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Abstract

This paper deals with the investments of the Rothschild House in Spain from 1855 to 1930. In this period, this merchant-bank moved a significant portion of the private investments in Spain, concentrated in the most dynamic and strategic sectors. This paper has four main objectives: Firstly, to define the period when their principal capital incomes were produced, the intensity they had and the sectors they affected; Secondly, to quantify the importance of these investments and the weight they had on Spanish economy; Thirdly, to outline the steps followed and means used by the Rothschild in order to achieve the success in each of their business; And, finally, to analyze Rothschild contribution to Spanish economic growth. 

The present work attempts to take an approach to the investments by the House of Rothschild in Spain during the first half of the 19th century and the first third of the 20th century from a double perspective: on the one hand, it attempts to describe and analyze the different investment projects developed, barely known in general; on the other hand, it endeavours to contemplate the incidence of the activities these companies carried out in the Spanish economic development. The role that the House played in the development of mining, industry and railway in Spain in those years will also be discussed, confirming or rejecting the hypotheses by renowned authors with new literature. 

The debate on the suitability of foreign investment in the development of economy has had a long tradition in political and intellectual circles in Spain. During the first half of the 20th century, the nationalist movements exerted a huge pressure against every kind of foreign capital
. In this context, Joan Sarda’s pioneer work started a new path on the problem from a very much more analytical and detached perspective as compared to the rest. It dwelt on the consequence of foreign capital inflows as regards the stability of the Spanish balance of payment, in an unbiased way
. Some decades later, and after other empirical works compiled
, Gabriel Tortella
 added some analytical elements to those of Sardá. Tortella would deeply study the first massive investment in banking and railways, which took place in 1856 and 1864. According to him, it was not as fruitful as expected nor did it create in the Spanish economy the same effects it had in the rest of the European economies. His descriptive hypothesis explained that railway legislation was negative for the development of economy, granting the entry of railway material from the outside too easily, without giving the emerging industry of iron and steels a chance. Railway lines were built, so to speak, to the expense of industrial growth. 

Jordi Nadal
 contested Tortella’s second statement, arguing that most of the capital invested in railways came from foreign investors who never thought of placing their money within the weak Spanish industry. However, he agreed with the rest of the assertions made by Tortella and introduced a new element in the discussion: that “indirect compensations” to foreign investments, according to which foreign investors, in a position of superiority  due to the ambition of the Spanish governments, seeked, requested and continuously obtained extraordinary facilities for their investments. That was the case of railway (1855), banking (1856) and mining (1868) legislation and some concessions to specific investors, as it was the case in the surrendering of the monopoly of mercury in Almadén to the Rothschild in 1835
. These measures were allegedly taken to reduce the risks of foreign capital, not to protect the interests of the national economy, which would be one of the main axes of his theory of the failure of the Industrial Revolution in Spain
.

Following this argument up, there are many authors who have insisted on the fact that the excessive weight of foreign interests in economy had much to do with the internal demand in the Spanish market. According to this hypothesis, the profits from the national production were unrealistic, in the light of the predating attitude of the mining industrial sector. Its exporting tendency conditioned the way in which the design of the railway line or the financial structure behaved. These investments generated small economic earnings, as net profits took flight swiftly, without producing major reinvestments
. Therefore, a substantial portion of foreign investments meant a lost chance for development.

In the face of those data, as early as in the 1980s, other authors
 blamed the Spanish economic underdevelopment on the country’s reluctance to increase farming exports and industrial capacity,
 and the ever-existing mediocrity of the corporate sector in Spain
. That is to say, development problems had a purely internal origin. 

The nub of the argument between the two schools lies in pinpointing the factors that actually delayed the Spanish contemporary economic growth. For this second group of authors, the argument on the negative incidence of the exporting sectors is out of line, since these were the ones which really pushed the economy forward. In fact, for these authors, that very reluctance towards business development prevented a speedy convergence with the world economic powers. Thus, they accuse the former authors of supporting nationalistic political budgets, as they avowedly safeguarded markets from the unbearable foreign competition. This position gave rise to the protectionist period in 1891, which worsened in 1920 and later in the Franco era. Consequently, from this standpoint, Spain was plagued by a problem of supply during the 20th century, very much to do with the incapacity of the Spanish corporate class to join forces with a competitive, open market philosophy. Hence, foreign capital would not have been a hindrance, but, precisely, an essential incentive for economic growth
.

The present work sets off to give answers to some of the somewhat paradoxical questions raised by the phenomenon of foreign investment, from the point of view of one of its major investors: the Rothschild family. This specific case is mind-boggling, as it develops in the scope of public economy, but also in that of private enterprise, during an age that embraces most of the contemporary history. However, it is important to point out that this paper restricts its area to the scope of output investments, unheeding any financial investment relationship of the Rothschild House with the Spanish Government, as well as the business derived from those,  like the massive sales of gold and silver, or the mercury in Almadén. 

Therefore, we will proceed to identify the time in which the main entries of capital took place at the initiative of the Rothschild House, their intensity and the sectors they affected; next, we will quantify the consequence of these investments, the influence they had regarding the business fabric of the Spanish market, as well as the foreign investments as a whole during each period; then, we will  remark upon the patterns of behaviour and means used by the Rothschild House to attain success in each and every of their businesses. Finally, the profitability they achieved and the aftermath of this phenomenon in the actual growth of the contemporary Spanish economy will be regarded, both generally and per sectors.

II

In 1856 the Rothschild House had been dealing with the Spanish economy in depth for two decades, although its first activities in the country hark back to the financing of the Wellington army during the Independence War. The turning point is the setting up in Madrid of an agency in 1835, managed by Daniel Weisweiller and Ignacio Bauer, which turned into one of the most active financial institutions in the capital city, was the basis of a profound financial relationship with the Spanish Government to whom it granted plenty of loans, becoming the counterpart of important dealings in the area of foreign debt
. 

All these years were devoted mainly to the negotiation of public finance, with the exception of some contracts of the re-export of tobacco
 and some contacts with lead foundries in Almería and Murcia, which enabled them to control around 22% of the Spanish lead exports in 1860
. Nevertheless, this figure was the milestone for a process that was due to decline, due to the price war waged by the British suppliers.

The Rothschild House was not even interested in developing railway projects in Spain, despite James Rothschild’s experience in the area in France, and the repeated suggestion made in this sense by the entrepreneur José Salamanca
. 

However, in November 1855, the Pereire brothers gave the Spanish Government FF 14.3 m
 in advance, as a previous token of appreciation for the formal presentation of a Spanish Commodity Loan
, and a railway company: The Caminos de Hierro del Norte de España (hereafter Norte). In sum, the Pereire Brothers pursued the feud started in 1852 with the Rothschild, when they created the Credit Mobilier in Paris, regarded as the first modern investment bank by shares, and a large railway company, Grand Central, in partnership with Count Auguste de Morny. This project was exported to Europe as a whole, and meant to acquire the most important railway lines monopolizing the merchant bank business, under the leadership by the Rothschild family since the Restoration Period
. 

For the Rothschild family, the arrival of the Pereire brothers to Spain meant a frontal attack to one of their most exclusive investment territories. Just as they had done in Austria with the Kreditanstalt, they instructed their agents in Madrid to create a bodyidenticla to the Pereire’s one, which would be called the Sociedad Española Mercantil e Industrial (hereafter SEMI), set up on the 15th January 1856, with an initial capital of ESP 76m
. Next, they bought the only long railway line in construction in Spain at that moment from Salamanca, the Madrid-Alicante, and a short line to Toledo, which was to be added the Madrid-Zaragoza line. Surprisingly enough, their partners in this enterprise were Auguste Morny himself and three directors of the Paris Grand Central: Benoît Chatelus, Gustave Delahante and Leopold Lehon, although James de Rothschild took great care in getting the exclusive right to the business, divesting them from management powers in the company and in any exclusive rights in the construction of the future railways
called Cía de Ferrocarriles de Madrid a Zaragoza y a Alicante (hereafter MZA)
, incorporated in Madrid with the assets bought on the 10th January 1857. The company boasted an initial capital of FF114m, divided into 240,000 shares of FF500 in nominal value. From these, SEMI took 64,000 shares and the Rothschild 66,000 directly, which meant the straight control of 51.7% of the share total for the family, a little more than estimated at the beginning. The rest was divided up amongst the partners of Central
.

