he did
not like to support a company with French interests. As soon as the difficulties were
ironed out, the CIWL established a subsidiary registered in Germany and with a large
financial input from local bankers. When after 1905, the British increased their interest
in the company, the general manager Schroeder was worried. The British shareholders
might spoil the company’s good relations with the different governments and railway
administrations on the continent. In addition, Schroeder wrote that if the British
dominated the Wagons-Lits, this might “spark national aspirations against us.”***

The history of Koninklijke/Shell is similar, yet it pursued strategies on a global scale. The
Koninklijke Nederlandsche Petroleum Maatschappij was based in The Hague, whereas the
headquarters of the Shell Transport & Trading Company were in London. They each profited
from their membership of the Dutch and British empire. The Koninklijke needed the
proximity to the colonial government in The Hague to obtain oil concessions in the Dutch
East Indies, whereas Shell made use of the extensive trade network of the British Empire
and of the availability of capital in the City. In 1907, the Koninklijke decided to merge with
Shell instead of taking it over. A Dutch takeover would have meant the loss of access to
the British Empire. The founder explained the decision by referring to the issue of
nationality: “We depend too much on the British government because we have to sell a
large share of our products in the British colonies.”**® Therefore, they worked out a dual

154 “Nécrologie,” Le Matin, 11 Jul 1905.

155 Cited after Guizol, “Développement,” 240-41.

1%¢ Joost Jonker and Jan Luiten van Zanden, Geschiedenis van de Koninklijke Shell 1: Van nieuwkomer tot marktleider
(1890-1939) (Amsterdam: Boom, 2007), 8.
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legal structure with a British and a Dutch mother company. The group kept two
headquarters. The directors were also either Dutch or British, able to lead the
negotiations with their respective governments. The dual structure had two additional
advantages. The Koninklijke could continue to meet the conditions of the concessions in
the Dutch Indies, while Shell could provide the group with the power and prestige of the
British Empire.

The Swiss-owned multinational merchant house Volkart also played with the location
of its headquarters. For similar reasons as the Koninklijke/Shell, it transferred its main
offices from Winterthur to London in 1892. Because of Volkart’s intensive trade with the
Indian colony, it was important that its customers in London and India viewed the
company as British. The firm was thus officially British, although the actual headquarters
remained in Switzerland. During the First World War, the concern about its corporate
nationality was the exact opposite. Now, the multinational decided to stress its Swiss
identity in all communication, because of the advantages of neutrality linked to it."’

Let us now turn to the Empain group. From the analysis in the previous chapters
emerged the view of the Empain group as a business group with assets in sixteen
countries. It is therefore not surprising that the Empain group has tried to control the
national origin of its shareholders and directors as well as its corporate structure, in order
to fit with local and international politics. I argue that the multinational character of
Empain’s holding companies in particular allowed the group to flexibly maneuver
between the Belgian, French and local centers of power.

Forbes et al. assert that in Europe, holding companies were often used “in the efforts
to deal with political risks.”**® The case of Empain strengthens this claim. As explained
above, up to four holding companies controlled the subsidiaries. Their existence is due to
various reasons, but Empain could surely take advantage of their multinational character.
Empain’s first holding companies were genuinely Belgian. The Compagnie belge des chemins
de fer réunis even carried the nationality in its name. By mentioning it explicitly, Empain
perhaps also hoped to take advantage of the solid reputation Belgium had acquired in
railroads and tramways."*

In 1896, however, Empain called his Brussels-based holding company the Compagnie
russe-frangaise de chemins de fer et de tramways (Russe-francaise). Surprisingly, the name
made the French financial press feel betrayed. They knew that the company, French or

17 Christof Dejung, Commodity trading, globalization and the colonial world: Spinning the web of the global market, trans.
Paul Cohen, Routledge International Studies in Business History (New York: Routledge, 2018), 121-22.

158 Forbes, Kurosawa, and Wubs, “Introduction,” 9.

19 The financial press also reported that the Société anonyme belge de tramways (est. 1896) operating in Italy
explicitly mentioned its nationality to benefit from the advantages associated with it. Brion and Moreau,
Tractebel, 25.
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Russian only by name, was on the contrary directed and controlled by Belgian
capitalists.' The founders had imagined a French-looking company, with offices in Paris
and Saint Petersburg. However, it had only one Frenchman (Félicien Maes) and one
Russian (Mikhail Annenkov) on the board of directors. One the one hand, the name
referred to the company’s core markets. On the other hand, it is also very likely that the
Empain group wanted to bestow the Belgian company with the prestige of two Great
Powers, who had recently concluded a diplomatic alliance (1891/93). In the wake of this
partnership, investing in Russia became a trend in France and Belgium. As a result, many
companies adopted the predicament franco-russe.'

