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British direct foreign investment before World War 1I
has been a neglected area of historical enquiry. In part, this re-
flects the relative unimportance attached to direct investment in
comparison to portfolio investment by economic historians.!
Recently, the downvaluing of pre-1870 British portfolio inve-
stment by D.C.M. Platt 2 and Peter Svedberg’s estimate that
perhaps 53 per cent of private investment in Third World coun-
tries was direct by’ 1914 * has focused attention on the origins,
motivation and direction of British multinational investment be-
fore 1939. In the same vein, Irving Stone, in a study of the pre-
1914 shifts between portfolio investment and British ownership

* 1 would like to thank L. Hannah, Geoffrey Jones, Tom Parry, Roderick Flond
and Anne Carlos for helpful comments. All errors arc mine alone.

1 |. Storrorp, “ The Origins of British Based Multinational Manufacturing Enter-
prises ', Business History Review, XLVIN (1974}, p. 305.

2 D,C.M. Pratr, ' British Portfolio Invesrment Ovwersecas Before 1870: Sowme
Doubts ¥, Economic History Review, Sccond series, XXXII (1980), pp. 1-16.

3 PeTER SvepBERG, " The Portfolio: Direct Composition of Privawe Foreign Invest-
ment in 1914 Revisited ¥, Economic Journal, 88 (1978), pp. 763-777. Sce also . STowE,
* British Direct and Portfolio Investnient in Lativ America Before 1941”7, Jonrnal of
Economic History, XXXV {1977).
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of long-term securities which allowed a controlling interest over
managetvent in Latin America, found that direct investment was
an increasing share of British investment reaching a peak of 46
per cent of total investment in 1913.4 British direct investment
in Latin America, according to Stone, dominated in railways,
public utilities and raw material sectors, but not the mining or
industrial categories. However, it is hard to avoid the impression
that much of the Latin American dircct investment catalogued
by Stone involved in the UK. little more than a brass nameplate
someplace in the City. In that sense, Stone’s estimates of direct
investment do not correspond to the current type of direct in-
vestment typified by todays British and American muitinationals,
In contrast to the aggregate approach of Stone or Svedberg,
D. Paterson examined the relatively low level of UK. compared
to U.S. direct investment in pre-1914 Canadian manufacturing. 6
Paterson explained this difference — or “ failure” — in terms
of the institutional structure of British investment in marketing
agencies and warchouse facilitics in contrast to U.S. direct inve-
stment in branch Production." Secondly, U.K. direct investment
in Canada showed a rigidity against decentralised decision-making,
utilisation of local capital, reinvestment of proﬁts, and investment
in non-natural resource exploitation.® If British manufacturing
‘ failed * in Canada, John Stopford showed that there were successful
British pioneers of direct manufa.cmring investment in the XIXth
and early XXth century.® Although Stopford shares with Paterson
a fceling that British private invesument was handicapped by the
lack of entrepreneurial vigour in pursuing foreign investment,

+ Ibid., p. 691.
s Jbid., pp. 702-10,
-6 D. PaTersoN, British Direct Investment in Canada 1890-1914, Toroute, (1976},
pp. 107:8.
7 Ihid,, pp. 130-11.
s Ibid., pp. 108-10,
s Stoprorp, * Qrigins of British-Based Multinational ',

606




British Multinational Investmicnt before 1939

he identified successful 1970 multinationals which made signi-
ficant pre-1914 direct investments abroad.°

Stopford identified the Empire as the path of least resistence
for direct investment by British firms before 1914. Perhaps
Stopford’s most important finding was the shift to Europe in
the inter-war years by the pre-1914 pioneers in contrast to the
continued emphasis on the Commonwealth and Empire matkets
by the inter-war followers.!t The branching out of the pioneer
firms was explained by Stopford in terms of ““ expericnce ” in
the international economy, the ability to innovate, and being
“‘much better equipped to compete head-on” with progressive
foreign firms.!2  Unfortunately, Stopford offers no tests of these
hypotheses. Moreover, Stopford’s data base is limited to those
pre-1914 multinationals with a significant investment abroad
which were among the 100 largest manufacturing firms in 1970.
The result is a sample of 14 firms which provides a less than re-
presentative study of the activities of pre-Word War I British mul-
tinationals. Further, Stopford’s data basc is marred by serious
errors and omissions. For example, in the pre-1914 period Dunlop
had branch production in Canada, France, Germany and Japan
and sold in Argentina and South Africa rather than 111anufacturing
in South Africa, Canada, Germany, Argentina and Japan as re-
ported by Stopford.!3 From such a swall sample, even if free
of errors, it would be hazardous to draw comparisons of perfor-
mance between British pioncering multinationals and either the
rest of the British manufacturing sector or U.S. direct investment.
Stopford’s evidence does not support his judgement that British
manufacturing firms were viewing the world at a distance while

10 PaTERSON, British Direct Invesinient, pp. 110-111; Stopford, ' Ongms of British-
Based Multinational 7, pp. 311-18,

11 Ibid,, p. 329.

12 Jhid.

13 Ibid, Table 3, p. 316. 1 want to thank Geoflrey Jones for this information on
Dunlop.
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ignoring developments in markets and technology abroad.!* Nor
is the implication in Stopford’s work that U.S. direct invest-
ment, based on technology-led giants, outpaced British multi-"
national investment before 1939 justified.