Between 1857 and 1864, the Rothschild House provided cover for every share and bond issue of MZA in the Paris Stock Exchange, which was not easy, despite the prestige owned by the company promoters, since the Paris market was suffering a crisis that would lead Grand central to its ultimate collapse
. The problems that the Stock Exchange had were coupled with a bureaucratic one, as it took the Treasury almost a year in authorising the quotation of MZA shares
, despite the fact that the Rothschild placed most of the securities within their own client portfolios. 

Parallely, MZA started to swiftly build their lines and began purchasing others, so as to dismantle any plan that the Pereire brothers could have. They did this by getting the access from Madrid to the South, so as to isolate the Pereire brothers from their Seville-Cordoba line, which could not be incorporated to the North one when the Rothschild bought the rights of the Manzanares-Cordoba line at a sky-high price. A decision that the Board of the company had to justify later to their shareholders in he light of the strategic importance of the company’s expansion plans towards the South
. However, they failed in their attempt to connect with France, by virtue of the rejection by the Spanish Government of a line similar to that allowed to Norte in the west of the Pyrennes
.

This fact, however, was not the Rothschild’s main problem. The crisis in the middle of the 1860s provoked their expectations in the railway sector in Spain to fail, as it happened in the rest of Europe. MZA, like other companies, desperately issued FF390m from 1864 to 1870 in stocks from the French market, plummeting dramatically as its interests, loans and overheads kept growing. The Rothschild family had to fund the company in advance so as to cover the subsequent deficits. Therefore, from 1865 on, they lent amounts to the company over FF25m. In April 1870 the family clogged the figure to FF 42,754,000
.

As a whole, the first years of the MZA could be regarded as a fiasco, but it is also true that the Rothschild had already got most of their private investment in the company back, and that their operative plans had worked quite successfully. Their lines, starting from Madrid towards three cardinal points, almost doubled those of Norte in 1864 (1,163km, compared to 663km). The first goal set for this company, accordingly, was regarded as achieved. 

In any case, the revolution years (1868-1874) meant a small recess for MZA, which stopped the expansion of its lines sharply and started to hibernate, while it waited for better economic opportunities. 

III
From 1875-1880, the Rothschild group changed its economic prospects in Spain, turning them around as they invested at a medium and long term in mining and industrial companies, recuperating their railway activity. The factors that motivated this new strategy are varied, even if the most important one was the generational change in the bankers’ family itself. James Rothschild had died in 1869 and, in 1879, Lionel, the second leader of the London House, passed away too. Their heirs reconsidered the situation and thought that the time had come to switch to other activities, now that the family could boast enough resources to finance other businesses. In this state of affairs, the Rothschild House started to consider favouring mining businesses, a sector in which they had just partaken through the elaboration and marketing of precious metals, now also including copper, lead and oil. These enterprises could not really be regarded, in their onset, as businesses in strictu sensu, at least at the beginning. They were rather an attempt to open new paths of business, trying to adapt to the new modern economic concept of industry and global markets. Nevertheless, from another perspective, this process could be interpreted as the milestone of a new learning development stage during which the Rothschild matured towards the control of production bases, profiting even further from their speculations in the London Metal Exchange at a time when there was a sharp increase in the international demand of primary products.

The MZA experience was slightly different, from the moment that there was an actual control over a company that they had created, financed and structured. However, the family’s interests had focused on the somewhat speculative profits earned from the construction of the lines. From then on, circumstances will start to change, as a consequence of the new management requirements of the finished networks, and the apparition of new competition factors in the Spanish railway map
. 

Indeed, the railway business started to be unsteady again when the Government granted the Compañía de Ferrocarriles de Badajoz the direct link to Madrid, parallel to that of MZA in 1875
. The decision was very thorny for MZA, as this company was sponsored by the building company Parent & Shaken and the French Credit Industriel et Commerciel and was able to join its lines with those of the businessmen Jorge Loring Oyarzabal and Joaquín de la Gándara and was in the process of creating a network connecting all the capital cities in Andalusia. Both lines, connected from the Córdoba-Almorchón-Bélmez link, would take a new axis connecting Madrid with the South, to the detriment of the MZA lines
.
In the following months, as an answer to the Badajoz Company, MZA bought the Seville-Huelva concession from the engineer Wilhelm Sundheim
, which was challenged by Loring and Gándara creating the Compañía de los Ferrocarriles Andaluces, with a deed signed on 30th May 1877 with the support of Paribas, Stern, the Camondo brothers and Duclerc
, which started a 700km line. The Compañía de Ferrocarriles de Badajoz must not have been very convinced that, once the Madrid line was opened, they would be capable of competing with MZA
. Therefore, they started to have talks with them that corrected the agreement to consolidate their lines in May 1880
.

In the north of Spain, the struggle by MZA to go on and consolidate their link with France took form in their disputes with Norte, which enjoyed a railway monopoly in the North-west of the country since they merged with the Saragossa-Pamplona-Barcelona company in 1878
.

However, in the middle of the 1880s, the main independent company in Catalonia, the Ferrocarriles de Tarragona a Barcelona y Francia, heir to the merger of more than ten small railway companies in the suburbs of Barcelona, decided to merge with the company Ferrocarriles Directos de Madrid y Zaragoza y Barcelona, aiming at breaking the Norte commercial monopoly in the south of the Ebro river. The emerging company would be called Nueva Compañía de los Ferrocarriles de Tarragona a Barcelona y Francia (hereafter TBF), and would be the only relevant company in Spain with a majority of national capital, even if it dragged substantial financial losses. In spite of this, in the spring of 1888 the company started to conclude their link with Saragossa, which failed and obliged them to negotiate the incorporation of its assets with Norte in 1890, so as not to wind up
. 

The management of MZA, alarmed by the possibility to get their Saragossa line isolated, decided to play a trump card offering a second bid to TBF, offering its shareholders facilities to cash in all their devaluated bonds and an ESP10m credit, so that the company could end its connection to Saragossa.  The company’s Board could do little to defend Norte’s original bid, in the midst of an argument that brought back the vitiated atmosphere of Catalonian politicians and entrepreneurs against Norte’s high rates. This factor was decisive in the triumph of MZA, which suited everyone’s interests better
.

TBF was enabled to finish its connection with Saragossa on the 1st July 1894, but its income was not high enough to give MZA the 30m loan and not even the 7m in interests. This event obliged TBF to present receivership and allowed MZA to cheapen the terms for the 1891 agreement, to close TBF’s takeover the first day of 1898
.

Table 1: MZA takeovers, 1875-1898.

	Date of acquisition
	Concesión
	Km. of line
	Transfers to stakeholders

	
	
	
	MZA

shares
	MZA bonds
	Cash

	24-7-1875
	Córdoba – Sevilla
	131
	38.000
	34.000 (a)
	900.000 fr.

	13-10-1877
	Sevilla – Huelva
	110
	28.000
	56.000 
	-

	8-4-1880
	Madrid – Ciudad Real
	166
	50.000
	100.000 (b)
	5.500.000 fr.

	
	Ciudad Real – Badajoz
	342
	
	
	

	
	Almorchón – Bélmez
	64
	
	
	

	
	Aljucén – Cáceres*
	66
	
	
	

	27-6-1881
	Mérida – Sevilla 
	202
	-
	87.522
	580.834 ptas.

	14-9-1884
	Aranjuez-Cuenca
	152
	-
	-
	12.500.000 ptas.

	2-5-1891
	Valladolid-Ariza
	255
	-
	100.000 (c) 
	-

	15-5-1891

1-1-1898
	Red Catalana (TBF)
	723
	141.006
	97.500 (d)
	30.000.000 ptas.

(on credit)

	Totals 
	
	
	
	


Source: Financial History report of MZA (19-9-1918). Fundación Ferrocarriles Españoles Archive, MZA, Secretary of the Board, Box 215, and Tedde, “Las compañías ferroviarias en España, p. 66-80.