The Société parisienne pour l'industrie des chemins de fer et des tramways électriques
(Parisienne Electrique) was the first holding actually established in France. The name
referred to the place where it was both registered and listed as well as where its
headquarters were located. In addition, French banks and private investors owned a large
part of the share capital. French top officials were recruited on the board of directors.
Nevertheless, because the Empain group still had corporate control, some journalists
would not recognize the company as French. According to L'Information, the Parisienne
Electrique was Belgian, but Empain “had it naturalized” to obtain tramway concessions
and easy access to the Paris stock exchange.®

If one looks at the nationality of the directors of the Empain group in general and of
the holding companies in particular, the remarks about the corporate national identity
were understandable, but too simplistic. Not only three fourth of the top collaborators
were Belgian (see above), the directors from the home country were dominant over the
whole period. They held more than two thirds of all yearly directorates. Some 20 % was
held by Frenchmen.'®* In the holding companies too, the majority of the directors were
Belgian. This started to change slightly with the creation of the Parisienne Electrique and
certainly on the eve of the First World War (see Chapter 5). Belgians were present on
nearly every board, but the second most important nationality differed according to the

10 “Cie russe-frangaise de chemins de fer et de tramways,” Journal des Actionnaires, 7 Apr 1901; “Compagnie Russe-
francaise,” La Petite Causerie financiére, 11 Apr 1901; “Compagnie russe-francaise,” L’Echo des Capitalistes, 18 Apr
1901.

161 .o, Société franco-russe des Houilleres de Berestow-Krinka (1893), Compagnie Franco-Russe des Ciments Portland de
Guelendjik (1894), Societe Franco-Russe de Produits Chimiques et d’Explosifs (1895), Ateliers métalurgiques franco-russes
(1895), Compagnie generale franco-russe d’accumulateurs (1898). Recueil Financier, 1900-1901.

162 “Etudes financiéres: Société Parisienne,” L'Information, 1 Jun 1901.

163 Nevertheless, in his study of the Empain group in France, Lanthier found that French directors were in the
majority in 1913. This illustrates the rising French influence in the group, at least on French activities. The
present figures are for the entire business group and for a longer period. Outside France, Belgian directors held
a lot more directorships. Pierre Lanthier, “Les dirigeants francais du groupe Empain (1913-1940),” in Patrons,
gens d’affaires et banquiers: hommages a Ginette Kurgan-van Hentenryk, ed. Kenneth Bertrams and Serge Jaumain
(Brussels: Le Livre Timpermar, 2004).
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host country. Firms operating on the French market had a French-Belgian board. In the
Netherlands, the Frenchmen were replaced by Dutch notables. In Egypt, the British
directors were fewer in number than the Belgians, but outnumbered the French directors.
This suggests that Empain adapted the composition of the boards to the specific political
circumstances.

From the perspective of ownership too, Belgium clearly had the ascendancy over
France in the Empain group. Although the Parisienne Electrique was partly created to give
a more local image to the businesses in France, no subsidiary of importance is controlled
by the Parisienne Electrique alone. In most cases, it shared the ownership with the Belgian
holding companies. This means that the shareholders of firms in France were never
exclusively French. This suggests that Empain did not have the intention to entirely cloak
the fact that ultimate control was in Belgian hands. None of the holding companies had a
restrictive geographical focus. However, whereas the Railways&Electricité and Réunis
owned many French firms, the Parisienne Electrique did not control a single firm in
Belgium. In other foreign markets too, the Belgian holding companies were the driving
force.

Nevertheless, the fact that the holding companies were based both in Belgium and
France, which makes the Empain group special. This binational structure reminds of the
'dual listed company' (DLC).'** Mostly as a result of a merger, the DLC existed of two
companies with separate legal and national identities. Although each mother company
had its own headquarters and was listed on the national stock exchange, they still operate
as a single economic entity. In the early twentieth century, the DLC was very exceptional.
Shell and Unilever are the most famous examples. There are, however, some structural
differences between the DLC and the Empain group. On the one hand, there were never
two, but three to four intricately linked top holding companies. On the other hand, they
were all listed both in Brussels and Paris. Besides financial optimization, the binational
structure facilitated political strategies.