Perhaps the most disappointing feature of recent historical
work on multinationals in the lack of an explicit theoretical
model which can be empirically tested. The pathbreaking work
on U.S. multinationals by Mira Wilkins has influenced sub-
sequent work on UK. and European direct investment.!S The
role of high per capita income markets, marketing considerations
such as the drive to widen markets, control distribution, reduce
transport costs and meet competition, oligopolistic advantagcs
of investing firms and dynamic entreprencurial leadership identi-
fied by Wilkins as the motivation for American direct investment
has been echoed by Stopford in his study of British and by Lawrence
Franko in his work on European multinationals.'s The metho-
dology underlying the approach is argument by example . This
methodology leads to a proliferation of examples and counter-
examples and at worst unrepresentative case studies and general
statements became explanations. For example, in a monograph
on European multinationals, Lawrence Franko emphasised the
search for raw materials and home market factors, such as relative
factor prices and income levels, as preconditions for European
direct investment.!” Home market factors, according to Franko,
shaped new European product innovations which were initially
exported abroad before the firm made a commitment to direct
investment. Therefore, European-based multinationals were not
represented in labour-saving or middle-income goods, but con-
centrated on synthetics, working-class and luxury goods.’® If

1 Ibid, p. 326.

15 M. Wiking, The Emergence of Multinational Enterprise, Harvard, (1970) and The
Mattiring of Multinational Enferprise, Harvard, (1974),

15 L. FRANKO, The European Multinationals, London, (1976),

17 Jhid., ch. 2-3.

# Ihid., p. 77.
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European international firms concentrated on chemicals, electrical,
and pharmaceutical goods reflecting Buropean factor endowments,
then the labour saving biases in American technology were re-
flected in the high percentage of firms in the non-electrical and
mechanical engineering category. Although Franko provided
no theoretical model to support this home market-factor cost
approach economic historians will recognise Franko’s analysis
as an application of the Habakkuk thesis of American-British
technology differences to Buropean new product development.’®
The Habakkuk thesis argues that relative scarcity of any input
factor in one cconomy shapes a different type of invention and
innovation relative to another economy with more plentiful
supplies of the same factor.  Although the model is intuitively
appealing, economic historians have found the historical connection
between the investment activities in Britain and American and
the factor scarcity relationships impossible to forge. Equally
important, all efforts to resolve empirically the question of bias-
induced innovation has foundered on the inability to separate
the direction from the rate of technical change.?0 Franko's hypo-
thesis of scarcity-induced innovation, while appealing in theory,
does not offer an historically testable model of European direct
investment.

The one attempt to utilise a general model illustrates the dan-
gers of a methodology based on argument by example. Both
Stopford and Franko rely on Raymond Vernon’s product life
cycle model to support the tendency for European firms to export
products to overseas markets before making a commitment to
direct investment.2! The product life—cycle model assumed

19 H.]. HABAKKUK, Asuerican and British Technology it the Nineteentih Century, Cam-
bridge, (1967).

20 P. Davip, Technical Change, Innovation and Economic Growth, Cambridge, {1975),
pp. 33-50.

21 R. VErNON, " International Investment and International Trade in the Product
Cycle ¥, Quarterly Journal of Economics, 80 (1966), pp. 190-207; FraNko, European Mul-
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new product innovation occurred in a high per capita income
country with high unit labour costs, costs of transacting and exter-
nal economies.?? With expanding demand causing a degree of
standardisation, the new product evolved into a mature product
which can be manufactured by those export markets situated in
developed countries. The last stage was the standard product
stage when the product could be manufacturing by less developed
economies. However, Franko noted that no rigorous test linked
new product innovation with exports and the mature product
stage with subsequent foreign branch production.?3 For British
multinationals, Stopford found that Courtaulds, Dunlop, Nobel,
Vickers and the Gramophone Company all developed new pro-
ducts based on unique home market technology before exporting
to high income markets.24 In an implicit test of the product-
cycle model Stopford implied that rising tariff' barriers in high
income markets stimulated direct investment in branch production
by UK. firms to maintain their local market dominance.2s Cour-
taulds’s investment in America, for example, fits the Vernon
pattern. Courtaulds’ American branch production was stimulated
by the increase in the U.S. duty on artificial silk and the threat
of competition from European firms entcring the market.2s In
ring spindle production, Howard and Bullough opened an Ame-
rican branch in 1894 when their export trade was threatened
by tariffs and local production.?” Price’s Patent Candle Company
found it ‘ uneconomic’ to export from the U.K. due to compe-

tinational, pp. 24-33; Storrorp, “ The Origins of British-Based Multinational *, pp.
318-9.

22 VernoN, “ Product Cycle ”, pp. 192-194,

23 Frango, European Multinational, p. 24.

24 Storrorp, “ Origins of British-Based Multinational , p. 318,

s Thid., pp. 318-22.

16 1), Coreman, Courtaulds: Awn Economic and Social History, Oxford, (1969) ,p, 107.