*Not built 

(a) To be added to 49.426 bonds at 3% of the Córdoba-Seville, with a nominal value of ESP 11,738.
(b) To be added to 63.634 bonds at 5% of the Badajoz, with a nominal value of ESP 31,817,000.
(c) To finance this line,  MZA issued 100.000 securities at 5%, which gave returns of ESP 43,825,950 .

(d) To be added to 500.275 bonds in 1899, with a nominal value of ESP 141,121,788, a legacy from TBF. Series B, of 97.500 bonds of ESP 500, was issued in 1899 by MZA so as to finance their Catalonian network. 

With the eventual merger of TBF, the Rothschild finally achieved their direct connection with France, closing, after 42 years, their project of a railway line from north to south in the Peninsula. The cost and profitability of the partial transactions themselves was never tested, but it is clear that the takeover of TBF helped to increase dramatically the number of travellers and commodities transported, as it can be noticed in graph 1. Cameron
 remarks that the MZA strategy was wrong, especially in the south, as the company competed excessively, instead of letting entrepreneurs run with the risks. According to him, the result was a disproportionate indebtedness that had negative repercussions in the MZA balance. However, the result for the Rothschild family was positive, as they never lost the lucrative, operative and financial control of the largest company in the country, 3,650 kilometres’ long that connected capital cities and provided employment for more than 15,000 employees in 1900
. It was one of the biggest in Europe, with no losses until their activities were well into the 20th century. This was quite a success, considering the disappointing landscape of the Spanish railway companies in Spain in the 19th century. 

Graph 1: Development of the progress of the MZA railway line, commodities and number of travellers transported, 1856-1930.
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Source: Anes, “Relación entre el ferrocarril y la economía española”, p. 487-490, Gómez Mendoza, “Transporte y Comunicaciones”; and Tortella, Los orígenes, p.182. 

On the other hand, as it has been remarked above, the Rothschild family set a new investment strategy in motion, focused on the industrial mining sector, either through the direct control of the manufacturing companies, or through the promotion of specific companies.

The first initiative was created with the establishment of the Deutsch et Cie oil-refining company, born in 1879 as the outcome of an agreement between the Rothschild House in Paris and Alezandre Deutsch de la Meurthe, who had been a pioneer when introducing the processing of oil in France and Europe
. The agreement of the Rothschild House with de la Meurthe was exclusive of Spain, but  soon there was another one with the building of a refinery of sizeable dimensions in Fiume, which was managed from the Société de la Raffinerie d’Huiles de Fiume, with the headquarters in Vienna
. With these antecedents, the Rothschild agency in Paris started to carry out investments in the new oil beds in the Caspian sea, which gave rise to the creation of the Société Anonyme Commerciale et industrielle de Naphte Caspienne et de la mer Noire, better known as BNITO, through which they would supply the Deutsch facilities in France, Spain and Austria, generating a net of distribution of oil at a European scale in the Caspian sea
.

In Spain, the new company operated as a limited partnership with the name of Deutsch & Cía, for a period of seven years from the first of January 1880. The Rothschild family would invest the capital, FF 3m, and Deutsch would be in charge of the management of production. The bankers, however, kept the rights to the financial control of the company and 50% of the net profits, apart from a 5% interest for capital invested, as well as the right to control operations
.

The company assigned the Scottish firm A. and F. Craig & Co the construction of three refinery plants, in Santander, Seville and Alicante
. These facilities were intended to enfold the markets in the north of Spain, Andalucía-Extremadura-Madrid and and the Mediterranean regions, combining their sales with a net of deposits and warehouses which even extended to Madrid, to the Atocha station itself, Bilbao, Zaragoza, Gijón, La Coruña, Vigo, Cádiz, Málaga, Almería, Garrucha, Cartagena and Valencia
.

The partnership contract was extended in 1887 and 1897, until 1911, keeping the main basis of the first agreement, except for the equity amount, which was severed in half
. In those times Deutsch & Cie had consolidated as one of the main refining companies in the country, with a relevant group of 5 industrial establishments including the three original ones, and two more in Badalona and El Ferrol which came to be completed with a deposit-warehouse in Atocha Station in Madrid and a establishment in Philadelphia for the management and warehousing of crude purchases
. These facilities allowed them to cope up 29% of the national output of refined oil. 

After the setting up of Deutsch & Cie, the Sociedad Minera y Metalúrgica Peñarroya (hereafter Peñarroya) was founded in 1881, a partnership between the Rothschild family and the promoters of the Compagnie Houillère et Métallurgique in Bélmez, almost all of whom had been members of the Compañía de Badajoz, after the merger of this one with MZA. The new entity, owned both by the Rothschild group and the owners of the Houillère, with a 50% each, received all the lead assets from the former, including the mines and foundry they had in Peñarroya, as well as some leasing contracts on the mines of the businessman Huelin, that the Rothschild had received from the settlement of  a mortgage payment default
. 

It was soon clear that the lead business was much more profitable than that of coal. From the foundation of Peñarroya until 1889 subsequent improvements in technology allowed for the first foundry to increase spectacularly increasing production from 3,070 of lead to 12,180 tonnes. That very year the factory could nost possibly deal with all the minerals it received and decide to expand so as to deal with more kinds of mineral within their scope. The growth was such that the managers of Peñarroya and Compagnie Houillère agreed that a merger would be more operative to promote the metallurgic side of the business. The union was materialized in 1893 through a takeover that recognized the superiority of the Peñarroya assets on that of the Houillère ones from 2:3 to 1:3, with a new capital of FF 10m. 



In 1900, Peñarroya had doubled its refining capacity again, becoming one of the first suppliers of lead in Badajoz, and the second in Ciudad Real
. This growth was even more valuable, inasmuch as it was produced in a context where prices were bottoming out and competition was increasingly threatening from American lead producers. From that year on, the company decided to alternate the takeover or buy of assets from their competitors, creating subsidiaries with their usual suppliers. Little by little, they purchased more than one hundred coal mines in Belmez, justifying the convenience to reduce costs through economies of scale. The management of Peñarroya quickly decided to increase the supplies of lead adapting better to their rising needs of transformation. In this way, the subsidiaries  Nueva Sociedad de Minas del Horcajo (1902) and Sociedad Minera de Villanueva del Duque (1903) – which would become famous in the future for the most profitable exploitation in the country- came to life. In 1907 the Cía. Industrial Minera de Linares was cretaed, in a 50% with the Sociedad de Antiguos Establecimientos Sopwith, and the Cía. Minera de Villagutierrez, after an agreement with La Mancha Syndicated Ltd. Other two subsidiaries, the Sociedad de Piritas de Sevilla and the Sociedad Española de Tejidos Industriales searched, however, for other objectives: the first emerged as a means to ensure the supply of sulphur, for their recent line of production of superphosphates, distributed evenly in the sacks provided by the latter, which had become a packaging supplier by that time
. 



However, the great push forward would come from the takeover, in 1912, of the Sociedad Escombreras Bleyberg. Through this operation, Penarroya would buy out, in one blow, the foundry in Cartagena, a zinc factory in Bleyberg, Belgium, 42 mines in Murcia and 62 stakes in other companies, among which were the Charbonnages company in Puertollano. The company had taken a huge step forward in industrial capacity. However, the next year it beat its own record acquiring the Sté. des Produits Chimiques de Marseille l’Estaque, which possessed a chemical product company and a lead foundry in Marseille, as well as all the assets belonging to the Figueroa family, con sisting of the St Luis factory in Linares, prepared for a 20,000 tonne output in lead, that of St Ignatius in Cartagena, three lead transformers in Marseille, Barcelona dn Lisbon, and another share packet in Charbonnages
. 



All these takeovers were closed by matching capital expansions in Peñarroya, which compensated the owners of the annexed companies by means of shares of their own. The company’s equity was FF 24,375,000 after share swaps and extraordinary issues. 

