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Image 2: This is considered to be the first organizational chart for a business
corporation designed by the Scottish-American engineer Daniel McCallum for the New
York-Erie Railroad in 1855.

Source: Wikimedia commons:
https://commons.wikimedia.org/wiki/File:Organizational _diagram_of the New_ York
and_Erie Railroad, 1855.jpg#tfilelinks, accessed July 2018.
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The socio-spatial power that these joint-stock railway corporations began to wield was
enormous. Famously, Frank Norris (1901) captured the power of the railways in his novel 7he
Octopus, in which the railway was described as: “the symbol of a vast power, huge, terrible,
flinging the echo of its thunder over all the reaches of the valley, leaving blood and destruction in
its path; the leviathan, with tentacles of steel clutching into the soil, the soulless Force, the iron-
hearted Power, the monster, the Colossus, the Octopus”. The rise of the joint-stock railway
corporation and the vast power that is possessed meant it was far more than a mere business
proposition. “As the railroads made and remade space... they pulled cars as full of politics,
ideology and social relationships as of lumber, wheat and coal,” White concludes (2011: p.178).

The railroad corporations shaped the socio-ecological geography of contemporary
America creating a country that previously ran north-south into one that now ran east-west;
railways also required an agrarian landscape and so bison gave way to cattle and grasslands to
corn and wheat (White 2011: pp.455-456). The men who managed the railroads recognized that
the most profitable traffic came from settled country and in the West migrations followed the
rails (White 2011: pp.455-456). As Richard White (2011) has argued, the railroad corporations
were integral to nation building: “In nineteenth century western North America, railroads and the
modern state were coproductions... The governments of North America lavishly subsidized the
corporations, and the corporations assisted in the great state projects of bringing half a continent
under the domination of central governments” (p.511). Indeed, there was a strong correlation
between “corporate intrusion and the decline in Indian sovereignty” (Miner 1976: p.208). H.
Craig Miner (1976) writes that “The history of the Indian Territory from the Civil War to

statehood, then, was dominated by the rise of the corporation and the decline of the sovereignty
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of tribes, the federal government standing by to watch the direction of the breeze of
circumstance” (p.214).

But the federal government did not simply watch developments unfold, it actively
subsidized the railways, secured their rights of way and regulated and protected them. The first
transcontinental railroads began as private/public hybrids. Much like the medieval corporate
towns and the trading company, the railway corporations were important tools to extend
sovereign control. But they also could pose potential threats to sovereign power and on a number
of occasions they nearly brought the entire nation crashing down. The transcontinental railways,
for example, were not simply about the efficient movement of goods and people, but also about
sociopolitical and economic power, as well as the networks of information and people that
accompanied these networks (White 2011: p.96). Railroads could also contribute to conquest in
military battles through the transport of troops and supplies; the lack of cross-town connections
could greatly inhibit the delivery of troops and information.?’

Scholars have often pointed toward the maps that show how, by the mid-19'" century, the
thousands of miles of railway bound independent colonies together into one American nation
with a single national economy. But there is a more entangled, violent and disordered narrative.
Nation-building is complex process and various actants, both human and non-human, need to
negotiate their mutual and conflicting interests to join together. As White (2011) notes, “Like the
union itself, American railroads did not quite cohere” (p.2). The thousands of miles of railways
were not a single coherent system but one in which crosstown connections often did not exist,

distrust between competing train operators meant cooperation was low and six different gauges

27 It was not only intra-settler colonial wars that the railway was used against. The settler colonial military also
utilized the railway to quell native resistance, which persisted longer at a greater distance to the railroads (White
2011: p.455).
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were in use, prohibiting a unified rail network (Pufferet 2009). It took the South losing the Civil
War and their fight against the Union “standard” gauge (4 feet and 8 ' inches) for the railways
to be tied together. Abraham Lincoln signed the Pacific Railway Act of 1862, part of a series of
acts central to the construction of the transcontinental railway, ensuring that the 4 feet and 8 2
inches standard gauge was imposed throughout the rail network. Notably, this Act was justified
on the grounds of military necessity, and was aimed at preserving California and the West for the
Union (White 2011: p.17).

The railway may have helped create the modern American state but it also frequently
threatened it and foreclosed other possible futures. Not only was the corporation to be found
often at war with itself; it was also frequently “failing” and in need of rescue by the state and the
courts. Indeed, these corporate “failures” could be highly profitable for absentee owners when of
corporate collapse could mean state subsidy and rescue: “Overbuilt, prone to bankruptcy and
receivership, wretchedly managed, politically corrupt, environmentally harmful and financially
wasteful, these corporations nonetheless helped create a world where private success often came
from luck, fortunate timing, and state intervention” (White 2011: p.509). As White (2011) notes,
“By 1865 the promoters of the Pacific Railroad had successfully observed rule number one of
building transcontinentals—put little or no money down—and were ready to move to rule number
two: negotiate among yourselves. The device for doing this was the insider construction
company that made money by charging far more to build the railroad than the road actually cost”
(p.28). To do this and get away with it, however, the corporation needed to acquire limited
liability. Through legal maneuvering, publicity drives and the infusion of corporate money into

politics, this was soon achieved.
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Furthermore, there was often a significant gap between what the annual reports of the
corporation recorded-which Chandler (1977) relied upon to outline his thesis on the rise of
managerial capitalism-and what actually occurred in what White (2011) calls the “bowels” of the
enterprise. The railway corporation was, White (2011) writes, “not the harbingers of order,
rationality, and effective large-scale organization” (p.xxix). Rather, the statistical charts
themselves could be a source of disorder. The railway corporations really did introduce new
statistical techniques but the extent to which they corresponded to any material reality is
questionable. The design of Annual stockholder’s reports were not designed to be “accurate” but
to sell stocks and bonds. Corporate annual stockholder’s reports, White (2011) argues, were one
of the 19™-century’s great fictional genres (p.69). Likewhise, the multiunit organizational
administration was also, “often a fiction, and the charts dissolved into particular networks of
dependence, cronyism, and kinship” (White 2011: p.236). White (2011) frequently highlights the
“fictions” of the railways but at the same time stresses how these very same fictions shaped
much of the American ecological and social order. It is the so-called fictions of the corporations

that constitute much of our contemporary reality and that are the focus of this dissertation.

Contemporary Corporations

By the middle of the 20™-century, the managerial revolution in American business had
been carried out, a small number of enterprises coordinated the flows of goods through the
processes of production and distribution and allocated the resources to be used for future
production and distribution in major sectors of the American economy (Chandler 1977: p.11).

This expansion of corporate control over various sectors of social life has continued to expand

92



across the globe, albeit often in highly uneven ways, geographically. American corporations in
particular have a powerful reach across the planet. For instance, the joint-stock corporation
Walmart, for instance, employs 2.3 million people around the world and 1.5 million in the US; in
comparison, the US government employs 2.7 million people (excluding non-civilian military).?8
In the fiscal year ended 2015, Walmart’s total revenue was $486 billion, which is exceeded the
total tax revenue collected in California ($406 billion), the world’s fifth largest economy.?
Walmart’s planetary reach is outlined in its annual report: “Each week, we serve nearly 260
million customers who visit our over 11,000 stores under 72 banners in 27 countries and e-
commerce websites in 11 countries” (2015: p.19). The American technology companies
Facebook, Amazon, Microsoft and Google (or Alphabet Inc) not only organize much of our
virtual social life, but have all also begun to engage in city building, direct urban governance and
the construction of entire infrastructures and infrastructural systems. The extent to which
corporations have the power to order and control our lives is a topic that continues to resonate
around the world.