27 §.B. Saur’s, “ The Engineering Industry ™ in D. Aupcrorr {ed.), The Develop-
ment of British Industry and Foreign Cowmpetition, Tondon, {1968), pp. 1934,
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tition by local manufacturers and tariffs.2® In glass, Pilkington’s
1934 Australian safety glass investment safeguarded its plate glass
supplies to the motor industry from local producers.? Although

these examples of British direct investments in the mature pro~

duct stage in response to tariffs and local competition in high
income markets support the Vernon life-cycle model, counter-
examples abound. Even companies which invested abroad to
overcome tariffs and meet competition, such as Evans Medical,
Brampton Brothers, Alfred Bird and Son, and Blundell and Spence
were unlikely to be in the mature product stage. Direct tests
of Vernon's model in an historical context are likely to founder
on both the inability to identify unambigousty the product stage
of differentiated products and from the paucity of business hi-
story data. Perhaps business histoties, which explicitly study
the international commitments of firms, will allow historians to
analyse product innovation stages. One such study, D.K. Field-
house’s Unilever Overseas does not provide support for the Vernon
model.  For Australia, Fieldhouse found that under Lever’s
leadership before 1914 investment was determined by the availa-
bility of raw materials, a high income local market, tariffs or the
threat of tariffs and a desire to reduce transport costs.®

On the whole, recent work on direct investment generalises
from selected case seudies to the whole sector or industry under
study at the cxpense of specifying and testing a model of direct
investment.  Business historians have long recognised that a
proliferation of examples will not resolve issues surrounding the
behaviour and performance of the aggregate experience of the
industry or economy. Discussing approaches to understanding
business structure growth in Britain, Leslie Hannah has counsclled
economic historians to cxamine wider and more representative

28 Still The Candle Burns, (private), p. 194,
. B T.C. Barkwr, The Glassmakers Pilkington: The Risc of an International Company
18251976, London, (1977), p. 381

% FIELDAOUSE, Unilever Overseas, London, (1979), pp. 64-5.
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samples of firms.3! In this study, 119 manufacturing firms (from
classifications 1-16 in Table 1) which made a direct investment
in the period 1870-1939 was used. The data were collected from
professional ” business histories, company histories, business re-
~cords and reports on British-based firms. In some cases the in-
formation on the international operations invelved little more
than the year and country of the direct investment while in other
cases complete information on the reasons for the direct investment,
the type of products and the problems of starting foreign opera-
tions were given. Direct investment m manufacturing was de-
fined as the ownership or control of either sales facilities or pro-
duction plant in the U.K. and at least one foreign country. Our
sample is representative of both large and small firms since 19 per
cent of the sample invested in 5 or more foreign countries, 39
per cent in 2-4 countries and 42 per cent mn one toreign country
only. This rough measure of size, reflects the lack of data on the
size of firms or their overseas investment in more conventional
terms of assets, sales, or employment.
This paper formulates a theoretical model of direct investment
in manufacturing which can be tested using our sample of 119
firms. From Table 1, the industry categories dominating British
foreign direct investment were electrical and non-electrical en-
gineering, chemicals, food, textiles and metal goods. Compared
with a sample of 45 pre-1914 U.S. multinational companies, also
in Table 1, U.S. and UK. direct investment was broadly similar.
The major divergencies in the manufacturing categories were
the relatively more important role of U.S. non-electrical engi-
neering which accounted for 279, of U.S. compated to 13% of
UK. direct investment, and the enhanced role of UK. textiles
(19%) and metal goods (99) investment compared to U.S.
investment of less than 19 in these categories.

31 L. Hawnag, “ Introduction: Business Development and Economic Structure in
Britain Since 1880 in L. HANNAH (ed), Managesent Sirategy and Business Development:
An Historical and Comparative Study, London, (1976), pp. 13-14.
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Taple 1

INDUSTRY CLASSIFICATIONS OF UK. AND U.S. DIRECT INVESTMENT
AND 50 LARGEST DOMESTIC FIRMS IN 1919 AND 1930

50 Largest
Firms
LK. U.S. 1919 1930
{%) {%) {%} (%)
1. Food 12 11 8 14
2. Drink 1 11 10 20
3, Chemical 13 16 14 g
4. Electtical Engincering 10 11 2 6
5. Non-Electrical Engineering 13 27 10 G
6. Metal Manufacture 5 4 18 8
7. Shipbuilding 0 0 5 2
8, Vehicles 3 2 2 4
9. Metal Goods 9 < 1 4
10, Textiles 10 16 <1
11. Leather/Fur <1 <1 0
12. Clothing <1 <1 <1
13, Brick/Clay 1 1 <1
14. Timber 1 <1 2
5. Paper/Printing 4 2 <1
16. Other Manufacturing 7 1 12 i6
17. Trade 3
18. Bank 0
19. Plantation 5
20. Mining, < 1
21. Petrol < 1 13
22, Shipping <1
23, Service << 1 3

Source: Sample of 119 firms.

M. Wikins, The Emergence of Multinational Enterprise, Harvard {1970), pp. 298-17.

A.D. CuaNpier, “ The Development of Modern Management Structuce in U5, and UK/,
in L. Hawnau, (ed.}, Managerient Strategy, pp- 33-34.

P. PavnE, ' The Emergence of the Large-Scale Company in Great Britin, 1870-1914°, EHR,
2nd series XX (1967), pp. 539-40. '

L. Hanwan, The Rise of the Corporate Ervononmty, pp. 118-19.

A similar divergence was discussed in a comparison of U.S.-
U K. corporate structure by A.D. Chandler who noted that “The
basic differences between the two countries was that the UK.
had more armament and textile enterprises than the U.S. and far
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fewer machinery and petroleum firms.?2 The relative weakness
of the UK. engincering industry has been explained by the
nature of the domestic engincering market which approach the
American in size, allowing the adoption of standardisation and in-
terchangeable parts in continuous production, only after 1900, 33
In this case, domestic market structure differences cxplain the
heavier representation of US. cmnparcd ro UK. multinationals
in engincering before 1939. More generally, Table 1 compares
UK. direct investment with the industry classifications for the
50 largest firms (by market valuation) in manufacturing in 1919 and
1930. The U.K. corporate economy’s emphasis on food, drink,
chemicals, textiles, engincering and other manufacturing was
reflected in the concentration of much of U.K. overseas direct
investment in these same categories. The increasing importance
of the drink sector in the largest 50 firms resulted from domestic
.ilierger activity centred on the brewery sector which was not
reflected in British overscas direct investment.  As a gcncral rule,
those industries which dominated the corporate economy also do-
minated British direct investment. The motives and unpulses
creating U.K. multinationat firms were embedded in the type
and structure of firms which merged to form the domestic corpo-
rate cconomy in the 1880-1939 period.