At this point, the company would follow the same patterns of asset expansion, increasing transformation capacity and ensuring supply. A difference was to be made, though: the company favoured the creation of subsidiaries, rather than takeovers. This took place both in Spain, the refuge of many a company in time crisis during the 1920s (when international raw material market collapses and crises were the norm), and in the rest of the Mediterranean.  The list of companies taken over or created in those years by Peñarroya was so large that it reached the figure of 48 companies in the group. Amongst all of them, the one with the highest repercussion in Spain in the coming years will be the Sociedad. Minero Metalúrgica Zapata-Portmán, as the basis of Peñarroya to acquire most of the concessions in the Cartagena-La Union mountain range in 1947, from which it would reactivate its transactions in the 1950s
. 

Therefore, we find a mature entity at the beginning of the 1930s, reckoned as the first industrial company by assets in Spain, with a higher capacity for the manufacturing of lead than the rest of the country as a whole, by virtue of the international expansion process described above. It is also the first coal supplier in Spain and has stakes in more than 30 healthy companies, possesses a relevant industrial heritage in four continents and it has turned, in conclusion, into a veritable multinational corporation.

Graph 2: Lead, coal and silver output by Peñarroya (1882-1930) (Tonnes and kilograms)
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 Source:  López-Morell, “Peñarroya, un modelo de corporación minero-industrial”

The case of Rio Tinto Co. Ltd was different, as this company emerged as a mining empire since, in 1873, an international consortium led by the banker Hugh Matheson acquired the Rio Tinto mining bed after paying out ESP 92.8 m to the Spanish Government. The first managers of Rio Tinto set up the necessary infrastructure for modern production around the mining bed: they built the railway, a big quay in Huelva and an open cash system to permit high-scale manpower. The mine turned into one of the most important mining exploitations in the world in a short time, although it would not reach its profit goal in the first two decades of its history
. 

The Rothschild family, which had taken no part in its setting up, eventually gained control of the company in 1895. It all started when the family took advantage of the world crisis of the copper monopoly, established by Hycenthin Secretan between 1887 and 1889, acquiring a substantial package of shares of Rio Tinto, dominating thus the AGM
.

The Rothschild family did not hurry to take control of the management of Rio Tinto and waited for the departure of the founding partners, positioning their own pawns in the Board and controlling measures to increase the profitability of the institution.

The first measures were taken in the financial sector, materialized in three main operations: first, an issue of GBP 3,600,000 in bonds to reduce the huge debts of the company. This was patched up in May 1895, probably due to the reliability granted by the Rothschild’s presence. All the bonds were redeemed and the payment of interests reduced from GBP 200,000 to GBP 74,000 p.a. The Rothschild matched this measure with another one, some months later, dividing shares into ordinary and preferential, which rewarded the shareholders and consolidated their control of the company, excluding the most conservative shareholders. Lastly, a capital expansion in 1905 was the basis for liquidation of the oldest debts in the company, which released it from financial encumbrances until the 1930s
. 

The Rothschild managed to introduce subsequent technical reforms through Charles Fielding, a London manager who became director of Rio Tinto in 1900, and chairman in 1905. Fielding promoted the modernization of mining production processes with already known technology, like natural case-hardening used before by Tharsis, that permitted getting the copper back from poor pyrites. This process avoided burning the mineral and getting a new product: washed pyrite, without copper but with the entirety of sulphur, which would go directly to the chemical industry. Rio Tinto managed to   raise their production in 977,812 tonnes in 1912. As a consequence, 74% of the sulphuric acid consumed in the USA came from the Rio Tinto pyrites
. 

In 1901 a new metallurgic complex was built in the mine to treat pyrites with more copper, replacing the old foundry and producing about 7,500 tonnes of copper at 98%. In the same way, the extraction process was transformed, discarding the old system of tunnels and pillars and favouring a more effective one of cut and discharge, as well as open-air exploitation. In 1907, the refurbishing of facilities was completed, expanding pyrite furnaces, operating in 1913 with 260,688 of copper pyrites to obtain 45,328 tonnes of pure copper in a 21.51%
. To conclude the reforms, a superphosphate factory was built, prepared to produce 50,000tonnes pa in 1906, and another one to produce copper sulphate
 . 

As a consequence of all of these changes, the profitability of the exploitation rocketed and Rio Tinto lived a time of substantial profits that made it famous. Since 1897, as a whole, sales profits came to more than GBP 1m pa. A peak was reached when, in 1906, the company achieved returns for GBP 2,420,996 before tax. Dividends for ordinary shares were higher than those given by any other European company, a fact which was especially outstanding. This was so relevant for the image of the company, granting 110% of the dividends that year, as it was keeping an inordinately high level during all that period, as from 1897 to 1913 an average annual dividend of 69.05% of the capital was spread among the shareholders. As an aftermath of this success and the reliability that Rio Tinto transmitted to foreign markets, the industrial company was ranked number 13 in 1912, with a market value of ESP 800m at the Stock Exchange
, not much lower than the Spanish government in those years. 

Graph 3: Rio Tinto pyrite and sub-product output, 1873-1930 (in tonnes). 
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Sources: Salkied, A technical history of the Rio Tinto Mines, p.105-107.



The success of these investments has a contrast in those that failed, like that of Lukus Company. This company was born from a proposal of the agent in Madrid Alfred Bauer, and set off to create a farming-industrial company with the 2,600 hectares granted by the Spanish Government near Larache, in the Spanish protectorate of Morocco
. The company was incorporated in 1927, with an equity of ESP 4m, in 800 shares of ESP 5,000 each, under the chairmanship of Bauer’s
.



The company grew outstandingly from its inception. New plots were purchased, multiplying their original extension and several industrial facilities were built, most of them by initiative of José Pérez Caballero, who, despite being the Secretary, also exercised management tasks. Lukus had to consequently expand its capital in 1928 and 1930, reaching the substantial amount of ESP 12m, to be added ESP 4m advanced by the Rothschild House in Paris
.



In 1930, a visit from Robert Rothschild to Larache unveiled that some of the investments were not justified, and that the company lacked a proper industrial accountancy. The Rothschild House, who by then had approved all the expenses, made up their minds to re-structure the company deeply, appointing a new management
.From then on, and until the end of 1941, the company intensified the production of its 5,600 hectares developing farming produce and creating an industrial estate of food processing in Larache. As a whole, the assets were valued in ESP 33,562,493, wholly financed by the Rothschild. Over 90% of the shares were retained, but the company never gave any return whatsoever, until it was sold in 1941
.  

IV

In order to get a clear picture of the swiftness reached by this process of investment, we have represented in table X the 10-year capital flows by operations and investments carried out by the Rothschild family in the period preceding the First World War, both in the scope of public finance and in that of private enterprise. We are taking into account not only the amounts directly invested by the Rothschild themselves, but also the capitals raised by them
at large. These have been compared here to the Spanish investment at large, as calculated by Carreras, to the foreign investment as a whole, as compiled by Broder, and to the public debt data registered by Fernández Acha.

In the light of the results, the percentages resulting from our figures are very high, as compared to those of the authors quoted. The conclusions to be drawn are several.

Within the field of private investment, the table shows that the amounts mobilised are very substantial, between 5% and 15% of the total investment in Spain at large, up to 55% of the global foreign investment. A consequential figure if we take into account, as we will see below, the factor of concentration of these capitals in the most dynamic sectors of economy. Likewise, this is confirmed by the chronology mentioned above, because the gross input reach a peak in the 1870s and the first decade of the 20th century, although, in relative terms, they are much more important during the first time of railway construction. 

Table 2. Private and public investments in Spain as a whole, coming from foreign capital and from operations made by the Rothschild House (Figure in millions of current francs). 

	Origin of the investment
	1851-1860
	1861-1870
	1871-1880
	1881-1890
	1891-1900
	1901-1913
	Totals

	National  Total (a)
	2.282,9
	4.443,5
	5.148,8
	7.374,5
	6.814,8
	15.137,8
	41.202,3

	Foreign (b)
	338,9
	609,9
	488,1
	718
	382,7
	737,6
	3.265,2

	Rothschild  (c)
	165,9
	147,7
	270,3
	106,6
	52,6
	173,1
	916,2

	%  (b) about (a)
	14,8
	13,7
	9,5
	9,7
	5,6
	4,9
	7,9

	% (c) about (b)
	50,4
	24,2
	55,4
	14,8
	13,7
	23,5
	28,1

	% (c) about (a)
	7,3
	3,3
	5,2
	1,4
	0,8
	1,1
	2,2


Sources: Carreras, “industrialización, una perspectiva a largo plazo”, pp. 42, Broder, “Les investtissements étrangers en Espagne pp. 45 y 62, amended by Chastagnaret, L’Espagne, puissance minière , p. 754), and Appendix 1.