Despite the continued rise of specifically American corporations the actual number of
joint-stock corporations in the United States has actually decreased from a high of 7,507 in 1997
to 3,766 listed firms in 2015. This smaller number of firms, however, has meant that financial
and social power of these corporations has been concentrated rather than weakened. The market
capitalization of American corporations in 2015 was about seven times higher than in 1975
(expressed in 2015 dollars) and the top 30 firms earn 50 percent of the total earning of the US
public firms (Kahle and Stulz 2017: p.77). The growth in the capitalization of these firms has not

been linear, as Kahle and Stulz (2017) highlight; in 1999 (at the peak of the dot-com bubble) the

28 https://corporate.walmart.com/newsroom/company-facts, accessed April 2018.
2 https://en.wikipedia.org/wiki/Federal tax revenue by_stateffcite_note-2, accessed April 2018.
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capitalization of these corporations stood at $22 trillion, which declined to $11 trillion in 2008
but returned to $22 trillion in 2015 (Ibid).

But while the number of firms in the United States has declined from the 1970s, around
the world there has been a dramatic increase in the number of publicly traded business
enterprises. In the 1970s there were no more than 15,000 companies listed domestically around
the world. As Figure 1 shows, the collapse of the Soviet Union in 1991 coincided with a massive
rise in the number of corporations founded internationally. In 1991 there were 25,002 companies
listed domestically around the world; by the start of the new millennium there were over 40,000.
The market capitalization of listed domestic companies has also expanded exponentially. In 1975
the world market capitalization was $1.2 trillion and in 2016 this reached a new height of $65
trillion (see Figure 2). While corporations have become increasingly multinational in their
operations and many of the largest corporations continue to be located in the “West”, there has
been a dramatic creation of corporations from different countries around the world. The world’s
largest companies are now not only based in the United States but increasingly in China as well
as India, Brazil, Russia and South Africa-not to mention, of course, the growing number of

corporations in the Middle East.
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Total Number of Listed Domestic Companies Globally, 1980-2017
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Figure 1: Total number of listed domestic companies, 1980-2016. Source: World Bank and World
Federation of Exchanges Database
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Figure 2: World market capitalization of listed domestic companies (US$), 1980-2016. Source: World
Bank and World Federation of Exchanges Database
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The Corporation in the Middle East

Today, if you look at the skyline of downtowns throughout the Middle East, in particular
in the Gulf cities like Dubai and Doha, but also in Cairo and Casablanca, the joint-stock
corporation has transformed the urban landscape. The corporation makes itself present by the
proliferation of its urban mega-projects, including skyscrapers, downtown developments and
gated communities; retail malls and artificial islands; airports and ports; and highways. Although
this corporate expansion into the cities of the region is a relatively recent phenomenon, the
corporation has deeper historical roots in the Middle East. The corporate form, as I detail in
Chapter Three, has been present in the Middle East from at least the 16"-century, as the
European colonial powers through their corporate trading companies to establish factories,
offices and infrastructure. Following the end of World War I, the presence of the modern
business corporation expanded significantly throughout the Middle East and in particular in the
oil-rich Arabian Peninsula. Oil played a central role in World War II and its significance was
quickly realized and capitalized on by the Allies. As a result, the US government pushed deeper
into the Middle East driven by the need to successfully prosecute the war. Saudi Arabia was the
place where the US pushed first and most visibly (Vitalis 2007: p.64). Notably, the US
government expanded its presence through corporations, not the state per se. Namely, it used the
Arabian American Oil Company (Aramco) and Bechtel Corporation, a private Californian
enterprise founded by the Bechtel brothers.

Aramco, originally founded by a consortium of American corporations in the 1930s and

known as Saudi Aramco since its Saudi’ization in 1988, is perhaps one of the most significant
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corporations in shaping not only Saudi Arabia but much of the contemporary Middle East.*

Saudi Aramco, with the Bechtel Corporation, has acted as a key pillar of the Saudi monarchical
state and has built much of the Kingdom’s urban fabric. Today the corporation employs 65,000
people in Saudi Arabia and thousands more through the many companies that it outsources to
and its operations around the world. Aramco is now active beyond the borders of Saudi Arabia. It
owns outright America’s largest oil refinery in Port Arthur, Texas and supplies huge amounts of
crude oil to refineries it has purchased in China and South Korea (Wald 2018). Most recently it
announced the construction of a $44 billion “mega refinery” in Mumbai, India (Iyengar 2018).
But as with the corporate towns and trading companies, Aramco was both an opportunity
and threat to its legal sovereign the United States government. As Robert Vitalis (2004) notes,
the US government relied on Aramco in the 1940s for reporting on developments from the East
Province of Saudi Arabia and the company effectively built the city Dhahran, which Aramco
officials described as the largest single overseas postwar American settlement (p.152). The
American ambassador Rives Childs, however, complained about the corporation’s power from
early on in its operations, describing it as an “octopus” whose tentacles “extended into almost
every domain and phase of the economic life of Saudi Arabia” (cited in Vitalis 2007: p.34). He
grumbled about Aramco executives using prerogatives that properly belonged to the US

government and its representatives (Vitalis 2004: p.152). Childs warned that unless the US

30In 1933 Standard Oil of California (now Chevron) and then Texas Company (now Texaco), later joined by
Standard Oil of New York (later Mobil) and Standard Oil of New Jersey (later Exxon), secured oil concessions in
the newly founded state of Saudi Arabia. These companies formed a consortium that led to the creation of
“Aramco” (the Arabian American Oil Company), originally incorporated in Delaware with headquarters in San
Francisco. In 1988 Aramco underwent “Saudi’ization” and was renamed Saudi Aramco and founded as a Saudi
corporate entity. Due to the difficulty of accessing information in Saudi Arabia, however, no one outside of the
company’s walls know under what type of corporate structure (joint-stock or otherwise) Aramco operated under
from 1988 to 2017 (Wald 2018: p.2). In 2018 Saudi Aramco released a charter that included articles of incorporation
and bylaws and established itself as a joint-stock corporation, it ostensibly did this in order to sell 5 percent of the
company in an Initial Public Offering (IPO) (the rest reportedly will remain in state hands) (Raval 2017).
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government gained control of Aramco soon, “the policy of the Government of the United States
in Saudi Arabia and in the Middle East may be dominated and perhaps even dictated by that
private commercial company” (Vitalis 2007: p.34).

Aramco was part of constellation of corporations that assisted in the formation of the
Saudi state and much of the Arab world, and was critical to the formation of a certain type of
fossil fueled modernity in the United States and around the world. Indeed, Timothy Mitchell
(1991) utilizes the example of Aramco to critique the way in which the state is often thought of
as a “distinct entity, opposed to and set apart from a larger entity called society” (p.89). Aramco
blurs the distinction between state and society, Mitchell (1991) contends, as the US Department
of State was eager to subsidize this corporation through US taxes to support the repressive, pro-
American Saudi monarchy. Mitchell concludes that “The Aramco case illustrates how the
institutional mechanisms of a modern political order are never confined within the limits of what
is called the state” (p.90).