In the American literature, the development of large corpo-
rations is considered a prerequisite to the expansion of firms
abroad. Recently, the framework deve[oped by A.D. Chandler
to explain the growth of large U.S. corporations has been extended
to the growth of pre-1939 giant UK. firms. Simply stated, the
Chandler mode! cinphasised the strategic decisions of entrepre-
neurs to internalise market functions mainly through vertical

32 Al3 Cuanpiig, © The Development of Modern Management Structure in the
U.S. and UK. " in L. Hanwau (ed), Mauagement Strategy, p. 35.

33 L, Hannam,  Business Development ” in L. Hannan (od), Managoiment Strategy,
pp- 812 and 8. Nicroeas, “ The Amcrican Export Invasion of Britain: The Case of
the Enginecring Industry 1870-1914", Technology and Cultnre, (Ocr. 1980),
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and horizontal mtegration in a national market. Strategic growth,
which places strains on the internal organisation of the firm,
eriggers structural changes in the form of functional centralised
departments, diversification, multidivisional structures, and group
decision making through the ‘technostruceure’ 34  Extending
the Chandler framework to the international economy, Stephen
Hymer explained uneven world development in terms of the
extension of the national supercorporation abroad causing the
global economy to resemble the national corporate economy of
Britain and America.?s Hymer’s major contribution was to spell
out an explicit ‘ market failure’ approach to direct investment.
The desire to appropriate quasi—monopoly returns on the unique
skills and abilities of firms in imperfect markets was the major
motivation identified by Hymer for U.S. post-1948 direct in-
vestment.3¢ A similar statement of the * market failure ” frame-
work linking domestic market factors to direct overscas investnient
was Richard Caves’ thesis that “ The international corporation’s
plans to make horizontal and vertical investments abroad are
directly comparable to business decisions opting for familiar forms
of domestic expansion ”.37 Experience in the home market in
product differentiation, advertising and branded product pro-
motion involved unique knowledge about serving the market
which could only be transferred to foreign ‘markets through the
device of the international firm.38

The “ market failute ” model emphasises the costs of transa-
cting in the market, such as tariffs, uncertainty, transport costs

M 1. Gaisgarre, The New Industrial State, Penguin, (1972}, ch. 6, 8, 13. A,
D). Cuanpier, The Visible Hand, L. Hanwan (ed), Management Strategy.

31 8, Hymea, “ The Multinational Corporation and the Law of Uneven Develop-
ment” in H. RADICE (cd), Tntervational Firms and Modern Inzperialism, Penguin, {1975),
pp. 37-62.

36 S, Hymer, The Imernational Operations of National Firms: A Stidy of Direet Fe-
reign Investent, MIT, (1975), pp. 25-6.

¥ R. Cavss, “ International Corporations: The Industrial Economics of Forcign
Investment ”', Egomomica, XXVI, (1971), p. 3.

3 Ihid., pp. 47.
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and costs of information which are internalised within the inter-
national firm. Secondly, ‘market failure’ is reflected in the
existence of quasi-monopoly profits, (or rent) from technology,
management skill, differentiated product, and marketing or ad-
vertising know-how in ilnpcrfect markets, 3

TaeLe 2

MOTIVATION FOR UK. DIRECT INVESTMENT 1870-193%

o of all reasons o, of all firms
{Firms gave more than one )
P.easons reason in most cases) Yes Noa  Unknown
Technology 24 50 36 14
Sell Vertically 21 45 43 12
Raw Material Vertically 15 32 57 11
Tariff 15 3 52 17
Protect Existing Market 8 16 65 18
 Undefined * Market Failure 6 13 68 19
Scll Horizontally ' 6 12 72 16
Produce Horizontally 5 i1 73 16

Source: Sample of 119 firms.

Given the firms gave multiple-reasons for direct investment,
the first part of Table 2 ranks specific “ market failure” for the
119 firmss in the sample as the motivation for direct investment.
Most importantly British firms which invested abroad had a
technology‘—lead, created a vcrtical selling organisation or acquired
raw materials vertically and aimed to avoid tariffs. The second
part of Table 2 shows that 50% of all firms expanded abroad, in
part; because of a technology advantage while 459 of all firms
sought to sell vertically. The importance of vertical selling re-
flects the bias of U.K. multinationals towards consumer goods in

® Ibhid, See also H.G, JounsoN, “ The Efficiency and Welfare Complications of the
Incernational Corporation™ in C, KiNDLEBERGER (cd), The International Corporation, MIT
Press, pp. 35-39.
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high per capita income markets. For example, in Table 3, which
breaks down the type of market failure by industrial categories,
vertical selling was 2 major motivation for direct investment in
drink, food, electrical engineering, metal manufacture, metal goods,
textiles, leather, fur and other manufacturing which are largely
consumer oriented. Vertical raw material expansion ranks as
the most important reason for food, timber and metal manufacture.