Note: we have kept the franc as reference currency in the series, as Broder’s figures cannot be singled out annually, they were elaborated in francs for every ten years and the yearly exchange rate franc-peseta cannot be applied to them. In any case, the parity between both currencies was identical during the first four decades it only changed from 1891 onwards, when it grew up to 30% for the franc in 1901. That was the year when the parity started to be similar, becoming identical again in 1914.

Hence, we encounter a prototype of global large-scale investment, which proved to be really powerful, as it took the sole control of the strategic sectors of the Spanish economy in the 19th century and the first third of the 20th century, with a level and continuity in time that we have not come across before or after this model. From this standpoint, the case of the financial activities and investments performed by the Rothschild House in Spain goes beyond the terrain of mere example. Therefore, it can be useful to contrast the phenomenon of massive capital transfers towards  a single economy and it may offer relevant clues to verify the real convenience of these capitals for the growth of developing countries on their way to modernization. On the other hand, it is really important to make a reference to the contribution made by the companies controlled by the Rothschild to the productive tissue as a whole, and to Spanish markets. As table X shows, these companies took a significant role in the key and strategic sectors of the Spanish economy: MZA contributed about 30% of the railway lines, with an eminently qualitative character, as it controlled four of the most important radial lines in Spain. It also gathered a similar level as far as commodities and passengers were concerned; Peñarroya and Ríotinto, in turn, gathered most of the domestic production of lead
, copper and pyrites, as well as a substantial portion of coal production; as far as Deutsch et Cíe is concerned, the only figures available are those of the last fifteen years of the 19th century, when its third of participation in the national production of refined oil is confirmed. Not to mention other significant output contributions of these companies, like that of sulphuric acid, superfosfates, electricity or coal derivates where their partaking was also sizeable. 

Graph 4. Percentage of participation in Rothschild industries in each and every subsector in Spain, 1856-1936. 
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V

The next question to be posed is the way in which this control over the investment scope of production was attained, and the means through which the Rothschild House fulfilled their goals. We have highlighted a series of patterns or strategies of behaviour that barely changed throughout the process, which account for the accomplishment of a great extent of their activities; similarly, the way in which they disappeared marks the turning point of a very peculiar model of operation, which was also quite successful from the business point of view.

Firstly, their self-sufficiency to gather financial resources is the distinguishing element in the enterprises that the Rothschild controlled. In each and every case, the weight of the Rothschild House is proven, its influence being in tune with creditworthy financial practices and expansion strategies, as it endowed them with autonomy of resources and credibility in the scope of the Stock Exchange, becoming crucial for the success of share and stock issues floated by those enterprises, both in the process of their formation and in the expansion stages. 

This is a remarkably crucial element that was never valued enough in the context of the Spanish industrial underdevelopment  throughout history, as the availability of capital was the differentiating factor between the foreign companies in Spain, and the truly Spanish ones. This difference is partly substantiated in the long tradition of European stock markets in the field of company financing, and the comparatively lacklustre role of the Madrid and Barcelona markets in this area
, as well as in the poverty suffered by national financial companies and institutions, committed to the industrial development well beyond the 20th century
. 

Specifically, we cannot emphasise enough the relevant role played by the Rothschild in the initial financiering phase of MZA, nor the plentiful resources this company was granted throughout its history, not enjoyed in the least by any other railway company in Spain. Also, their position was central in the financing of Deutsch et Cie , a partner of the Rothschild’s they bestowed with as much capital and circulating resources as it needed, in order to manage in a solvent way. The first three millions invested in capital by the House were implemented by Deutsch in the financing of the company’s first Spanish facilities, a process that took very little time. To support the company’s overheads, the Rothschild created a short-time credit account that very swiftly amounted to FF2,500,000. In 1897, they did not hesitated to raise the limit up to FF4m, in the midst of a sales crisis and again up to FF5m, when the company was going through the expansion and refurbishing of their facilities, and the building of new factories in Baeza and Badalona
.  In Peñarroya, the bankers set up a syndicate with the other two founding partners, Cahen d’Anvers and Mirabaud, so as to finance the company in the short term and manage the capital expansions of 1893, 1903, 1912, 1913, 1914, 1925, 1929 and 1931; the syndicate guaranteed, in each and every one of their issues, the placement and quotation of the shares, in such a way that they managed to get a substantial premium in all their investments
.

Graph 5: Equity and security issue of the companies controlled by the Rothschild in Spain, 1857-1930 (Pounds Sterling). 
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Note: The decreases in equity after 1920 are due to devaluations of the French Franc..

Rio Tinto was a special case, inasmuch as it required a strong capitalization from its onset in order to develop basic infrastructures which took a long time to be cashed in. The outstanding financial balance, as we remarked above, was quite lacklustre in the first two decades of its history.  Nevertheless, when the Rothschild became shareholders, the company tended to be financially self-sufficient and kept away from getting indebted. It managed to do so due to its exceptional liquidity, which avoided capital expansions and ensured both share profitability and the control of capital in the hands of few
. Notwithstanding this fact, two expansions were necessary in an eighty-year period: the one mentioned in 1905 and another one in 1930, so as to fund Rio Tinto’s adventure in Rhodesia, which was promptly financed by the Rothschild, in the middle of an economic crisis in Spain. 

The second element to be regarded when considering the network of the businesses carried out by the Rothschild in Spain is their skill to control and manoeuvre markets, aimed to monopolize supply and control prices. Monopoly was, hence, their pattern of performance, as genuine rent seekers, who systematically rejected partaking in economic activities in which they were obliged to compete in equal terms with other suppliers, through a careful selection of the sectors and business scopes in which they moved: they were always rigid markets in a temporary or permanent basis, with scarce suppliers (like mercury or financial services in critical periods) or a very high demand (copper, lead, sulphur). Situations upon which they managed to exert a powerful influence pricewise. This happened in cases like the mercury in Almaden, then in Le Nickel multinational, followed by  a venture with the de Beers diamonds, and overall, in all the companies which they controlled in Spain. 

Therefore, there are several elements to consider, firstly that Deutsch et Cie , from its very inception, dealt in and was part of a group of producers whose main aim was the establishment of a cartel of oil derivatives
; then, the RTCo developed an iron-clad control of its markets through the reaching of agreements with the rest  of the producers
; finally, Peñarroya took pat in several cartel agreements in Spain and Europe
. The case of MZA was very different from the rest of the mining and industrial companies, as railway transport was preconceived in Spain as a truly natural monopoly, due to its radial structure and the persistence on the part of the business sector to avoid the establishment of parallel lines. This is a factor which was emphasised further on with the 1875 agreement between Norte and MZA, by virtue of which commodities were due to transit through the line with the least distance in kilometres between origin and destination, or the 1896 agreement for traffic delivery
.

On the other hand, the Rothschild were very flexible as regards their corporate goals, not hesitating in supporting the implementation of several different models of capital management and production, with the only aim to optimize the capital yielding in each of these cases.

In Peñarroya the family opted to support a model of steady expansion in the company assets. In this way, the bankers gave room of manoeuvre to the company’s executive team, made up mostly of technicians, who imposed a model of modern growth on Peñarroya, both horizontally and in the connections of production and distribution, both through internal growth or through continuous mergers, or by the setting up of subsidiaries and cooperation schemes, making up an amazing network of more than 60 entities all through the first thirty years of the 20th century.  The latter was emphasised by a pervading obsession with technology and an intelligent fit of their productive capacity (their own or their suppliers’) and their refining and distribution facilities. The resulting industrial network turned Peñarroya into the most important lead supplier, and the main provider of electricity, superphosphates and coal and its derivates in their surrounding geographical location during the second decade of the 20th century
. 

However, such dynamism did not exist in Rio Tinto, and the management made up their minds to take the utmost advantage of privileged deposits, where all the rewards of high-scale production could be effortlessly applied. Therefore, stake numbers remained unaltered, which comes to prove the lack of expansionist hue of their corporate strategy and the clear policy to encourage dividends, making a most effective speculation of their shares in the stock market possible (1999a).