The option to have both Belgian and French holding companies invest in an operating
subsidiary gave the Empain group the opportunity to ask diplomatic support of both
countries. The cases of two Belgian tramway companies in the Russian Empire illustrate
this strategy. Since 1890, the city of Chisinau in present-day Moldova possessed a horse-
drawn tramway. The Empain group had bought the small network in 1895 with the aim
of expanding and electrifying it. However, the negotiations with the local authorities on
the electrification appeared very difficult. After several years of trying, the Belgian

164 ‘A dual listed company (DLC) has two distinct but equal parents located in different countries. Each parent is

a legal resident in its home country and is listed on its home stock exchange, but the firm otherwise operates
as a single entity. The parent companies hold shares in each other or have cross-holdings in each other’s
subsidiaries and dividends to shareholders of each of the parents are equalized according to the founding
agreement.” Mihir A, Desai, “The Decentering of the Global Firm,” The World Economy 32, no. 9 (2009): 1287.
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mother company Voie étroite of the Belgian-registered tramway company Tramways de
Kischinew wanted to request diplomatic support. In order to get the help of the powerful
French diplomacy, the Voie étroite offered to the group’s main French holding company
Parisienne Electrique to buy into the Tramways de Kischinew. As soon as ‘French’ investors
had taken an interest in the tramway company, the Belgian mother company could ask
the French Embassy in Saint Petersburg to appeal to the Chisindu Municipality.
Apparently, the French intervention did not have the wanted effect, for the company only
obtained electrification in 1911.'®°

One year later, a similar situation occurred when the sister company Tramways
d’Astrakhan quarreled with the city council of Astrakhan about the tramway service.
Edouard Empain again approached the French embassy in Russia - instead of its Belgian
counterpart - to intercede. This time, the French holding company Parisienne Electrique
owned 50% of the tramway company, while the Belgian Russe-francaise owned the other
half. To better their chances, Empain invited the Frenchman Doniol to join the board. The
company also replaced the Belgian manager by a Frenchman and opened an office in
Paris, in the building of the Parisienne Electrique.'*® However, French diplomacy refused
any cooperation. “The French government cannot officially grant the support of the
ambassador for [the] firm is Belgian, while the influence of French diplomacy is reserved
for firms that pay taxes in France.”'*’ Finally, the board dismissed Empain’s suggestion to
transform the Tramways d’Astrakhan into a French firm, because it would raise the tax
burden.

By 1913, the difficulty to receive the approval of the French government for diplomatic
support as well as for access to the Paris Stock Exchange incited the Empain group to
change the strategy. For the first time, instead of ordinarily establishing a Belgian free-
standing company, the Empain group chose to incorporate the Société Industrielle
d’Electricité pour la Russie (SIER) in Paris. This new holding company had to control and
expand the group operations in Russia.'®® This was not an isolated incident. In the same
year, the Empain brothers made an interesting declaration to the French ambassador in
Cairo. They were considering establishing a French firm for Egypt, because “more and

16 Meeting of 20 Jul 1900, Parisienne Electrique, Minutes of the Board of directors, SPIE; de Massol de Rebetz,
“Sociétés,” 207.

16 Meeting of 2 May 1902, Minutes of the Board of directors, HA.02.01.314, KMMA; Meeting of 22 Apr 1902,
Parisienne Electrique, Minutes of the Board of directors, SPIE.

17 “le gouvernement frangais ne peut accorder officiellement I"appui de son ambassadeur parce que notre
Société est belge, I'influence de la diplomatie étant réservée aux Sociétés qui payent des impbts en France”,
Meeting of 5 Jun 1902, Minutes of the Board of directors, HA.02.01.314, KMMA,

18 Meetings of 11 & 20 Nov 1913, Société Industrielle d’Electricité pour la Russie, Minutes of the Board of
directors, HA.02.01.792, KMMA.
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more, they wanted to do their business on the Paris market.”'® As a matter of fact, the
listing requirements for French firms were less stringent.

To conclude, this section has shown that the business group form had clear advantages
to maneuver in the nationally delineated world economy. Like some kind of chameleon,
the Empain group tried to adapt to different political environments. The group’s
embeddedness in different countries and cities gave it the opportunity to involve the local
elite or the hegemonic power, without losing control. On the contrary, the CIWL was less
organized as a business group. As a result, the integrated firm itself was subject to
constant struggles for national influence and nationalist opposition.

3.9 Conclusion

From the early beginning in 1881, the foundations of the Empain group were a bank and
a holding company. In Belgium, both types of firms were not uncommon, but Empain has
frequently made use of them. While expanding operations in a growing number of
countries, the Empain group evolved into a complex multinational business group.
Although the structure developed organically and sometimes in an improvised way,
Empain had many reasons not to alter it fundamentally. Of course, it was a way to give a
certain coherence to the more than 80 companies founded or acquired before the First
World War. In particular, it provided three crucial advantages.