Secondly, technology advantages dominated electrical and
non-electrical engineering, vehicles and chemicals. Tariffs, the
third major reason behind direct investment, ranked high in

Taste 3

THE THREE MOST IMPORTANT REASONS FOR DIRECT INVESTMENT
BY INDUSTRY (%)

~ = E k: >
& E £ & 3 T
] b = E UE
E > LE e §z = .§§
& 3 <f & £F 32 &2
1. Food 20 23 38
2. Drink 33 33 33
3. Chemicals (soap, plaster, rubber) 25 15 2t 14
4. Engineering Electrical 0 29 7
5. Engineering Non-Electrical 40 20 15
6. Metal Manuf. {iron/steel, tubs, '
copper, alumn., lead, zinc) 21 29 29
7. Shipbuilding
8. Vehicles 33 33 20
9. Metal Goods (h;irdware chain,
nail, cutlery, tools, pins, brass) 26 30 22
10, Textles 23 27 23
11. Leather/Far 23 29
12. Clothing
13, Bricks, Pottery, Glass, Cement, _
Clay 25 25 20
14. Tibmber 20
15. Paper Printing 33
16. Other {macches, tobacco) 2% 4 12

Source: Sample of 119 firms,
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textiles, paper and printing, vehicles, and chemicals as the moti-
vation for direct investment. In the case of textiles, tariffs clearly
reflect the effort of late industrialising countrics to protect infant
textile manufacture from competition accounting for the well-
known problems of British textile exports after 1900.

The sample of 119 firms supports the market failare approach.
Our thesis can be strengthened by combining the Chandler national
model for Britain and America where “ strategies” by entre-
preneurs concentrated on creating national sclling and distributing
networks to replace the inefficient market with Caves’s model
of direct investment abroad. Vertical integradion, which was
learned in the home market before being transferred abroad,
was an entrepreneurial—initiated strategy of firm growth. In Table
4, direct investments in cither a scl]ing branch with agents, depots
and sub-branches or production facilities followed the overseas
visits by “ entreprencurs ’.  Moreover selling networks abroad
were successful in large part due to the advantages of a differen-
tiated product and marketing expertise developed in the home
market. Lever’s innovations in marketing, which explains the
market concentration in the soap scctor in Britain, were used in
Australia where expenditure on advertising reached 19% of net
sales value in the late 1930s.4° In Australia, after a start in soap
production in 1899, Lever controlled Kitchen and W.H. Burford
and Sons his two largest competitors by 1914.41 In South ‘Africa,
within five years of local production, Lever had moved from
being a mere importer to owning or controlling the great majority
of the local soap manufacturing industry.4? In food, A. Bird and
Sons had been advertising abroad since the 1840s and in the first
decade of the XXth century had an advertising manager; 43

4 FIELDHOUSE, (Juilever Quverseas, pp. 120-1; Epwarps, Competition and Monopo!y
in the British Soap Industry, London (1962), pp. 148-50.

41 Fieronousk, Unilever Overseas, pp- 66-9.

42 1hid,, pp. 105-7,

43 The Food Makers: A History of Gencral Food Ld., prnivate (1972).
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TagLe 4

FOR INTEGRATION INTO SALES AND/OR PRODUCTION

Country of

Position Cotnpany Product Year Dircet Investment
Owner  Unilever ChemicalfFood 189295 Canada, Auvstralia
Director  Cadbury Food 1882 Australia, Canada, US
Director  John Dickinson Co.  Paper 1886 Australia
Director  Eadie Bros, Engincers 1896 India
Director Evans Medical Chemicals 1862 Canada
Ditector J.H. Fenner Industrial Bels  1902-20 Europe
Dircctor Gourcock Ropework Rope 1870-1900  South America
Phrector  ]. Harrison Shipping 1860s South America, US
Director  Harvey Co. Engineers 1891 South Africa
Dircctor  William Heap Engineers 1900-10 Canada
Director Holling & Vigell Textiles 1911-14 US, Canada, Europe
Dircctor Holman Brothers Engincers 1898 South Africa
Dyircctor  Kenyon Textiles 18371 Russia
Director Merz & McLellan  Electrical 10112 Aunstraliz, S. America
Director  Metal Box Metal Goods 1933 India, South Africa
Director  Ransoines Engincers 1875-1914  Europe
Dircctor  Ricketr & Sons Cheunical 1884 Europe
Director Smedley-HP Foods 196} Canada
Owner  Simith-Nephew Surgical Dress. 1906 Canada
Director  Waygood Enginecrs 1903-11 USA, India, Australia
Director  Weir Engincers 190210 Europe
Director Langhton Sons Jewellery 1934 Australia

Cadbury had established an advertising department by 1905 as
had Fry’s; Smedley, of H.P. sauce, were advertising heavily by
1910; and Huntley and Palmers, the biscuit markers, had a long
history of advertising at home before expanding abroad. QOther
companies that advertised at home and abroad included Jeyes
since 1881; Laughton & Sons, jewellery makers, who advertised
on the radio in the late 1930; Ransomes who produced multilin gual
catalogues by the 1880’s in Arabic as well as Russian, Dutch, Greek
and Estonian: Rickett & Sons who advertised in Australia, New
Zealand, South Africa by 1888; and Yardley’s who had advertised
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cosmetics and toiletries since 1856 and established an ¢ Arts De-
partment " to package Yardley products by the early 1920s.