MZA, however, showed a model thoroughly different from the previous ones. Its liabilities were entirely turned into bonds as regards paid up equity, as it was the rule in all the railway companies in the country as a whole (Tedde 1978).  As a consequence, dividends were insignificant during most of the history of the company. Precisely, the Rothschild House took pride in keeping the company control just with a small part of the shareholding interest and no property in bonds. Consequently, even if the promotion of MZA was a blatant achievement of the Rothschild’s, their actual participation in the business was relatively reduced and the risk assumed minimum. 

After a slight momentum at the onset, in which the Rothschild contributed most of the capital and placed large packets of shares and bonds in the Paris Stock Exchange, their effort started to decrease steadily up to moderate levels (López-Morell, 1999b) Nevertheless, his reality did not represent a decline in their controlling capacity over the company, which was exerted authoritatively until they were turned to the State in 1941.

Lastly, the fourth element describes that the success of the Rothschild family in Spain and their leadership in the European finances of the 19th century rested precisely in the effectiveness of their business network. The key in this case lay in the peculiar structuring of their agencies. The Rothschild barely had 50 employees in each of the main offices in Paris and London, but they had a wide net of agents and correspondents all through Europe and America, granting them unprecedented information flows and management efficiency in their time
. 

The reason for the success of this network lay in a complex normative and hierarchical norms, higher than sheerly economic incentives. In the agencies not all the employees were Jewish, but they were linked by very close family ties prompted by extreme endogamy. The agents, in addition, completed a training period based on the rotation along the different agencies, going through a through process of selection. All these factors reduced agency costs to the minimum.  

The perfect synchronicity between main offices and agencies of the Rothschild House was completed with an elaborate channelling of economic information, springing from third parties and institutions. Such information was particularly important for the upstart of specific business and the profiting of favourable market situations and was obtained through its purchase by the specialists at the House. Also, it was possible by means of an undisguised closeness to power circles and the establishment of client networks within the Spanish elite, where insider trading and bribe were the usual tools. 

Similarly, another subtler, less ostentatious way to provide favours, compensate occasional collaborators or get advantages was the incorporation of those aides to the boards of the companies directly controlled by the House in Spain. Hence, fifteen Treasury Secretaries of State, nine Secretaries of State for Public Works and the Economy and up to six MPs, plus a sizeable number of directors of the Bank of Spain, belonged to the boards of SEMI and MZA until 1923, which conveys a clear idea of the influence exerted by the companies on some members of their executive team. Peñarroya also made good use of the role of their partners, the Figueroa and the Canalejas family; meanwhile RTCo never hesitated to upkeep and deeply control the figure of the encasillado in the region of Huelva during the Restoration period, paying out from their own budgets the expenses of manifold MPs and high government officials
. 

VI

On the other hand, it would be extremely interesting to contribute some details so as to reflect upon the possibility for this wide range of investments to generate some kind of general project, both in the business scope and that of public finance, or whether, along the years, the presence of the Rothschild family in the shareholding interests of their companies would have originated some kind of cooperation or preference treatment towards them. 

The overall conclusion is that there was no general plan to link specific geographical areas, nor any connection of the activities under way was effected within these companies when phenomena of integration and/or productive cooperation did not take place. In fact, the contacts with them were scarce and uneasy on some occasions. 

The only instance of a certain entrepreneurial bond of a steady character took place with that of Peñarroya and MZA. This relationship had already started with the takeover of the Cía. de Ferrocarriles de Badajoz, and was, then again, inevitable, as the mining company needed the railway one to place its production and transport the mineral to the Peñarroya foundry from the region of La Mancha. MZA, on the other hand, had high hopes set in that trade. We are aware that until the concluding of the line Peñarroya-Puente del Arco in 1893, and until 1931, Peñarroya and MZA negotiated special contracts to sell their lead from the Peñarroya foundry by way of the port of Seville, as previously this was done through the port of Malaga
. MZA even provided part of the material necessary to facilitate the relocation and an engineer to organize the traffic service
. On the other hand, from the moment of their merger with Hullera de Bélmez, Peñarroya offered preferential contracts to MZA with prices lower than those offered to its own sister companies
. Nevertheless, the amounts reckoned were relatively small for the global consumption of MZA. Possibly, because this company used the contracts just to complete the mining production of their La Reunion sites, which provided it with coal to the dealings of its southern region (Tomas, 1991).

We have found, however, manifold references in the company’s books showing a distant, if not highly competitive, relationship between them.

Peñarroya, for instance, showed in 1897 a great concern for a Rio Tinto’s project to get hold of the collieries of the Bético-Manchega-Vizcaína, close to their own beds. RTCo would eventually give up the Bético-Manchega, but the conflict aroused with MZA, which was also interested
. In 912, the nub of argument were certain disagreements between  Peñarroya, la Unión Ibérica and RTCo to divide up the market of superphosphates in the south of Spain among themselves. The RTCo rejected to sell pyrites to Peñarroya so as to deny them any kind of advantage, which was the cause of the acquisition by Peñarroya of the Sociedad de Piritas in Seville. In 1913 the market became so depressed that the opponents were obliged to negotiate. Even if the results might have not been very good, because in 1914 talks had not been closed and the consequences of competition were larger.

MZA itself, which at the onset was the closest of Peñarroya’s allies, started to show fear of the railway development of the mining company. In 1906, a confidential report was submitted to the board, which described the dire consequences of the railway connection between Peñarroya and its deposit in Puertollano, and especially, a hypothetical extension of the private line of this company from Puertollano to Linares, and from Conquista del Hoyo again to Linares. If this extension became a reality, MZA reckoned would-be annual losses of ESP 4,334,986, even if the disaster could have greater dimensions if the mining company decided to ally with the Ferrocarriles Andaluces
.

On the other hand, MZA also treated Deutsch et Cie preferentially, letting them build a wharehouse in the facilities of its station in Atocha, and also buying some of their products for their workshops and haulage section. Nevertheless, the management of the company did not hesitate in depriving the company of an oil contract in favour of the Sabadell-Henry house on the grounds of better rice and quality terms in 1912, despite the pressures exerted by the Paris Committee and Robert Rothschild himself
. 

In conclusion, these examples jeopardize the presumed interaction of the Rothschild companies in Spain. In any case, we remark on the fact that any interest on the part of the bankers to promote actions of this type is really doubtful. We undoubtedly ignore the response to other initiatives of integration of their industrial companies in Spain, but we reckon that they would have generated certain reluctance in Spain and in the very Board of Directors of these companies.

VII

If we go on to the section on results yielded, we will refer, to begin with, as we mentioned in advance, to the specific earnings of the Rothschild’s as the yield of their private investments.

In order to carry out the closest of approaches, the same graph is aimed to show the amounts entered in the books or liable to be entered in net numbers for each and every business scope, including the profits from dividends and interests
 in the hands of the Rothschild and profits from the financial tutorship of the companies controlled by them, generally profits for advances on holding tenure and a 1% commission on the payments of dividends and debenture coupons, although these have been entered in the books just when they expressly appear in the documents

The value and profitability of their industrial investments can also be reflected in the long term by virtue of the balance between profits from dividends and financial services, and the down payments for the formation and subsequent expansion of capital of their companies, as well as through the stock exchange capitalization of their portfolios, as we show in the table below. It confirms that Rio Tinto succeeded in keeping its supremacy both in the profit section, where its investment was quadrupled, as well as in the assessment made by the Stock Exchange regarding this asset. Peñarroya did not profit as much in this section, although both its assessment and that of Lukus suffered considerably the depreciation of the French Franc in the 20s and 30s of the 20th century. MZA still showed its small profitability in proportion to the resources they spent, and its portfolio granted always very meagre profits. Amazingly enough, the same did not happen to SEMI, a company without profit targets but with an acceptable yield during the twelve years it lasted, which was liquidated with a small increase in value in critical times. Deutsch et Cíe, as we mentioned above, proved to be a success with clear profitability, even if irregular, unsteadiness as a result of which the family started to withdraw its initial capital. The only disadvantage of this project was its null ambition to expand and their scarce continuity. Lukus represented, on the other hand, an abandoned project, and its liquidation in 1941 was barely sufficient to compensate a lack of profitability that must have frustrated its owners. 