Often in direct cooperation with Aramco, another corporation that has been central to
shaping much of the Middle East is the American Bechtel Corporation; one of the largest
construction companies in the world (albeit privately-owned). In the official account Bechtel in
Arab Lands by Richard Finnie (1958), “Bechtel forces” are noted to have begun their operations
with the construction a 200,000-barrel-per-day refinery for the Bahrain Petroleum Company on
the main island of Bahrain in 1943 (p.4). Bechtel was central in the material formation of the
Saudi Arabian state and the Middle East more broadly. Vitalis (2004) contends that from 1947-
1951, Bechtel was the de facto public works department for the Saudi Arabian government and
also one of Aramco’s main contractors (pp.157-158). “From 1944 to 1957 Bechtel’s work for

Aramco was of such volume and variety that any detailed description of it would become
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unwieldy and bewildering,” Finnie writes (p.43). By 1957, Bechtel’s activities included 19
refinery units, 15 gas-oil separating plants, 55 industrial facilities, 92 apartments buildings and
579 single dwellings, 169 miles of roads and highways, 102 miles of railroads, two airstrips, five
marine terminals and 31 offshore drilling platforms (Ibid). Bechtel has also constructed entire
cities, such as Jubail in Saudi Arabia, which now has 100,000 inhabitants, accounts for 7 percent
of Saudi Arabian GDP and in which Bechtel is currently undertaking an $11billion
redevelopment project. Bechtel was also engaged in constructing most of the Trans-Arabian
pipeline (Tapline), a subsidiary of Aramco, aimed to transport Saudi oil to Europe. The Tapline
was 1706-km in length and went from Dhahran in Saudi Arabia to Zahrani in Lebanon. It started
transporting oil in 1950 but hadceased operations completely by 1990 due to political disputes as
well as technological developments, notably in the form of containerization.

The vast operations of Aramco, Bechtel and similar corporations it in the region meant
that these companies did not only focus on concerns that were identified as economic. To keep
oil and revenues flowing through infrastructures like the Tapline required more than technical
and economic expertise it also necessitated political alliances. Corporations have directly shaped
the political trajectory and form of much of the Middle East. Bechtel, for instance, is accused of
being directly involved in funding and providing weapons to the rebels involved in the Syrian
coup in 1949 and the Iranian coup in 1953 (Denton 2016: p.64). Sally Denton (2016) claims that
Bechtel gathered intelligence information of both economic and military significance for the
newly formed CIA in the late 1940s and 1950s, and the US government reciprocated by
providing Bechtel with often-classified information for its foreign operations; the government
also pushed Arab regimes to pursue many of the infrastructure projects, which Bechtel ended up

building, as bulwarks against the Kremlin (p.63). Bechtel and corporations like it have been a
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significant force in shaping the Middle East not only economically but also in socio-political and
spatial terms.

Corporations have long been part of the constellation of socio-spatial power in the Middle
East. It is perhaps the Saudi’ization of Aramco in 1988 and its transformation to Saudi Aramco,
however, that marks the start of a shift in the way corporations were formed and operated in the
Middle East. Throughout the 1990s, including the formation of the joint-stock corporation Solidere
in 1994 and reopening of the Beirut Stock Exchange (BSE) in 1996, an increased number of
regional joint-stock corporations emerged. Many of these joint-stock corporations, like Solidere,
were strongly associated with the capitalization of the built environment.

Accompanying the reopening of the Beirut Stock Exchange (BSE) in 1996, a number of
countries in the region started to open new stock markets or significantly expand existing ones
from the mid-1990s to the mid-2000s. The number and/or size of joint-stock corporations also
increased with these new or revitalized stock markets. Kuwait has one of the older stock exchanges
in the Arabian Peninsula, founded in 1977. In 1982 it became one of the first to be formally
reconstituted and modernized. The Kuwait Stock Exchange remains a significant and leading stock
market in the region. Oman followed Kuwait’s lead, founding the Muscat Securities Market in
1988. But the larger transformations of the stock markets and number of joint-stock corporations
in the Gulf occurred at the end of the 1990s and early 2000s. Qatar founded the Doha Securities
Market in 1997 and this was soon followed in the United Arab Emirates by the opening of the Abu
Dhabi Securities Exchange and Dubai Financial Market in 2000. This in turn was followed by the
2005 of NASDAQ Dubai. The largest transformation of the stock market, however, occurred in

2007 with the opening of Tadawul in Saudi Arabia. Tadawul is the largest stock market in the
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region, with a market capitalization of US$529 billion (see Figure 3). Next is the Tel Aviv Stock

Exchange with a market capitalization of US$204 billion.>!

Stock Market Capitalization in the Middle East in SUS, 2018
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Figure 3: Stock Market Capitalization in the Middle East.

Sources: Respective Stock Market websites, CEIC Data and Stockmarketwatch.com.

As for the Levant, in addition to the BSE reopening in 1996, a major restructuring of the
capital market was undertaken in Jordan in the 1990s and the Amman stock exchange was opened

in 1999. In Palestine, the Palestine Securities Exchange was established in 1995, while in Israel’s

31 A Saudi Stock Market goes back to early 1934 but it continued to be largely opaque and unofficial until the
establishment of Tadawul (Hokroh 2013: p.387)
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Tel Aviv Stock Exchange has been operational since 1953. (Israel’s stock exchange has a historical
trajectory that distinguishes it from other regional stock exchanges, as well as one of the largest
market capitalizations). Syria opened its first stock exchange in 2009, two years before the start of
the brutal conflict there. Significantly, despite or perhaps even because of the conflict, the
relatively new Syrian stock exchange has not only continued to be very active throughout the
course of the war, but to a certain extent has thrived (Davies 2017). The number of shares that
have traded has increased throughout the conflict-but of course, while this may seem to show that
market capitalization is on the rise, this is not the case in real terms because of high inflation and
the steep fall in the value of the Syrian pound (in 2010, 50 Syrian pounds were worth US$1; now
it is over 500). Therefore, although the ostensible value of the shares traded has increased from 7.8
billion Syrian pounds in 2011 to a market capitalization of 603 billion Syrian pounds in 2018 the
vast inflation and devaluation of the Syrian pound must also be taken into account.’? Indeed, in
2018, 603 billion Syrian pounds is worth around US$1 billion making the Syrian stock market one
of the smallest in the region and the world.

In North Africa a similar transformation of the stock exchanges occurred in the 1990s and
early 2000s. In Egypt in 1997, both the Cairo and Alexandrian stock exchanges underwent
significant restructuring in 1997, when the Cairo and Alexandria Stock Exchange was added to
the International Financial Corporation Global and Investable Indices. A significant rise in the
number of companies listed and the market capitalization occurred; in 1991, 627 companies were
listed with a market capitalization of LE 8.8 billion and by 1998 this had risen to 833 companies
with a market capitalization of LE 71.3 billion. Morocco’s stock exchange underwent

reorganization in 1993 and then again in 2002. Tunisia’s stock exchange that was founded in 1969

32 http://www.dse.sy/user/financial_report.php?date=2018-07-04, accessed April 2018.
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and in 1994 the market was reorganized, with the Tunis Stock Exchange reopening in 1995 as a
joint-stock corporation. The Algiers Stock Exchange was founded in 1997 and the Libyan
Exchange Stock Market was formed in 1997; both are among the smallest in the world.