In the above cases, each firm was characterised by product dif-
ferentiation with inter-firm dependency in an imperfect sellers
market. These cxamples reinforce the link between home oligo-
polistic market structure and British direct investment in selling,
distribution and branch production abroad. U.K. direct investment
abroad, as shown in Table 5, tended to be distributed in high
concentration industrics. The exception is the engineering in-
dustry' with 2 rclativcly low concentration ratio while accounting
for almost one quarter of British direct investment. In an industry
noted for its heterogenecous output, Hannah has suggested that
the mergers in the electrical sector brought together manufactu-
ring and technology on a large scale while leaving scope for smal-
ler specialist firms.4*  Thus three large electrical manufacturing
firnys dominated the market by 1931 even though the industry
had a relatively low concentration ratio. The effect of home
market mergers in electrical engineering elevated technology
leadership not only as a major domestic growth impetus 45 but
as the crucial motivation for investment abroad in contrast to
other industry classifications. {See Table 3).

The ability and motivation for vertical integration abroad can
be more fully understood in the light of the importance of exports
and sale organisation before the direct investment. As discussed
carlier, both Wilkins for U.S. and Franko for European multi-
nationals emphasised the roles of exports as a prerequisite to
direct investment.4s For all U.K. multinationals where information
is available, 949, exported the product before direct investment,
and more importantly, 60 % had export departments while invest-
ing abroad. In all the cases for which information was available,

4¢ Hannan, The Rise of the Corporate Economy, London (1976), pp. 125-27.
45 Ihid.

4 Sce pp. 45 above.
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Tapis 5

COMPARISON UK. INVESTMENT
ABROAD AND DOMESTIC CONCENTRATION

Share of Largest

UK. Investment Five Firms

(%) 1915 1930
1. Food 12 38.0 74.0
2. Drink ’ 1 25.7 40.6
3. Chemicals 13 613 56.3
4. Electrical Engincering 10 438 51.9
5. Non-Electrical Engineering 13 46.3 56.2
6. Meralb Manufacture 5 287 459
7. Shipbuilding 0 64.6 81.7
8. Vehicles 3 34.1 66.5
9. Metal Goods g 68.0 87.1
10, Textiles 10 47.4 64.0
11. LeatherfFur < 1 NA NA
12, Clothing < 1 331 58.0
13. Brick/Clay 1 NA NA
14. Timber i NA NA
15. Paper{Printing 4 40.9 738
16, Other Manufacturing 7 49.6 84.8

Source: Sample of 119 firms.
L. HaxNAH, The Rise of the Carporate Econonty, p. 223.

99% of all British multinationals had agency agreements and
© 70% overseas travellers before their initial foreign investments.

Unfortunately, little work has been done on the role of agency
agreements in British trade.? Most agencies had  roving ambas-
sadors ” who sought to extend their company’s representation by
door to door visits to British firms with overseas commitments.
For example, Shaw Wallace and Co., a trading company with
tea estates and timber concessions in the East, became the agents
for Union Marine Insurance through a “ chance” call by the
Shaw Wallace Far Eastern Inspector at the Union’s Liverpool

47 An exception is R. MuntiNg, “ Rarsomes in Russia: An English Agricuitural
Engineering Company’s Trade with Russia o 1917 7, EHR. XXX, (1978), pp. 257-269.

621



8. J. Nicholas

Head Office.” Undoubtedly agencles were frequendy efficient
and for many firms, such as coal and cotton, indispensable. For
example, Ransomes, the Ipswich agricultural machinery exporters,
calculated that a £10 thousand a year trade would be required
to make a Paris branch depot cconomically viable while the French
agents required a trade of less than 2 thousand per year.# Edward
Curon, a firm of furnace makers, had 11e;1r]y 100 agents by 1935,
while other firms, such as Simon Engineering, empioyed both
local and full-time company agents.

However, there is evidence that the agency networks control-
ling exports involved high transaction costs in terms of enfor-
cenment by the principals. The move from agency to direct se].ling
organisations illustrates the ability of the firm to internalise within
its structure inefficient specialised firms created by the market,
For example, many agents sought large discounts, demanded sole
agencics and werc lax in paperwork and payments. Ransomes,
encountered  inefficiennt 7 agents in Spain and India in 191950
while Ransomes’ British b’m,d travelling representatives made
numerous trips to Italy to cajole agents between 1870 and 191451
During 1883-4 Ransomcs were involved in a hmg corrcspon.duu:c
over discounts, sole agency rigl]ts and payiments with their Bu-
charest agents which ended with the observation that * Freund
was perfectly honest but 2 very difficult man to please” .52
Other Ransomes’ agents were ncither honest nor finally pleased.
For example, in 1867 their Russian agents left the business after
‘ having carried on in a discreditable manner ”; the Saville agency
was declared bankrupt in 1880 and in 1900 the account was clo-
sed ‘with their agents since 1885 in Moldavia.®* In 1929 Thomas

# A History of Shaw Wallaee & Co., private (1965).
# Ransomes Agency Books, Institute of Agricultaral History, Reading: G. PALMER,
The History of fhe Orwell Waorks, (unpublished notes).
0 Ransomes Agency Books; MontiNg,  Ransomes in Russia ", pp. 260-3,
53U Ransomes Agency Books,
52 [hid.
33 jhid.
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Fenner, makers of leather belts for machinery, established a branch
in India after reporting that the Indian agents were “ unsatis-
factory.” 54 In 1902 William Weir, unhappy with Marius Jullien
his French agent wrote, * I can not understand how France can
have a gobd navy without Weir pumps 755 and in 1903 urged
the agent ““ to do your best to obtain an inttoduction of our Feed
Pumps which are now used in every navy in the world except
the French Navy ”.5¢ John Dickinson & Co., when C. W. Scott
their Indian agents since 1872, went brankrupt in 1880, were
forced to establish a branch house with a sales and warehouse
organisation.’” The Cape Asbestos Co., after their sole German
agents ran into debt in 1898 formed a sales branch under Head
Office control.®® The engine building firm of Harvey & Co.,
sent a director to investigate agency debts in South Africa in 1891
which resulted in the agency being replaced by a fully owned
sales branch.® As gencral policy two of Britain’s most successful
pre-1939 multinationals, Lever Brothers and Brunner Mond, re-
placed agents with selling companies where possible. Reader
suggcstcd that in the 1920s Brunner Mond replaced agents in
order to determine and gain control of prices, terms of business,
and to develop vigorous sales promotion.® More importantly.
Reader argues that by-passing agents “ was essentially the ]arge
exporter's way of doing business and not peculiar to Brunner
Mond ”.61  Agents involved costs, including costs of information
and costs of enforcing contracts, that in many cases exceeded the
costs in overheads, paying European management and training