Graph 6. Estimation of yearly profits accountable accrued from the investments made by Spain in the Rothschild House. (1856-1936). (1913 prices).
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	MZA
	Peñarroya
	Rio Tinto
	Deutsch

	Totals (Pounds))
	910.971
	785.461
	9.202.030
	561.588

	%
	7,33%
	6,68%
	81,20%
	4,79%


Source: Appendix. Prices from Reher and Ballesteros (1993) and Ballesteros (1997).

Besides, there exist other profit sources that did not always appear in the official balance sheets of the companies but belonged to the Rothschild business. We refer, for example, to the exclusivity in commercial contracts or speculation in shares of their own companies, or to the bonds issued by them, amongst others. However, no specific data are known on these variables in the archives of the House, either because they were lost or because they were integrated in other items by them.  Luckily enough, we are aware of other series very relevant share accounts, which can act as proof of the profitability of their speculative activity, such as the share portfolio of Rio Tinto in the London Rothschild House. 

Table 3: Estimation of value and portfolio profitability of the Rothschild House private investments in Spain (Figures in Pounds). 

	Private investments, profits and disinvestments
	Market value of Rothschild portfolio 

	Company
	Inicial and subsequent intvestments
	Gathered net profits

Until 1930
	Disinvestments
	1900 
	1920 
	1930 

	SEMI

(1856-1868)
	1856: 88,447
	76,138
	1868: 99.197
	-
	-
	-

	MZA

(1856-1941)
	1857-1858: 912,168
	910,971
	1857-1865: 82,125
1941: 72,597
	378,416 

(24.384 Shares)
	134,839

(24.384 Shares)
	102,055

(24.384 Shares)

	Peñarroya

(1881-)
	1881: 77,535

1897: 29,899

1900:  160,703

1912: 148,776

1917: ¿

1925: 64,706

1931: 64,887
	785,461
	0
	402,698**
(4.000 Shares)
	23,713,440 (£)(32.000 Shares)
	14,524,177 (£)(50.001 Shares)

	RTCo.***

(1889-)
	1889: 96,172
1905:  945,000

1930:  601,051
	9,202,030
	-
	5,360,557

(97.500 Shares)
	4,106,214

(112.500 Shares)
	4,862,616

(127.500 Shares)

	Deutsch*

(1879-1917)
	1879: 122,449
	561,588
	1888: 56,186

1895: 2,484

1911: 29,833

1917: 27,279
	256,067

(50% of the assets)
	-
	-

	Lukus 

(1928-1941)
	206,942****
	0
	1941: 92,187
	-
	-
	378,505

(87,5% in assets)


Source: reckoned from 7-10 and ARL, I/I/33-58 (SEMI) appendixes. Changes in Martín Aceña (1989). 

*only until 1900.

**1899.

*** In the1889 investment 97.500 shares were bought for GBP10. It might have been cheaper.  

**** Global figure invested during the period: FF 37.321.698, current value in 1941.

Note: To simplify, we interpret the initial investment as the number of shares taken  and the subsequent capital expansions and the opposite in disinvestments. 

Graph 7 shows the development of trade operations, their amounts and how the Rothschild House was able to make large transactions compatible to the up keeping of a noteworthy share packet in the company. The speculative manoeuvres of the financial entity, which were aided by a consequential dose of insider trading in the company itself, were highly profitable, as the British Rothschild were able to note down a profit and loss account of GBP1,912,646 during that period. The Paris House possessed a bulkier Rio Tinto stock portfolio and managed to surpass these figures. 

With other portfolios, for example, like that of MZA, the Rothschild were barely able to speculate out of the years of development. They even are presumed to have worked with market prices which generated losses for them, so as to avoid the collapse of quotations during flotation. This was unthinkable in other portfolios of the House. 

Graph 7: Development of the stock operations by the Rothschild House in London with RTCo shares, 1892-1914.
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VIII

A global vision of the price to be paid by the Spanish economy on account of these capital entries can be seen in graph 8, presenting yearly aggregates resulting from the investment promoted by the Rothschild House in Spain. It is to be taken into account, as we did in table 2, that we are not referring just to the amounts specifically invested by the Rothschild, but also to the capital they raised from the outside of the Spanish economy, so as to get a perspective of the foreign participation in the figures presented. 

From the point of view of its chronological development, the expansion of capital entries is marked in the peaks coinciding with the first capital injections for railways, in 1856-1864 and 1875-1884, as well as the operations to create and expand the capital of the above-mentioned mining and industrial companies. An evolving growth in the volume of capital departures from the second decade of investment can also be observed. This departure had as an origin the huge financial weight of the MZA bonds, and ranged between GBP 1m and GBP 1.2m during the first third of the 20th century. The spectacular returns from Rio Tinto kept annual averages 69.05% from 1897 to 1913. In the long run, this would mean a substantial negative net balance, when subtracting capital entries from capital departures, especially in the years previous to the Great War and during the two last decades. However, applying a net balance to these capital returns regarding respective entries, and directly relating them to evolution of the balance of payments of the country at large, makes no sense, in our opinion. 

Graph 8: Capital entries from abroad through investments generated by the Rothschild House and their remuneration (in Pound Sterling millions) 
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Source: Calculated from appendix 1.

In fact, being even more accurate, other variables would have to be taken into account, like taxes paid by the companies involved, salaries, reinvestments which had not been accounted for, and many other items which would introduce a different hue in our analysis.  From 1918 to 1936 MZA, for instance, paid the Government more taxes, duties, tariffs and franchises than those noted in the departures we present, by virtue of interest payments, redeemed bonds and shareholders’ dividends
. However, these sums cannot be reckoned as reinvestments. 

Such a frantic activity, with so many resources gathered, cannot be kept apart from the economic context of Spain at that moment. Despite the fact that some of the processes were utterly speculative, their development necessarily exerted influences on other sectors. The map presented below represents graphically the powers of the industrial and service web directly controlled by the Rothschild in the years 1919-1920, when these companies can be said to have reached the peak of their productive development and maturity, providing employment for more than 70,000 people. 

Map 1: Company facilities controlled by the Rothschild family or their subsidiaries, 1919-1920.
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Regarding MZA’s contribution to the Spanish economic development, the relevance of the communication and connection between the Catalonian markets with those of the centre of Spain, Levant, Badajoz and the Low Andalusia can be clearly seen in the graph. The arguments against the network, as an instrument created and linked to an export mining activity with a colonialist hue
 would lose their point in the light of the evidence supplied by recent historiography. On the one hand, the analysis of the commodities transported by MZA, at the apex of mining production, clearly indicates that in no way were they the main component of the commodity railway traffic, as they never surpassed 20% of the value of the commodities transported. In fact, most of the valuables transported consisted of manufactured products and farming produce
. Gómez Mendoza
, applying G. Fogel’s “Social Savings” concept to Spanish railways stated that the savings generated by the railway in Spain amounted to 10 to 11% of the national income in 1978 and 19-23% in 1912. Even it the deployment of this analysis has been controversial
, nowadays no one questions the decisive contribution made by the railway, as it integrated the national market and helped the general development of the contemporary Spanish economy
. Additionally, in the case of MZA, capital came from French investors, who, encouraged by the prestige of the Rothschild House invested their savings in an activity that would have a direct weight in the economic development of Spain, as it improved its communication network without employing the resources of the private domestic savings. 

The arguments for and against the mining investments in Spain and its economic development, particularly the foreign ones, could be summarized in two versions, a pessimistic and an optimistic one
.

The pessimistic version
 dwells on the actual fact that there was a scarce “retained value” in the mining investment in the country. That is to say, it refers to the profits of final sales that stayed in Spain regarding the returns that remained in the intermediaries’ pockets and those belonging to the shareholders of the large foreign mining consortiums. According to some authors this amount barely reached 30% in some cases
, covering up their participation in the productive system and their contribution to the Spanish balance of trade. Also, recent research explicitly shows the scarce participation of this group to the economic development of the country. In fact, an increasing number of specialists supports that mining, even in it most industrial scope, is a production branch which bears little influence in the economic environment at large
.