As shown in Figure 3, with the exception of Israel, the Arabian Peninsula features the
stock markets with the highest market capitalization in the Middle East. Joint-stock corporations
have grown rapidly in the peninsula over the past twenty years. The Gulf countries are home to
many of the largest public and private real estate corporations in the region and among the
largest in the world. In 2015, the top ten public real estate companies in the Middle East have a
market capitalization of over US$55 billion (Forbes 2015). The Saudi Arabian real estate
corporation, Jabal Omar Development Company (JODC), is the largest listed real estate group in
the Middle East by market capitalization (US$18 billion) and is responsible for much of the
urban development in Makkah. According to Maha Yahya (1995), the renovation and
reconstruction in Makkah became the model for Solidere (p.214).3* The second largest public
real estate company in the region is Emaar Properties of the UAE (US$14 billion). Many real
estate corporations established after the inauguration of Solidere, like Emaar, are now household
names in the Middle East.*

Not only was Solidere founded in the context of a regional proliferation of joint-stock
companies and stock markets focused on the built environment; Solidere has many direct and

indirect links to these corporations. For instance, the Abdali project in downtown in Amman,

33 Maha Yahya details that Solidere was inspired by the many real estate companies that had been formed in Saudi
Arabian cities (1995: p.258). The most significant of which, Yahya (1995) notes, is the developments in Riyadh and
Mecca in the mid-1970s. In Mecca a coalition of big developers was established in which property owners were
given a choice to exchange their properties for shares or sell their property to the company. The Jabal Omar
Development Company led this project and Dar al-Handasah (DAR) also played a leading role. In Riyadh the
rehabilitation of the kasr el hokm (the Palace of the Governors), the historic core of the city, seven companies were
formed, each of which took charge of a small area to redevelop and design (Yahya 1995: p.258).

3% For instance, Emaar was established in 1997; Damac (2002); the Jabal Omar Development Company (2006);
Aldar (2001); Abdali (2004).
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(Jordan) was modeled on the Solidere project and is supported by Oger Jordan (a subsidiary of
the Hariri family’s Oger companies). The Abdali corporation, like Solidere, is also backed by the
government, in its the case of Abdali the Jordanian government-owned real estate developer
National Resources and Development Corporation (Mawared). In 2006, Solidere established an
international arm (Solidere International) that has engaged urban development partnerships—not
always successfully—with corporations in the United Arab Emirate (UAE), Egypt, Turkey and

Saudi Arabia.

Middle East & North Africa market capitalization of listed
domestic companies (2018 USS)
1.80
1.60

1.40

1.20
1.00
0.80
0.60
0.40
0.20

0.00
2009 2010 2011 2012 2013 2014 2015 2016 2017

Figure 4: Market capitalization of domestic companies in the Middle East (US$), 2009-2017.
Source: World Bank and World Federation of Exchanges Database
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Conclusion

Despite the significant turmoil that has been underway in the Middle East in the context
of the Arab uprisings, stock markets have continued to increase their market capitalization.
Indeed, the market capitalization of the stock markets has actually shown a notable increase at
the heights of tensions within the region (see Figure 4). What then, does this market
capitalization actually represent? How are we to understand what this vast expansion of market
capitalization means to the socio-spatial organization of social life in the region? It is to these
questions that I turn in the following chapter.

The contemporary corporation of today, whether an American corporation like Amazon
or Facebook, or an Arab corporation like Saudi Aramco or Solidere, operates in ways that are
completely distinct from the corporate cities of medieval Europe, the East India Companies or
the joint-stock railway corporations. I contend, however, that the central purpose of the
corporation has remained constant: it exists to bind certain people, space and things together to
enable one group or association to gain power over another. Just as the medieval corporate city
and the joint-stock railway corporation were able to bring certain spaces and things together for a
sovereign, Solidere and Facebook can create certain polities. But, these corporations both
historically and in the present, these corporations can also have their own types of sovereignty
and formations of social power that can be detached from, and even threaten, the nation-state.
The corporation can be a lever to accumulate social power and to organize our socio-spatial
relations. To fully understand, however, how the corporation can be such as powerful social
force we have to engage with its central process, namely capitalization, and its relationship to

socio-spatial relations.
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Chapter 2: Corporate Urbanization: Building a Future into the Present

In 1911, Nicholas Murray Butler, the president of Columbia University, recipient of the
Nobel Peace prize, anti-Semite and fascist sympathizer, addressed the Chamber of Commerce of
the State of New York. Butler told his audience, “There is no power in Presidents, there is no
power in Attorneys-General, there is no power in Supreme-Courts, there is no power in
Congress, there is no power in political platforms” (1912: p.81). The “unrestricted individual
competition has gone forever” he declared, and in its place is the “new and larger principle of
cooperation... This new movement of cooperation has manifested itself in... the limited liability
corporation” (1912: p.82). Butler continued:
I weigh my words when I say that in my judgement the limited liability corporation is the
greatest single discovery of modern times, whether you judge it by its social, by its
ethical, by its industrial or, in the long run — after we understand it and know how to use
it — by its political, effect. Even steam and electricity are far less important than the
limited liability corporation and would have been reduced to comparative impotence
without it... it is simply a device by which a large number of individuals may share in an
undertaking more than they voluntarily and individually assume. It substitutes
cooperation on a large scale for individual, cut-throat, parochial competition. It makes
possible huge economy in production and in trading (Ibid).
By the start of the 20"-century, the joint-stock corporation had proliferated beyond the
railways into industry and manufacturing. Many of the great “center firms” of the second

industrial revolution were born from 1880 to 1910, including: Standard Oil, General Electric and
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Westinghouse in electrical equipment; Ford and General Motors in automobiles; and United
States Steel and Bethlehem in steel (Tedlow 1991: p.24).%

Just as Chapter One noted the consternation caused in 18™-century England by the
impeachment of Warren Hastings and by implication the East India Company, so too did the
growing power of joint-stock corporations caused serious concern within America at the start of
the 20"-century. The presidencies of Theodore Roosevelt (1901-1909) and William Howard Taft
(1909-1913) were both dominated by the question of the corporation’s role in society
(specifically around the antitrust law). 1911, the US Supreme Court declared the Standard Oil
trust an illegal monopoly and broke it up into a number of smaller companies, Standard Oil of
New Jersey (later Exxon) and Standard Oil of New York (later Mobil)-which are now newly
merged corporations known as Exxon/Mobil and Standard Oil of California (later Chevron)
(Vitalis 2007: p.49). Roosevelt believed strongly that corporations were necessary for the
organization of “modern business” but stressed the importance of accountability and the power
of the federal government to regulate interstate corporations. Roosevelt (1908) stated that “A
certain type of modern corporation, with its officers and agents, its many issues of securities, and

its constant consolidation with allied undertakings, finally becomes an instrument so complex as