First of all, the business group form offered many possibilities with regard to finance.
These include the spread of risk and the wide range of funding options. The organization
into holding companies and legally distinct subsidiaries was a perfect way to spread the
risk and provide shelter to investors as well as group companies. In addition, the best-
performing companies compensated the modest yield of others. The Empain group
preferred to procure capital via joint ventures and stock markets rather than via bank
loans. It tried to remain independent from large financial groups. Empain cooperated
with venture capitalists and later with big banks, but confined these joint ventures to
specific projects, without them gaining influence in the parent companies. Empain’s
private bank and the holding companies replaced the tasks of the large financial
institutions. They subscribed to the capital increases of operating companies, extended
credits to starting subsidiaries and organized payments.

109 “de plus en plus, ils voulaient faire leurs affaires sur le marché de Paris”, Defrance (Cairo) to Jonnart (Paris),
24 Jan 1913, B-0031291, CAEF.
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Above all, the capital came from Belgian and French savers. To reach them, the Empain
group listed as many companies on the stock exchange as possible. Thanks to the listings,
the firms could profit from high quotations to increase their capital at a premium. In
addition, the holding companies could bolster their coffers by speculating with the shares
of their subsidiaries. Besides short-term speculation, the business group aimed to create
value in the long term. Therefore, the holding companies followed a “buy and hold”
strategy. Until the subsidiary was mature enough to make profits, the holding companies
held its shares closely. Afterward, they only kept a controlling block, while selling the
other shares, preferably with a profit. Empain had a preference for listings on the stock
exchanges of Brussels or Paris, ideally on both of them. That way, the Empain group could
tap the capital markets of both countries. His network in the City was very limited, so he
only turned to the largest capital market in the world in cases that absolutely required
the presence of British capitalists.

Secondly, the business group structure limited the trade-off of external finance versus
family control. Running a family business did not exclude growth and professionalization.
The complex ownership structure was designed to dominate a maximum number of
companies with relatively limited personal capital. Whenever the shares of the
subsidiaries were widely dispersed, the Empain brothers merely needed to hold the
parent companies more closely and make sure they in turn owned at least a controlling
minority interest in the subsidiaries. This means that the financial leverage of the
Empains was impressive. Moreover, despite the relatively loose financial structure, the
Empain brothers held a tight grip on the strategic decision-making. The Empains took
charge of launching new projects, taking important financial measures and allocating
managers. In sum, they were responsible for the coordination and organization of the
economies of scale and scope within the business group. However, with the geographical
and sectoral diversification came the need for professionalization and centralization.
Rather than appointing the closest family members, Edouard Empain entrusted skilled
managers with the representation of his interests in his or his brother’s absence. Empain’s
relatives only received important positions if they qualified. The broader circle of top
executives therefore included only one brother-in-law. Instead, the bulk consisted of
trained engineers, financial and legal experts as well as politicians and top officials. Even
Empain’s original network already contained a lot of highly educated businessmen and
not just ‘family, friends and fools’. In sum, the Empain group was not a classic family
business and more an open family firm.

Thirdly and finally, business groups were an evident form in the First Global Economy,
especially in public utilities, because they provided organizational and political
flexibility. On the one hand, the Empain group could flexibly respond to investment
opportunities by simply adding another subsidiary or even a holding company to the
structure. This enables both organic growth and growth through acquisitions. Thanks to
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director interlocks and the centralization in the Brussels and Paris headquarters, the
myriad of companies remained manageable.

On the other hand, the business group of Empain was politically versatile. With the
principle of one utility, one firm, Empain could adapt to foreign legislation and meet the
specific demands of local administrations. This had the additional advantage that e.g.
municipalities had the feeling to deal with a single foreign company instead of a
multinational business empire. Moreover, the multitude of holding companies allowed
Empain to give each public utility the appropriate national identity. Sometimes, it was
better to give the subsidiary a local appearance to mitigate political risk. At other times,
the Empain group had to involve capitalists from Great Powers to obtain international
support. The establishment of the French Parisienne Electrique in particular suggests that
Empain tried to develop a chameleonic strategy, alternating a Belgian and French image.
The country studies of Part Il will show how the business group could exploit the above-
mentioned capacities, including its versatile multinational identity.
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Part 2 Securing investments: Political strategies

towards home and host countries
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Chapter 4 Belgium and the Congo: A ‘home
game’?