However, the optimistic vision must be agreed upon
, in the sense that there were also advantages in investment: the percentage, sometimes minimal, of the retained value is dramatically higher than the null results of the farming exploitations developed in the mining areas, all of them with little economic value. In this context, mining activities would be much more profitable. As far as the rest of the arguments are concerned, we would point out again that we are dealing with an investment coming from overseas, which did not hinder the development of other sectors with less need of venture. 

Finally, the question remains of “indirect compensations”. Actually, many foreign companies searched for, requested and obtained extraordinary facilities for investments in Spain, mainly the Rothschild group. It is true that in some cases that practice seems to be confirmed, while in others the relationship cause-effect is not so clear, and it has not been verified by documentary evidence. 

The railway case is very revealing. The heart of the mistake seems to be in stating the fact that the outburst of railway building was a consequence of banking and railway legislation, apparently imposed by groups of specific foreign origin, even on the Rothschild House itself. In fact, this is quite the opposite case. As we stated above, in 1855, when the new railway legislation had been in force for some months, nothing forecast such a spectacular rise as the one that took place months later. In actual fact, no demand of concessions had taken place to justify this. There were neither pressures nor bribes on the part of the Rothschild group or their agency for this law, or the one related to banking passed in 1856, to have this or that shape. If there was any pressure, it came from the Pereires themselves, who, by then, had not granted any loan whatsoever to the Spanish Government, nor had they assumed any kind of agreement like that. Undoubtedly, the competition between the Pereires and the Rothschilds moving to Spain was a relevant factor to prevent the railway evolution taking place in the same lacklustre way as it had been until then, no matter the facilities granted by the law. 

The relationship between the mining boom and the 1868 law deserves the same interpretation. Contrary as it has been stated before, this legislation had no immediate effects and is not ground for the progress of investment, not to be consolidated in this sector until the 1880s, when the great European powers overcame the political and financial crisis of the beginning of the 1870s, reactivating their capital flows to overseas terrains. The marked increase in the demand of raw materials in Europe had also produced a rise in the demand of Spanish minerals some years before, and this gave origin to some well-known companies in the mining sector, such as the Real Compañía Asturiana de Minas, of Belgian capital, or the Tharsis Sulphur & Copper Co, of Scottish capital, within the framework of the previous legislation (1853 and 1866, respectively). Other investments, however, had their origins in other motivations, and are not in the liberal spirit of the Revolutionary Sexenio, even if they are to be associated to the needs of the Treasury, as in the case of Río Tinto Co, which was not the product of a concession born from the mining legislation, but from a sale carried out by the State of a piece of its heritage
. 

On the other hand, Escudero, as Nadal did before
, has kept dwelling on the fact that the framework law favoured foreign capital over the small Spanish entrepreneur, who would have been able to exploit the natural resources of the country otherwise. We do not share this opinion.

From my point of view, the endemic shortcomings of the entrepreneurship in the Spanish economy
 also took place in the mining sector, with the addendum that there were a series of comparative advantages granted to the foreign investments, to the detriment of their Spanish counterparts. In the first place, these entrepreneurs had solid financing sources and an easy access to the market capitals of their countries of origin. This is due to the tradition of European Stock Exchanges, as compared to the scarce financing given to Spanish companies by the Madrid and Barcelona Stock Exchanges
. It is also noteworthy that the foreign companies and entrepreneurs had better contacts in the international markets, even if it has also been revealed that, in many occasions, the foreign entrepreneurs alternated their activities with overseas concerns, of which they were mere subsidiaries, which was a determining factor to profit from large scale production, thus reducing distribution costs
. Finally, these entrepreneurs adapted to new technologies more efficiently, which allowed them to operate with costs much lower than those of their domestic competitors. All of these advantages were absorbed by the Rothschild House in that very sector. Therefore, we do not think that a more thorough protection of this sector, or of a specific group of Spanish entrepreneurs, would have meant a significant improvement for the Spanish industry, or its capacity to surpass Rio Tinto and Peñarroya in the international mining context. The latter, as we stated above, merged many a company in Spain, many of which offered to be taken over, and always for the same number of reasons: their incapacity to finance themselves, the technical problems and the difficulties to place their production at the best possible conditions in the international market. 

Nevertheless, Escudero is right
 when he criticises the traditional tax system in the mining scope and the fact that its excessive lassitude meant a relevant loss of opportunities for the Spanish economy, which was able to benefit very little form the golden age of mining in the country. Likewise, the companies controlled by the Rothschild group handled with deft the channels of progress, as so did the pressure groups of the Basque area in the field. 

IX

In the development of the present work we have proved that the Rothschild group dominated most of the resorts of the Spanish economy at large, and played an important role in the evolution of its main industrial sectors. Its influence would have been extremely significant and diversified and undoubtedly its contribution was very consequential in economic growth, as their companies as a whole gathered hitherto unused resources and facilitated the swift access of technology, increasing the stock of human capital in Spain. This performance shows that, on the one hand, in Spain there existed relevant business opportunities of an industrial basis, with wide operative advantage over the surrounding countries, which just needed the factors available in our markets.

The weak point of these activities is that their performance generated less business prospects for the Spanish economy at large than investment could have meant in terms of development. In most cases it even impelled the massive export of profits, rather than the re-investment of production. On the other hand, these companies generated an overall framework of administrative corruption and rent seeking, both in the markets themselves and in the legislative scope, frequently clashing against the interests of the Spanish political and economic elites. 
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· Appendix 1: Variables in the estimation of capital entries through investments generated by the Rothschild House and their remuneration (1856-1930).

CAPITAL ENTRIES:
· SEMI: Stock Capital.

· MZA: 

· Stock Capital: issues of  1856, 1875, 1877, 1880 y1898.

· Bonds. Only bonds issued abroad: Series 1 to 20, Sevilla a Córdoba, Badajoz. The last two after their takeover of MZA. 

· Rio Tinto.:

· Stock Capital: issues of  1873, 1880, 1905. Not included 1929 issue, because it was full dedicated to investments outside Spain.

· Obligaciones: issues of  1873, 1875, 1880, 1883, 1891 y 1895.

· Peñarroya: issues of  1880, 1893, 1903, 1912, 1913 and, 1914. Fot the 1925, 1929 and 1931 issues only the capital deicated to investments in Spain.

· Deutsch et Cíe. Capital of the partnership. 

· Compañía Agrícola del Lukus. Contributed capital by Rothschilds in 1927, 1928 y 1931. 

REMUNERATIONS FROM INVESTMENTS:

· SEMI: Share dividends and surplus in the liquidation, in 1868.

· MZA:

· Share dividends received by non Spaniards. 

· Extraordinary interets for the founders (6% yearly betwen 1856 and 1863).

· Interests of bonds issued abroad.

· RTCo.: 

· Share dividends 
· Interests of bonds issued betwen 1873 and 1896 to 1905. 

· Peñarroya: Share dividends  

· Deutsch et Cíe.: net benefits. Only figures available from 1880 to 1900. 

· La Compañía Agrícola del Lukus.

CHANGES APLIED: Martín Aceña (1989), pp. 390-391.

Sources:

· Banque Rothschild Frères Archives. Centre des Archives du Monde du Travail, Roubaix (France). 132AQ Serie, boxes: 1, 2, 24-27, 30, 40, 41, 80, 85, 86, 103-109, 116, 117, 128, 139, 322, 335, 337, 338, 342, 343, 354, 722-747 and 6136-6274.

· Rothschild Archive, London: 000 (89, 374, 401, 474), I (0, 1 y 52), VI (11 y 12), VII, (10 y 15), XI (4, 15, 33, 92, 109, 110, 111 y 112), RfamFP/5/7 y RfamFD/5.

· Archives Nationales, París. Records of the Industry and trade ministry (F-12 serie),boxes 1744, 7679, 7680, 7793, 8908 and 9229.

· Archives du Ministere de Economie et Finances, Paris (serie B): 31181, 31186, 31188, 31189, 31193, 31194, 31201, 31202, 32000, 32835, 33238 y 32841.
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