35 J. Pierpont Morgan was renowned for gaining control of a corporation and reorganize its managers and directors
to increase its profit. This process became known as “Morganizing” an industry. He founded Drexel, Morgan and
Company (1871) on Wall Street to assist in selling securities of the Pennsylvania Railroad Company, the largest
company in the world at the time. The Pennsylvania’s capitalization stood at just under $400 million and was the
first interterritorial railroad system (Chandler 1977: p.154). Also regarding railways, J.P Morgan would soon finance
the formation of the United States Steel Corporation (US Steel), which was capitalized at $1.4 billion making it the
world’s first billion-dollar corporation. US Steel was built around the core of the Carnegie Steel Company and
merged all major producers of steel, iron and coke. Notably, the formation of US Steel caused significant
consternation at the time, with public opinion anxious over the size of the corporation and potential monopoly power
it could obtain (Roy 1997: p.3). President Roosevelt famously went head to head with J.P Morgan as he tried to
tackle corporate monopolies and price fixing.
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to contain a greater number of elements that, under various judicial decisions, lend themselves to
fraud and oppression than any device yet evolved in the human brain”.3¢

All modern joint-stock corporations, from the Compagnie Imépriale and Solidere to
Exxon and Walmart, can trace much of their institutional origins and operations directly to the
joint-stock corporations that formed toward the end of the 19"-century. Paddy Ireland (2010)
argues that this great expansion of corporations was not due to technological development or
growing capital needs but the desire of businessmen to eliminate competition (p.839). The Long
Depression of 1873-1896 saw businessmen confronted with chronic overproduction, price
cutting and falling profits, as well as mergers of unincorporated, unlimited partnerships, many of
which were family firms formed into larger incorporated limited liability joint-stock corporations
(Ireland 2010: p.839). In Chapter One, I argued that the corporation has retained throughout its
evolution its ability to bind people, space and things together for certain groups to gain power
over others. In this chapter, I focus on how the corporation achieves this by being attentive to
capitalization and its relationship to the processes of urbanization.

Capitalization is central to how the corporation organizes its operations. It represents the
present value of a future stream of earnings, and is the central mechanism through which the
corporation is able to order society. In modern economics, capitalization has multiple
intersecting meanings. In the stock market, corporations are valued at their market capitalization,
the number of outstanding shares multiplied by share price; in financial circles it is understood as
the process by which future income flows are translated into a present stock of wealth; and in
accounting it possesses two meanings. The first refers to the amount of capital that has been

invested in a company, be it in the form of stock, bonds, or retained earnings. The second, found

36 http://www.presidency.ucsb.edu/ws/index.php?pid=29549, accessed April 2018.
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in the verb to capitalize, refers to recording an expense not as an operating cost but rather as a
capital expenditure (Cook 2017: pp.5-6). It is the financial definition that this thesis draws on for
the importance of capitalization as a process in organizing much of our contemporary social life.
Timothy Mitchell (2016) argues that rather than capitalism we should think of capitalization as
the means through which modern forms of collective life are organized (p.740). In drawing on
central debates in old institutionalism, and more recent work in Science and Technology Studies
(STS), I focus on the corporation’s ability to organize socio-spatial relations through the
capitalization of urban space. As I show in this chapter, the urbanization process (specifically in
terms of real estate) has been central to capitalization, as the railways were in the 19"-century.

Although the representation of market capitalization recorded in stock markets is merely
symbolic it is also part of material structures, ones that are often connected to the urban fabric.
As I detail, capitalization, the nucleus of the corporation, is now central to the contemporary
urbanization processes. Unlike the precarity of revenues from manufacturing and industry, the
urban fabric (specifically real estate development and infrastructure) offers the corporation a
durable structure to guarantee a stream of income. I contend that the vast expansion of
capitalization into the city, in the Middle East and around the world, is the extension of time (the
future) through built space. Capitalized urbanization is not only an economic proposition but also
necessitates sociopolitical and spatial control to ensure that taxes, laws, zoning, wants, fiscal and
monetary policies, needs and desires are aligned to ensure the flow of future income is sustained
through present space. Capitalized urbanization is the building of future streams of revenue (lines
of credit) into the urban fabric of the present, enabling some groups to increase their social

power and possible futures at the expense of other actors.
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VISION OF
THE FUTURE

Image 3: Vision of the Future. Source: Solidere Facility Management (2016). This image has been cropped and text has been

removed.
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Corporate Capitalization

Karl Marx, perhaps surprisingly, was more optimistic-or opportunistic—than Adam Smith
about the emergence of the joint-stock corporation and its consequences for humanity. Marx
saw in the joint-stock corporation a potential transitional mechanism from capitalism to
socialism and communism.?” Marx notes in Volume III of Capital that the, “Capitalist joint-stock
companies as much as cooperative factories should be viewed as transitional forms from the
capitalist mode of production to the associated one, simply that in the one case the opposition is
abolished in a negative way, and in the other in a positive way” ([1894] 1991: p.572).

Marx understood the credit system that “produces joint-stock capital” to possess a dual
character. On the one hand, it develops the motive for capitalist production into the most
“colossal system of gambling and swindling” and narrows the already small number of exploiters
of social wealth into a “new financial aristocracy”. Marx argues that the joint-stock corporation
meant ownership, Marx argued, now existed in the form of shares that are a result of dealings on
the stock exchange, “where little fishes are gobbled up by the sharks, and sheep by the stock-
exchange wolves” (Marx [1894] 1991: p.571).

On the other hand, it constitutes the form of transition to a new mode of production

(Marx [1894] 1991: p.572). The transformation of the productive capitalist into a mere manager,

37 David Harvey, writing on Marx’s understanding of the role of credit and banking system, noted that Marx
understood the joint-stock company as a transitional state in capitalism that has the potential to evolve in a different
direction and to produce the “socialization” of capital (Harvey 2013: p.232). Marx writes in Volume III of Capital:
“The cooperative factories run by the workers themselves are, within the old form, the first examples of the
emergence of a new form, even though they naturally reproduce in all cases, in their present organization, all the
defects of the existing system, and must reproduce them. But the opposition between capital and labour is abolished
here, even if at first only in the form that the workers in association become their own capitalist” (Marx [1894]
1991: p.571). Harvey states that Marx’s positive take on the potential of joint-stock corporations has resulted in
socialist thinkers frequently revisiting the corporation’s potential to be a vehicle to transition from the capitalist
mode of production to the associated one. But as Harvey writes, while hopes for such a transition “spring eternal,
there is unfortunately no doubt whatsoever that the dominant historical trend has been of an opposite, negative sort”
(2013: p.237).
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Marx writes, entails “the abolition of the capitalist mode of production within the capitalist mode
of production itself, and hence a self-abolishing contradiction, which presents itself prima facie
as a mere point of transition to a new form of production” ([1894] 1991: p.569). Marx saw the
potential of management functions to be delegated to workers and thus saw the rise of the co-
operative movement as coeval with the joint-stock corporation, where both were transitional
forms through which capital would be reconverted into the property of associated producers,
“outright social property” ([1894] 1991: p.437).