4.1 Introduction

This chapter is the first in a series of chapters looking at the political aspects of
international business. In the general introduction, I have formulated a number of
hypotheses about the liability of foreignness and how multinationals developed
strategies to overcome this. Conversely, the concept of liability of foreignness also
implied the existence of a ‘liability of home’. Both concepts not only refer to foreign
investments, but also suggest that the right national origin could be an asset in the home
country. By virtue of his place of birth and the domicile of most of his companies, Empain
was considered a Belgian entrepreneur. Therefore, the main question of this chapter is
whether the Empain group had a ‘home advantage’ in Belgium. If so, how could Empain
successfully exploit his Belgian identity to secure important investments? Furthermore,
could Empain extend his ‘home advantage’ to the Belgian imperial space, i.e. the Congo
Free State?

There are two crucial aspects to the main question. The first is related to the existence
of a business-government nexus in Belle Epoque Belgium. Could it be that Belgian
entrepreneurs had to engage in business diplomacy and build up a network in political
and business circles to secure important investments? The second transcends the
importance of good connections, and questions the significance of nationality. My
hypothesis is that nationality mattered depending on the context. In the Belgian small
open economy, there were numerous foreign competitors on the market. I hypothesize
that Belgians only had an advantage in case of Belgian-foreign competition. Even in that
case, there is some reason for doubt, for the following reason.

Most Belgian historians would argue that (economic) nationalism was not a driving
force in national politics, as the Belgian state and its elite were ultraliberal and free-trade-
oriented. The political struggles were situated in other domains. Fin-de-siecle Belgium
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was a very unequal society, where the economic elite had monopolized political power.
Large landowners, industrialists, lawyers, etc. dominated local and national politics. The
bulk of the working and agricultural classes could not aspire to any social mobility.
Society was politically deeply divided between a Catholic majority and a minority of
anticlerical liberals and socialists. Catholics had conquered an absolute majority in the
Parliament in 1884 and continued to form one-party governments until 1917. The whole
of society (education, unions, clubs, ...) was organized along sectarian lines, with a large
cleavage between the Catholic, socialist and liberal ideologies (pillarization).! However,
very recent research by Van Ginderachter has demonstrated that there was some popular
nationalism in the working class.? Because of the complexity of the issue, this needs
further investigation. How could the Belgian Empain capitalize on this latent
nationalism?

By focusing on Belgium, this chapter fills a gap in the historiography of the Empain
group. Empain’s investments abroad have repeatedly been studied, but his position in
Belgium is only superficially known. Yet, the Belgian side of the multinational business
group should be studied, especially since it serves a point of reference for the following
chapters. Only by studying the home country will we be able to compare investment
contexts in other countries.

This chapter is structured in six parts. The first section discusses the significance of
Edouard Empain in Belgium up to 1900. It sketches an image of an upcoming entrepreneur
who establishes himself in the high financial circles of Brussels. In the second section,
special attention is given to Empain’s relationship with Leopold II. The next two sections
discuss two high-profile investment projects: the Brussels-Antwerp interurban and the
creation of ACEC. The cases illustrate the privileges the business group derived from
Empain’s excellent relationship with Catholic politicians. The establishment of ACEC in
particular raises interesting points about the role of nationalist rhetoric in Empain’s
flying start in the emerging electricity industry. The fifth section resumes the overview
of the reinforced position of Empain in Belgian business and society. The sixth and final
section investigates how the group’s activities in Leopold’s Congo should be interpreted.
Were Empain’s privileges and the political circumstances the same in Belgium and the
colony? The comparison of both contexts puts the relative importance of personal
networks and of Belgian identity in perspective.

1 Gita Deneckere, 1900: Belgié op het breukvlak van twee eeuwen (Tielt: Lannoo, 2006).
? Maarten Van Ginderachter, The everyday nationalism of workers: A social history of modern Belgium (Stanford:
Stanford UP, 2019).
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4,2 The rise of an ambitious businessman (1880-1900)

Edouard Empain was an exception to the limited social mobility in late-nineteenth-
century Belgium. He belonged to a small new elite that was able to profit from the
opportunities offered by industrialization. Other famous contemporary examples are
Ferdinand Baeyens and Jean Jadot, successive governors of the Société Générale, as well as
Ernest Solvay of the eponymous business group.