54 R. Davies, Twenty One and a Half Bishops Lane: A History of JH. Fenmer &
Co. Ltd., privatc (1961).

55 W.J. Ruaner, The Weir Gronp: A Centenary History, London (1971), p. 37.

56 Jhid.

57 |. Evans, The Endless Web: John Dickinson & Co., 1804-1954, London, (1935).

58 Cape Asbestors: The Story of Cape Asbestors Co. Ltd., 1893-1953, private (1953},

¢ B, Vawg, The Harvey’s of Hoyple, private (1966}, p. 44,

@ VW.]. Reaper, fmperial Chemical Industries: A History, Vol 1, Oxford, (1970},
pp. J35-6.

61 Jhid.
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local staff involved in the establishment of branches. The costs
of enforcement for those companies who utilised agents, like
J.H. Fenner, Cape Asbestos, Cadbury, Ransomes, meant full-time
staff who travelled to organise and control their agents or, as in
the case of Weir, frequent visits by directors.

Historians have assumed a simple pattern of UK. investment,
directed, distributed and concentrated in the white Dominions of
the Empire.52 Ranking the number of subsidiaries established
or acquired in Table 6, over 50 percent of British direct investment
was in the Empire and much of that biased towards the white
Commonwealth. However, for the whole period, the U.S. and
France ranked fourth and fifth as countries receiving British in-
vestment. In the pre-1914 period the U.S. market is tied second
with South Africa and ahead of Canada as an area of British
selling activity. This contradicts Chandler’s recent summary of
British transnational branch sclling as prefcrring the white Com-
monwealth, including New Zealand over India and the rest of
the world.¢* Rather than counting subsidiaries, Table 7 counts
the number of parent firms making at least one direct investment
in the Empire non-Empire and both. For the whole period,
the firnis investing cxclusively in non-Empire and Empire markets
are the same. Indeed, when private direct investment is broken
at 1914, a larger proportion of firms invested exclusively in non-
Empire rather than Empire countries before 1914,

These results provide little support for Stopford’s claim that
during the Great Victorian Depression that the Empire was a
market of least resistance for British firms and Chandler’s state-
ment that in the XXth century more firms ventured into the
United States and Continental European markets.8¢ If anything,

62 AT, CeannLer, = The Growth of the Transnational Industrial Firm in the Unit-
ed States and the United Kingdom: A Comparative Analysis ', EHR, Second Series,
XXXIIL (1980), p. 401.

63 hid.

54 Ibid.; Stoeromp, “ Origins of British-Based Multinationals ”, p. 313.
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TABLE 6

GEOGRAPHIC DISTRIBUTION BY SUBSIDIARIES OF BRITISH DIRECT
INVESTMENT 1870-1939 PRE AND POST-1914

%)
Pre- Post- Pre-  Post-
Country 1914 1914 Total 1914 1914 Total
Australia 17 17 17 Empire 52 58 .56
South Africa 11 14 13 Europe 25 2t 23
Canada 10 11 11 America 11 9 10
U.s. il 9 i0 South America 5 5 5
France 9 o 9 | Asia 4 4
India 7 7 Africa 3 2 2
New Zealand 3 6
Germany 3 3
All other 29 24 25
TABLE 7
DIRECT INVESTMENT BY FIRMS
{%)
Empire Non-Empire Both
1870-193% 37 37 26
Pre-1914 36 43 2t
Post-1914 39 32 29
Taere 8
INVESTMENTS IN SUBSIDIARIES ONLY EMPIRE,
ONLY NON-EMPIRE, AND BOTH
(%)

One Investment More Than One Investment
Only Empire 53 47
Only-Non-Empire 71 29
Both _ 38 ’ 62
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the Empire was a safc haven for British investment ia the inter-
war years rather than the pre-1914 pcriod. There s no evidence
that British firms before 1914 sought * underdeveloped ™ regions
at the cxpense of challenging the technically and competitively
more energetic firms in world’s developed markets. 85 However, as
Table 8 shows, firms which invested in Empire-only markets,
had more branches than firms which invested in only non-Empire
markets. The fact that mulenational firms in the Empire—only
category were larger than firms m the only non-Empire group
reflected advantages of high income markets to British firms with
branded differentiated products rather than advantages of being
part of the Empire. Support for this conclusion is available in
Table 6 where the high income American and French markets
rank above the low per capita income Empire markets as major
areas of British investiment.