Marx viewed the spread of the credit system, and with it the joint-stock corporation, as an
organizational and structural adjustment that compensates for overaccumulation, since a portion
of the total social capital now circulates to capture interest instead of claiming the full share of
surplus value it produces (Harvey 1983: p.198). Capital can be replicated again and again “by the
various ways in which the same capital, or even the same claim, appear in various hands in
different guises. The greater part of this ‘money capital’ is purely fictitious” (Marx [1894] 1991:
p.601). This credit system (or high finance) was “fictitious,” Marx claimed, because instruments
like bonds, mortgages and bank loans made claims on the means of production rather than being
generated through it. For Marx, the means of production and the object remained central, the
ownership titles of joint-stock companies railways and mines, were genuine titles to real capital
but the promissory notes of the credit system are illusionary. These, he said, “... become nominal
representatives of non-existent capitals” ([1894] 1991: p.608). The shares of these railway and
mining companies are not simply a fraud, Marx explains, but they do not exist twice over, “once
as the capital value of the ownership titles, the shares, and then again as the capital actually

invested or to be invested in the enterprises in question. It exists only in the latter form, and the
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share is nothing but an ownership title, pro rata, to the surplus-value which this capital is to
realize” (p.597).

Behind fictitious capital for Marx is the principal of capitalization, Marx writes, “The
formation of fictitious capital is known as capitalization.” (Marx [1894] 1991: p.597). He further
notes that “Any periodic income can be capitalized by reckoning it up, on the basis of the
average rate of interest, as the sum that a capital lent out at this interest rate would yield,” Marx
notes ([1894] 1991: p.597).3® He likewise notes that the capitalization of any periodic income
loses “all connection with the actual process of capital’s valorization... right down to the last
trace, confirming the notion that capital is automatically valorized by its own powers” (Ibid).
Capitalization, for Marx, is simply interest-bearing claims wrapped around the productive
economy: M-M’ and not M-C-M’. Significantly, for Marx M-M’ could never dominate M-C-M’;
industrial capital, the reasoning went, would always subordinate financial capital to its needs.
Michael Hudson (2010) argues that no observer in Marx’s day was so pessimistic to expect
finance capital to overpower industrial capitalism and engulf the economy in the kind of parasitic
credit system that we see today. Since the 1980s, large corporations have increasingly engaged
more explicitly in pecuniary operations. David Harvey (2005) illustrates this shift by noting that,
“When US Steel changed its name to USX (purchasing strong stakes in insurance), the chairman
of the board, James Roderick, replied to the question ‘What is X?” with the simple answer ‘X

stands for money’” (p.32).

38 Harvey uses the contemporary example of US social security checks to illustrate that is instructive to
understanding Marx’s idea of fictitious capital. Harvey notes that many US citizens receive monthly social security
checks, “but it is illusionary to believe that this flow of money is the interest on some mass of capital held by the
state. But, by promising to turn over the $25,000 a year that the social security recipient receives to the bank, the
former can acquire money capital of $500,000 to buy a house” (2013: p.241). The $25,000 is capitalized into
$500,000 despite the absence of any original money capital behind the social security payments, beyond the
government promise to pay the sum funded through a tax on wages. As Marx notes, “But in all cases, the capital
from which the state’s payment is taken as deriving, as interest, is illusionary and fictitious” ([1894] 1991: p.595).
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But shortly after Marx’s death, the American scholar Thorstein Veblen (1923) attacked
the political economic “folklore” that the rise of the corporation and its absentee ownership
represented a creative force in productive industry. Capitalization became pivotal to the capitalist
order in Veblen’s lifetime in a way that it was not during Marx’s. The number of joint-stock
corporations had grown since Marx’s death, partly through an increase in the number of trusts (in
the United States), cartels (in Germany) and Trade Associations (UK) (Ireland Forthcoming:
p.21). While many, such as Butler (1912), lauded the rise of the joint-stock corporation and the
economic efficiency and large-scale cooperation that it brought, Veblen was less enthralled by
the rise of corporate power and criticized their price-fixing, monopolies, limits on production
(i.e., opportunities for sabotage) and pecuniary focus.

Veblen (1904, 1923) was pessimistic enough to argue that the rise of the business
corporation meant that financial capital had overpowered industrial capitalism. The corporation’s
absentee ownership, he understood, marked the transition from the focus of making things to
making money. Veblen insisted that, “The corporation [defined as a joint-stock company, société
anonyme and Aktiengesellschafft] ... is a business concern, not an industrial unit. It is a business
concern which has been created by a capitalisation of funds, and which accordingly rests on
credit” (1923: p.82). Veblen stressed that the modern corporation had more to do with the
organization of social power than with economic efficiency or the production of material goods.
The Veblenian perspective stressed that the corporation, defined by its absentee ownership, is a
means of making money, not of making goods; a pecuniary institution not an industrial
appliance.

The dominating issue the joint-stock corporation is characterized by, Veblen (1923)

stressed, is the question of gain and loss in terms of the money unit structured by capitalization:
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“The base line of every enterprise is a line of capitalization in money values... the question of
capital in business has increasingly become a question of capitalization on the basis of earning-
capacity, rather than a question of the magnitude of the industrial plant or the cost of production
of the appliances of industry” (p.45). For Marx, capitalization was, despite its “fictitious” capital,
still attached to the means of production and spent labour, “A great deal of capital, which appears
today in the United State without any birth-certificate, was yesterday, in England, the capitalized
blood of children” ([1894] 1991: 920). Marx did not know what to do with the forward-looking
assets of capitalization on the bond and stock market or how capital had detached itself from the
means of production, so he dubbed these phenomena fictitious capital (Nitzan and Bichler 2009:
p.91). Veblen recognized that capitalization was “in a sense fictitious,” yet he was more attentive
to the type of relationship that it forged to the means of production, its ability to organize
material society and its forward-looking character (1923: p.220).

Veblen did not see the potential or opportunity in the corporation that Marx did, as noted
above, because for him the corporation’s goods and operations of the corporation were of
secondary importance. He argued that joint-stock enterprises and their capitalization meant that
the question of capital in business had become almost totally detached from the means of
production: “Capitalization is a transaction in funds, not a physical operation” (1923: p.87). A
joint-stock corporation may employ managers or technical experts, Veblen (1923) contended, to
oversee technical processes, like railway operations or the production of goods, but they are
incidental, and “... corporate activities are not in the nature of workmanship, but of
salesmanship” (p.83). Nitzan and Bichler (2009) note that, from a Veblenian standpoint,

corporations do not make sense in terms of technical efficiency: “The corporation is a business
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institution, not an industrial unit, and so the reason for its emergence and continuous success
must go beyond economies of scale and scope” (p.250).

Rather than questioning of the magnitude of the industrial plant or production costs of
industrial appliances, capitalization focuses entirely on earning-capacity: “From being a sporadic
trait, of doubtful legitimacy, in the old days of the ‘natural’ and ‘money’ economy, the rate of
profits or earnings on investment has in the nineteenth century come to take the central dominate
place in the economic system,” Veblen noted (1904: p.47). Veblen adds that, “Capitalization,
credit extensions, and even the productiveness and legitimacy of any given employment of
labour, are referred to the rate of earnings as their final test ... The interest of the business
community centre upon profits and upon the shifting fortunes of the profit-maker, rather than
upon accumulated and capitalized goods” (Ibid).

The business enterprise, Veblen argues, emerged as the “directing force” of industrial
activity that is carried out by rule of investment for profits. He notes that where the corporation
became the master institution, the endless use of credit enabled wealth to multiply out of
proportion to increased production brought on by industrial advances (p.89). Capitalization here
is fictitious in the aggregate for the purpose of industry but Veblen (1904) was clear that it had a
profound impact on the order of the “material framework of modern civilization”. All advances
made by creditors go to increase the “capital” businesses have at their disposal, “but for the
material purposes of industry, taken in the aggregate, they are purely fictitious items” (1904:
p.54).