Born in a Catholic middle-class family and starting as a draftsman in the 1870s, Empain
had become a wealthy banker in Brussels by the mid-1890s.’ This rise was exceptional, as
three out of four Belgian bankers of Empain’s generation (born in the 1840s and 1850s)
held a higher education degree, mostly in law or engineering.* Specialized in railways and
tramways, Empain was not yet the public figure famous in national political and economic
circles. His name appeared in the press in relation to news about his business ventures.
For the Empain group, Belgium was at that time a relatively small market in terms of
invested capital. The bulk of Empain’s resources went abroad. Among the Brussels
financial elite, with whom he often partnered up for foreign projects, Empain had a solid
reputation. To keep up his standing as a wealthy industrialist, Empain eagerly
participated in activities that suited his new social class. He was regularly seen at theater
plays, parties and dinners. His brother Francois was an enthusiastic lover of opera.
Edouard and Francois had their horses participate in contests all over the country,
sponsored the first automobile races and donated to charity.? Edouard’s appointment as
commissioner for the World Exhibitions in Antwerp and Brussels of 1894 and 1897 proves
that he too had obtained a certain position in Belgian business circles.®

For the early 1890s, there is no proof that Empain was already in the position to
influence policy affecting his businesses in Belgium. To be sure, Empain had started to
collaborate closely with politicians of different ideologies such as Adrien d’Oultremont,

3 Compared to Solvay, Empain’s origins were even more modest, but the du Roy de Blicquy family of course
played a decisive role. See Ginette Kurgan-Van Hentenryk, “Mythe et réalité du “self-made man” au sein du
patronat belge,” in Bulletin de la Classe des Lettres et des Sciences Morales et Politiques (Brussels: Académie Royale de
Belgique, 1999).

* Tilman, Banquiers, 112+23.

> “Le banquet des agents de change,” L'Indépendance Belge, 6 Feb 1893; “P6le Nord,” La Meuse, 31 Jan 1894;
“Voitures sans chevaux: Comité de la Course des voitures automobiles de juin 1895,” La Science frangaise : revue
populaire illustrée, 1 Feb 1895; “Souscription au profit des pauvres de I'agglomération bruxelloise,” Journal de
Bruxelles, 3 Feb 1895; “A Mons: Le concours hippique,” Le XXe Siécle, 16 Jun 1896; “Au Royal Cycliste: Le banquet
Annuel,” La Réforme, 18 Dec 1896.

¢ “Bruxelles-Exposition: Statuts,” no. 1480, AMB, 5 Jun 1893; “Exposition d’Anvers,” Gazette de Charleroi, 2 Oct
1893.
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Jules Carlier, Adolphe Dupont-Rucloux and Achille Huart-Hamoir.” In the next decade, he
hired the services of politicians/business lawyers Jules Renkin and Georges Grimard, and
appointed Victor Fris as chairman of the Tramways de Lille.® The presence of politically
active people in the business group could indicate some political influence. Yet, the
general entanglement of politics and business in the Belle Epoque makes it hard to assess
if these individuals were partners of Empain precisely because of their political
connection. Their political mandate might sometimes just have been a coincidence.
Nevertheless, thanks to Adrien d’Oultremont, the expanding Empain group could count
on the support of the Belgian government. In the early 1890s, the Ministry of Foreign
Affairs was favorably disposed towards the Eaux de Caracas in Venezuela, of which
d’Oultremont was a director (see Chapter 6).

Empain’s reputation and influence increased only slowly, but this started to change
with his tramway plans in Brussels in the mid-1890s. In the entire country, the business
group merely controlled some 300 km of light rail and tramway lines in the countryside.
With the Chemin de fer a voie étroite de Bruxelles a Ixelles-Boendael (BIB), the group possessed
one politically more visible line in the Belgian capital. Because BIB was mainly active in
the southeastern suburbs, Empain initially did not pose a direct threat to the mighty
Tramways Bruxellois (TB), the largest tramway operator in the capital. However, in the
1890s, Empain continued to apply for concessions within the sphere of the TB. He aimed
to expand to the city center.” As such, Empain started to poach in the territory of large
financial groups, the Société Générale in this case. In 1893, the TB could still avoid
competition by offering to cooperate in a project to connect the lower and upper parts of
the city. Empain and the TB agreed to merge their interests in case one of them was
selected, but political discussions indeterminately postponed a decision in any
direction.” Three years later, Empain again directly confronted the TB for the concession
of the extension of a TB line. Finally, BIB, the TB and the minister consulted to maintain
the privileged position of the TB, but the Empain group received prestigious concessions

7 D’Oultremont (independent, Chamber of Representatives 1884-1892), Carlier (liberal, Chamber of
Representatives 1886-1892), Dupont-Rucloux (liberal, Provincial Council of Liége 1878-1892), Huart-Hamoir
(liberal, alderman (1895-1902) and mayor of Schaerbeek (1903-1909), Provincial Council of Brabant (1895(?)-
1899)

8 Renkin (Catholic, Chamber of Representatives 1896-1934), Grimard (socialist, Municipal Council of Brussels
1895-1899, Chamber of Representatives 1898-1900, Senate 1900-1908), Fris (Catholic, Chamber of
Representatives 1884-1900, Senate 1900-1913)

? “Chronique du jour,” Journal de Bruxelles, 23 Mar 1890.