Tapze 9
POST-1914 INVESTMENT PATTERNS
Post =1914 Investment in
Firms favest in Only Empite Only Non-Fiupire Both Neither
Empite Before 1914 5 5 28 53
Nen-Empire Before 1913 17 9 26 49

To gain soine insight into the pre-1914 pioneering multi-
nationals, Table 9 shows that the investment patterns for firms
which had Empire nivestment before 1914 and hon-—Empire
investment before 1914 tended to invest in the same proportions
in the only-Empire, only non-Empire, both and neither cate-
gotles after 1914.  This evidence docs not support Stopford’s
contention that pioncering pre-1914 Empire investing firmas gain
“ special expericnce ” and security which allowed them to branch

65 Thid.
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out into non-Empire markets after the war. 56 Nor is the hypo-
thesis that British manufacturers who sought to control sources
of raw materials for their own factorics were biased to Empire
sources before 1914 sustained.” In the pre-1914 period Table 10
indicates there was little difference in the proportion of firms
making Empire as opposed to non-Empire investnicnts when

TapLe 10
GEQGRAPHIC ARFA OF FIRMS MAXKING
RAW VERTICAL DIRECT INVESTMENT
(%)
. p;_;;1_::,__ R [I,;J;_M
Empirc 46
Non-E{nPirc 39 25
Both 15 35

raw material was one motive for investment. The tendency
in the posi-1914 period was for raw material 1nvesting firms to
invest in both Empire and non-Empire markets at the expense
of exclusive non—Elnplrc market mvesement., Of course, the firms
in Table 10 undertook raw material vertical integration as only
one of several reasons for direct investments and these other reasons
might have been relatively more important than vertical back-
ward mtegration to secure raw material supplies in determining
the type of market for overscas manufacturing.

The pattern of nvestment becomes a little clearcr when the
gap between the initial and subsequent investment is considered.
Table 11 shows a continuai shortening in the time lag between
the initial and subsequent investment over the 70 year period
under study. Beforc 1900, most subsequent investment followed
the initial investment by seven or more years, while after 1900

s Ibid,, p. 329.
61 Ibid., p. 323-5.
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most firms reinvested within 3 years of the initial overseas venture.
The hypothesis that the shortening of the time gap between ini-
tial and subsequent direct investments reflected a structural change
in U.K. multinational behaviour was confirmed by a Chi-square
test of significance for the decades 1870-1900, 1900-20, and 1920-
39.%8 The structural change reflected in the shortening of the gap
between initial and subsequent investments was caused by the
shift in British direct mvestment from branch selling to branch
production. From Table 12, sclling outranked production abroad
before the First World War, while production abroad was the
major form of overseas investment since 1919. The 1919-29
period fits this prescription since 53% of the selling investments
in the 19191929 period were concentrated in 1919-20 due to
short run post-war readjustments.

Taste 11

GAP BETWEEN INITIAL AND SUBSEQUENT DIRECT INVESTMENT
: (%)

18705 1880s 18905 1900s 1910s 19205 19305

Same year 8 0 ) 17 22 26 25
1-3 0 o 8 13 6 29 13
46 8 0 0 o 0 16 0
7-10 0 9 0 0 22 0 0-
11-20 8 18 0 13 6 0 na

21 4 22 18 23 13 G 0 na.

N further investment 54 55 38 35 44 29 62

Indeed the high level of total direct investments in Table 12, both
in the 1920s and 1930s, stands in contrast with portfolio investment
which tel] from 809, of all issues in 1910-13 to 16 % in 1934-38.%°
Table 12 provides convincing cvidence of the * maturity ” of

88 X 2 value of 18.238 with 6 degrees of freedom is significant at .01 level of si-

gnificance.
60 A, Kaun, Great Britain i the World Economy, London, (1946), p. 139.
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TapLEe 12

DISTRIBUTION INVESTMENT BETWEEN SELLING
AND PRODUCTION AND TOTAL DIRECT INVESTMENT

(%)

Selling Production | Total
1870-1879 5 2 3
1880-1589 5 2 3
1850-1900 9 8 g
1900-1914 23 22 19
1919-192% 41 34 39
1930-1939 17 32 27

British overseas investment in terms of replacing selling networks
with branch production. The “ coming of age ” of British direct
investment is a.story of U.K. investment in the inter-war years.

Conclusion

Direct investment by British multinationals before 1939 was
conditioned by the structure and experience obtained in the home
market. A prerequisite to direct investment abroad was the de-
velopment of vertically integrated entrepreneurial enterprises in
a domestic “ corporate economy ”. The experience gained by
tirms in the oligopolistic home market in terms of product diffe-
rentiation, advertising, technology and vertical integration was
transferred to high income foreign niarkets. British multinationals
replaced the market by internalising market functions within
the international vertically integrated enterprise. Selling and
distributing organisations and branch production replaced exports
through agents because the costs of transacting using the market
were greater than internal firm costs involved in selling and pro-
duction. British direct investment focused on high income markets
in the Empire, America or Europe. Empire exclusive British multi-
nationals, although larger than non-Empire firms, do not seem to

629



8. J. Nicholas

have gaine skills making them more  effective ” competitors
than only non-Empire investing firms. In the mter-war years,
there was a maturing of all British direct investment with a
shift from selling to branch production. U.K. multinationals do
not show evidence of failure, but rather pre-1939 direct investment
was purposeful and largely a success story.

The study of pre-1939 U.K. direct investment requires 2 more
detailed study of industry cases, quantitative testing of direct
investment models, comparative work with U.S. investment, esti-
mates of direct investment and some analysis of the impact of
British investment on the domestic market and the host economy.
Recent business history has shown an interest in expanding our
knowledge of the corporate cconomy, giant coiporations and
multinational firms. Much work still remains to be done. Until
there has been considerable secondary work on firm and industry
case studies, attempts to UNCover the full effects of British pre-
1939 direct investment will remain in the realm of conjecture.
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