This fictional force that creditors had at their disposal could organize the entire material
system of production despite not adding any productive or industrial value. “Men [sic] have

come to the conviction that money-values are more real and substantial than any of the material
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facts in this transitory world... In the business world the price of things is a more substantial fact
than the things themselves” (Veblen 1923: pp.88-89). Funds that were extended as credit only
had only a pecuniary existence and not a material one, because they only represented (in
aggregate) fictitious industrial equipment. Veblen contended that the only thing this credit
enables is the differential advantage for the borrower against other businesspersons “for the
control and use of industrial processes and materials” without actually adding to “the material
means of industry at large” (1904: p.54). “Funds of whatever character are a pecuniary fact, not
an industrial one; they serve the distribution of the control of industry only, not its materially
productive work,” he noted (Ibid). A clear divide between fictional and real capital was
impossible.

The “Captain of Industry”, whom Veblen defines as the absentee owner and controller of
industrial equipment and resources, and who was personified by figures such as J.P. Morgan,
came gradually to the foreground at the close of the 19"-century. This Captain became “the
center of attention and deference as well as of policy and intrigue in all that concerns the
ordinary conduct of affairs, political, civil, social, ecclesiastical. It is the era of personal business
enterprise carried on under the immunities of impersonal investment” (Veblen 1904: p.70).
Veblen argues that the Captain of Industry had become the paramount exponent of the
community’s aims and ideals. The “substantial business man” had displaced the absentee
landlord and merchant prince, and was now the standard container of all the civic virtues, chief
among which was, “the steadfast spirit of business enterprise, of getting a safe margin of
something for nothing at the cost of any whom it may concern” (1923: p.71). Veblen (1904)
explains that the importance of the Captain of Industry was also likely heightened because the

nucleus of the capitalization process is not material (industrial) productive work but “good-will”.
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When a large transaction occurs to centralize and reorganize industrial concerns into a
joint-stock corporation, the newly merged values are often only a fraction of the previous
concerns, and much of the nature and value of the material goods is “of a doubtful character”.
The total amount of useful goods stays more or less the same-measured according to differences
in physical units the effect is zero-but measured in money-values there has been a substantial
addition in total wealth. A significant proportion of the nominal collective capital is “made up of
the capitalized good-will of the concerns merged. This good-will is chiefly a capitalization of the
differential advantages possessed by the several concerns as competitors in business, and is for
the most part of no use for other than competitive business ends” (Veblen 1904: pp.64-65). Joint-
stock corporations establishes no aggregate industrial effect but rather creates a differential
advantage in that competitors disappeared as a result of mergers. This new consolidated
landscape creates good-will, which, Veblen notes, “‘can make only an imaginary aggregate” but
one represented by the common stock issued (1904: p.65). The effectual capitalization,
“fluctuates with the fluctuations of the prevalent presumption as to the solvency and earning-
capacity of the concern and the good faith of its governing board” (Ibid).

Veblen argues that the flip side of “good will”, or to ensure that this “good will” is
maintained, is sabotage. He contends that capitalization as a strategy could fall under the head of
sabotage, in that big businesses might incur privation to increase (nominal) earnings and to
justify the trust placed in them by their absentee owners (p.220). A free run on production would
be ruinous for business as it would lower prices and reduce the net business gains, “Which
comes to saying that the need of a businesslike sabotage on industry, occasional or habitual, has
grown measure for measure as the scope and volume of corporation finance has grown, and as

the equilibrium of make-believe carried forward in the outstanding securities has grown more
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inclusive and more delicately balanced” (Veblen 1923: p.96). The modern capitalist is nothing
more than an absentee owner and capitalism is not the amassment of “capital goods” under
private ownership but the pecuniary capitalization of earning capacity: “It consists not of the
owned factories, mines, aeroplanes, retail establishments or computer hardware and software, but
of the present value of profits expected to be earned by virtue of such ownership” (Nitzan and
Bichler 2009: p.231). Building on the work of Veblen (1904), Nitzan and Bichler (2009) have
more recently refocused attention on the business enterprise and its capitalization as the universal

creed of capitalism and its ability to order society.

Capitalization as Power

Capital, Nitzan and Bichler (2009) argue, is the capitalization of expected future earnings
and the process of capitalization (the engine of capitalism) encompasses society’s interaction
with the broader environment (p.211). They contend, just like Veblen, that corporate owners do
not view their capital as something made up of tangible or intangible artifacts but rather as the
corporation’s equity and debt: “The universal creed of capitalism defined the magnitude of this
equity and debt as capitalization: it is equal to the corporation’s expected future profit and
interest payments, adjusted for risk and discounted to their present value” (2009: p.8, emphasis
in text). Material capital is backward looking and capitalization is forward looking. It discounts
future earnings in the present: “When we speak of capital accumulation we speak of the growth
of capitalization,” Nitzan and Bichler (2009) write (p.150, emphasis in text). Rather than the

means of production, it is the capitalist nomos that capitalization both generates and organizes
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through prices—capitalization reduces qualitatively different aspects of social life into universal
quantities of money prices.

Nitzan and Bichler (2009) explain: “capitalization represents the present value of a future
stream of earnings: it tells us how much a capitalist would be prepared to pay now to receive a
flow of money later” (p.154, emphasis in text).>* Stock and bond prices represent the present
value of future earnings. As Timothy Mitchell (2016b) has also noted, capitalization through the
joint-stock corporation enables the future to be moved into the present: “The large wealth of a
minority of entrepreneurs in the present was acquired from the increased living costs of a
majority in the future” (p.260).

The joint-stock corporation of the 20™-century produced a revolution in the expansion of

the process of capitalization. Veblen was writing at the very start of the initial growth of

39 Nitzan and Bichler (2009) provide an example of capitalization that illustrates what this means in practice: a $1,000 payment
due in a year’s time (K, ) and “discounted” at a 5 per cent rate of interest (1) would have a present value (K;) equal to $952.38
(Nitzan and Bichler 2009: p.153). The capitalist engages in this transaction because the future payment ($1,000) is bigger than its
present value ($952.38), since it comprises the repayment of the original investment p/us additional earnings (K., = K; +
E;,1), where E represents an earning flow of a constant or varying magnitude.

In this example, if the capitalist knows the value of both the original investment and the future payment, he can

compute the rate of return (r):

E Ki41— K, K, $1000
1. r= t+1 — t+1 t — t+1 — _ 1 — 005
K; K; K; $952.38

Nitzan and Bichler (2009) note that, when we know the future payment and the going rate of interest, it is possible to figure out

how much the capitalist believes is appropriate to pay for it initially (the “present value”):

2. K, = S $000_ 59 3g
147 1.05
This “computation” allows the capitalist to predict into the future an earning flow of a constant and varying magnitude (E) paid

over n periods.