10“Un trottoir roulant,” La Meuse, 8 Nov 1895; “La Commission,” La Meuse, 13 Feb 1894; “Les moyens de transport
a Bruxelles,” L'Indépendance Belge, 30 Jan 1894; Luc De Ryck, “De monopolisering in het stedelijk openbaar
vervoer te Brussel op het einde van de 19de eeuw,” BTING-RBHC 21, no. 1-2 (1990): 246.
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in compensation." These included two electric tramway lines connecting the city center
with the terrains of the Universal Exposition of 1897. One of them followed the track of
the newly constructed avenue leading to the Colonial Exposition in Tervueren, conceived
by King Leopold Il himself. As a consequence of these extensions, BIB doubled its tramway
mileage and became an important actor in the Brussels transport system.'

The TB, BIB and other tramway companies in Brussels slowly followed the
electrification trend that transformed the urban transport sector in the late 1890s. To
justify these massive investments, the TB wanted to secure its existence in the long run.
This is why its parent company, the Société Générale, repeatedly approached the central
and local government to unify all concessions and extend their validity, as a part would
expire in 1909. In 1897, the municipality of Brussels took the demand of the TB seriously.”
The news of the direct negotiations encouraged competitors to spontaneously submit
alternative projects in the absence of an official invitation to tender. Tramway
entrepreneur Edouard Otlet published a proposal to establish the Nouveaux Tramways
Bruxellois, but most politicians ignored or discredited his project. Reportedly, the Empain
group also prepared a proposition to take over the expiring concessions of the TB." Given
both the size of its network and the reputation that it was gaining by being part of the
consortium allowed to build and operate the Paris Métro, the TB could not ignore that the
Empain group was to pose a serious threat to its interests."

This made BIB an interesting target for a takeover. Realizing that further competition
could harm both firms, negotiations between them started in January 1898.'° Within a
month, the boards of directors came to an agreement. The TB could acquire the network
of the BIB if the parliament voted the unification and extensions of the TB concessions. In
return, the Empain group received about 15 million francs, partly in TB shares, for a
company worth about 11 million francs. As a result of their secured interest in TB of at
least 16%, the Empain group received three seats in the board of directors.”

Whereas Catholic senator Edouard Otlet lacked the power to persuade his fellow party
members, the influential directors of the TB and the Société Générale effectively put

1 “Le tramway électrique de la rue de la Loi,” Le XXe Siécle, 16 Aug 1896; “Les Nouvelles,” Le XXe Siécle, 20 Aug
1896; “Les Nouvelles,” Le XXe Siécle, 21 Aug 1896.

12 Recueil Financier, 1898-1899, 182-84.

3 De Ryck, “Monopolisering,” 233-35.

! Belgian Chamber of Representatives, Annales Parlementaires, 10 Aug 1899, 2258; Note, 9 Mar 1898, Construction
d’un nouveau boulevard a Bruxelles, et extension du réseau des tramways, 1898, T 447/289, Economic Archives of the
Otlet Family, ARA.

' De Ryck, “Monopolisering,” 235-44.

16 Meetings of Jan-Feb 1898, Minutes of the Board of directors, Electrobel, 130/5429, ARA2.

7 Recueil Financier, 1899-1900, 243-44; Recueil Financier, 1900-1901, 249-52; Note, 9 Mar 1898, T 447/289, ARA;
Belgian Chamber of Representatives, Annales Parlementaires, 10 Aug 1899.
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pressure on the municipal council and the national government. The takeover of BIB and
the reorganization of the network were adopted by the City of Brussels a few months after
the deal between both companies. Political protest impeded a steady adoption in
Parliament, but the law was finally voted in August 1899."® According to De Ryck, the
appointment of the Empain brothers to the board of the TB was an important asset to put
pressure on the Catholic government.”” However, no contemporary sources can really
prove this. Arguably, Empain’s soft power at that time was rather limited compared to
the channels through which the Société Générale could convey its message to leading
Belgian politicians.”

What did affect the standing of Empain was his budding collaboration with Leopold II.
Edouard Empain, and to a lesser extent Frangois, had become welcome guests at the Royal
Palace from 1897 onwards. As this considerably promoted Empain’s position in the
Belgian elite, the following section investigates it in detail.

4.3 A peculiar friendship: Empain and King Leopold II

King Leopold II, with his unquenchable appetite for business, was always looking for
‘accomplices’ who could assist him in his business projects in his Congo Free State (CFS)
and elsewhere.” More than anything, Leopold II was looking for fresh money to finance
his colony. He convinced large Belgian and French banks to subscribe to a lottery loan of
150 million francs in 1888.% In this context, Empain appeared for the first time in the
service of the King, at least indirectly. A year after the issue of the loan, Edouard Empain
and his then close partner Edouard Otlet reported from Paris to Comte Adrien
d’Oultremont, a business relation of theirs and brother of the King’s Grand Maréchal de la
Cour. Their mission had been to investigate the financial viability of the loan. Otlet and
Empain expressed their gratitude for being able to help his Majesty with “the immense

18 Belgian Senate, Annales Parlementaires, 4 May 1899, 423; De Ryck, “Monopolisering.”

1 De Ryck, “Monopolisering,” 239-40.

2 Brion and Moreau, Société Générale, 485-89; Ginette Kurgan-van Hentenryk, Gouverner la Générale de Belgique:
Essai de biographie collective (Brussels: De Boeck Université, 1996), 108-09.

21 Neal Ascherson, The king incorporated: Leopold II in the age of trust (London; Allen and Unwin, 1963).

2 In a lottery loan, the bonds have a double character: they are “at once a deed of loan and a lottery ticket.”
Bondholders can win a prize when their bond is drawn. Henri Lévy-Ullmann, “Lottery Bonds in France and in
the Principal Countries of Europe,” Harvard Law Review 9, no. 6 (1896).

192



Belgium and the Congo

works that He has undertaken in Africa.”* It is, however, unclear to what extent the King
himself was aware of this mission. In any case, Leopold II did not particularly notice
Empain, although the latter had slowly started to invest in colonial firms around the same
period (see Chapter 1). Empain had another connection to the Royal Palace, though it is
uncertain if precisely this brought him closer to the King. His close partner Arthur du Roy
de Blicquy had a brother Fernand, who was the personal aide-de-camp (1870-1905) of
crown prince Philippe. Fernand’s son was equerry (1898-1900) of Philippe and afterward
of Prince/King Albert (1900-1917).%*

The real rapprochement between Empain and Leopold II only happened as soon as
Empain took an interest in Leopold II's second passion: China. Empain started to be
invited to the parties at the Royal Palace after the visit of the Chinese Viceroy Li
Hongzhang in July 1896 (see Chapter 1).% In 1898, his brother Frangois Empain was invited
to attend a more exclusive dinner in presence of the King, Belgian ministers and Chinese
diplomats. From the next year onwards, Edouard Empain was frequently granted this
honor too, in a more intimate setting with a limited number of guests. On several
occasions, Edouard was even given a seat at the King’s table. During the dinners, he was
often in the presence of the King’s favorite partners Lambert, Thys and Wiener as well as
loyal government members such as Minister of Foreign Affairs de Favereau and Minister
of Finance de Smet de Naeyer.*

With the visits to the Palace, Empain also started to render services to the King. He
remained a loyal collaborator until the King’s death in 1909.” Empain also expressed his
loyalty by intimidating critics such as Bunau-Varilla, his acquaintance and editor of the
Parisian newspaper Le Matin, as well as Jourdain, the editor of the Brussels newspaper Le
Patriote.”® Gradually, Empain became Leopold’s all-round economic-diplomatic advisor

5 ““I'oeuvre immense qu’Elle a entreprise en Afrique”, Otlet and Empain to Adrien d’Oultremont, 23 Nov 1889,
Correspondance générale, T 447 /4, Economic Archives of the Otlet Family, ARA.

2 “Ars Moriendi: du Roy de Blicquy Fernand,” http://www.ars-moriendi.be/DU_ROY_DE_BLICQUY1870.HTM;
“Ars Moriendi: du Roy de Blicquy Baron Albert,” http://www.ars-
moriendi.be/DU_ROY_DE_BLICQUY1914_FR.HTM.

% The winter parties at the Royal Palace were very popular: more than 2500 invitations were sent each time. In
the register of 1896 (n°525), the Grand Maréchal de la Cour John d’Oultremont added Edouard Empain’s name in
pencil. He is invited for the first time in February 1897 (register n°526). Second series of registers of the soirees
and balls in alphabetical order, Grand Maréchal de la Cour. Régne de Léopold II, 525-526, KPR-ARA.

2 First series of registers of the dinners in chronological orde