3 K, = Ety1 Ety2 Etin
. =t — S5t
1+r (1+7) (1+7)

If the payments are uniform over time in the capitalized value would be:

4 Ke=2x(1- =)

T aenn

If these equal payments are made in perpetuity (so # is infinity), the present value becomes:

5. K,=2

r

And if these perpetual payments are expected to grow at a rate of g per period, the present value becomes:

E
6. Kt:z
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capitalization. Nitzan and Bichler (2009) contend that, with the rise of personal computers in the
1950s capitalization had been established as the principal means in which capitalist society is
organized: “Nothing seems to escape the piercing eye of capitalization: if it generates earning
expectations it must have a price, and the algorithm that gives future earnings a price is
capitalization” (Nitzan and Bichler 2009: p.158). Capitalization emerged as a central part of
global culture, governance, thought, politics and everyday life. As Cook (2017) notes, “Thanks
to the homogenizing powers of monied indexation, these indicators could statistically unite coal
mining, steel production, and textile manufacturing via single, easy-to-use metrics, thus allowing
economic elites to overcome the narrow sectoral politics of their specific industry”, and this
formed a corporate class with shared interests (p.15).

Furthermore, the corporation continued to extend the characteristics of limited liability,
shareholder rights and corporate irresponsibility to new levels (Ireland 2010). Absentee
ownership and the flows of capital income-yielding assets upended the localized and socially
embedded market. Capitalization reduced the corporate elite’s concern for the moral health of the
community and intensified their focus on industrial output, population growth, labour costs and
real estate prices (Cook 2017: p.7). Local businesspeople and proprietary producers lost their
socio-economic power to institutional investors, investment bankers, real estate investors and the
companies that make up stock market indexes.

Building on Veblen, Nitzan and Bichler (2009) contend that the joint-stock corporation
and its capitalization together comprise a mode of power. They explain how capital was able to
detach itself from material goods by critiquing the way in which both Marxists and neo-classical
economists have understood capital as anchored in a material reality. Neoclassical economists

understand tangible capital goods and technology to be determined from the outside (i.e., by their
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ability to satisfy human wants and desires), where both capital and its productivity are counted in
the same universal unit, the elementary particle of the “util”; Marxists, meanwhile, see capital as
a social relation embedded in material entities, where the key issue is not the utility that the
capital produces but the social process by which capital itself gets produced; the universal unit
here is “abstract labour” (Nitzan and Bichler 2009: pp.5-6). “In the end, neither the neoclassicists
nor the Marxists are able to answer the question of what determines the magnitude of capital and
its rate of accumulation,” Nitzan and Bichler argue (2009: p.6). Indeed, in the case of Solidere,
neither radical or neoclassical economics can answer why a 480 sq m apartment in downtown
Beirut is priced at $3.4 million in 2018, rather than $5 million or $1 million; or why it is possible
to negotiate a totally different price and why this price will vary depending on who is
negotiating; or why Solidere’s share price has declined from a high of $30 in 2008 to $8 in 2018,
but its net asset value (NAV) has continued to rise in value; or why the Beirut Stock Exchange is
capitalized at $12 billion and the Tel Aviv Stock Exchange is capitalized at $212 billion.

Nitzan and Bichler (2009) outline the need to abandon the way Marxist’s abstract labour
and neo-classicalists utils mimic of physics’ elementary particles (p.125). Rather than focusing
on how abstract labour or utility could be converted into capital, where the pecuniary appearance
of capital is merely the mirror image of its material or energy substance, Nitzan and Bichler
(2009) introduce a concept of power that does not distinguish politics from economics (p.148).
Capital does not have an elementary particle, they argue, and it is neither real nor fictitious;
rather, they contend, capital is a mode of power. The alternative to explaining the quantitative
order of prices in terms of either utility or labour value is to turn to the Ancient Greek concept of

the nomos (Ibid).
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In Ancient Greek philosophy nomos referred to human laws and customs; it is the just,
the legal and the lawful, and points to human convention and institutions (Adams 2001: pp.94-
95). It was placed in opposition to the physis, which is usually translated as “nature”, and can be
understood as the sum total of reality, essence or an inherent force directing the world (Adams
2001: p.94). The dichotomy between physis and nomos dominated debates among Ancient Greek
philosophers, including Plato and Aristotle, who offered various accounts of the relationship
between the two (Hong 2002: p.613). Nomos, Nitzan and Bichler (2009) argue, is not rooted in
the material sphere of consumption and production but in the broader social, legal and historical
institutions of society; it is not an object substance but a human creation (Nitzan and Bichler
2009: p.148). In all pre-capitalist societies, prices were determined through some mixture of
social struggle and cooperation; Nitzan and Bichler (2009) assert the same is true with regard to
the capitalist nomos (p.149). In the capitalist nomos, capital accumulation means a growth of
capitalization. Capitalization has little to do with the “means of production” and everything to do
with the multifaceted restructuring of the capitalist order (Nitzan and Bichler 2009: p.150).
Bringing future revenues into the present requires attempts to shape the social order. Returns
accumulating to shares are potentially affected by any change to the social order, such as those in
labor and corporate laws, trade and tax policies, markets, spatial organization, political norms,
needs, wants and desires. Protecting the integrity of the expectations of returns requires measures
aimed at creating and/or preserving a suitable social order (Ireland Forthcoming: p.43). Capital
should therefore be understood as a mode of power.

The organizing force of the nomos is numbers. The universal numerical unit is price and
in principal can be assigned to anything that can be owned. The modern business enterprise

enabled the quantification of everything that can be owned into a standardized almost universal
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uniformity, allowing ownership to be ordered with great precision (Nitzan and Bichler 2009:
p.151). Price is the unit through which capitalism is ordered and the pattern of that order is
governed by capitalization, “Capitalization is the algorithm that generates and organizes prices. It
is the central institution and key logic of the capitalist nomos™ Nitzan and Bichler (2009) write
(p-153). Where do prices come from? For Nitzan and Bichler (2009), the answer is not from
utility or socially necessary labour time, but from the power of firms who they claim are “price
makers” and who set their own prices that “embod[y] the power to incapacitate” (or what Veblen
termed, sabotage) and sell as much as possible at that established price (p.242). The authors note,
“On the one hand, the profit target and mark-up built into the price reflect the firm’s power,
while, on the other hand, that power, exercised by the high price, serves to restrict industry below
its full capacity. The sabotage and the power to inflict it remain concealed but their consequences
are very real” (Ibid). The ability to generate earnings and limit risk involves the whole state
structure of corporations and governments. Debit, credit and interest are all matters of organized
power: “[Capital] is not ‘augmented’ by power. It is, in itself, a symbolic representation of

power” (Nitzan and Bichler 2009: p.7, emphasis in the text).

Capitalization and Space

In shifting the focus of capital away from ideas of material production, consumption and
the past toward credit, the future and power, Nitzan and Bichler (2009) are determined to assert
that capital is not a material object. Capital does not, they insist, have a material quality or a
social relationship embedded in material entities. “Capitalization of earnings is not a narrow

offshoot of production,” Nitzan and Bichler (2009) contend but ““a broad representation of
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power. Pecuniary earning do not have a material source” (p.218). They add that capitalizations
are symbolic representations of struggles between dominant capital groups acting to shape and
restructure the course of social reproduction at large (Ibid).

Drawing on Lewis Mumford, Nitzan and Bichler (2009) argue that capitalization is a
mega-machine. Mumford’s theory of the mega-machine was that some of the most significant
large-scale technological advances for the past 5,000 years had been made by centralized
organizations seeking greater power to control human communities and the natural environment
(Miller 1989: p.509). Two criteria were essential to make mega-machines work: expert scientific
knowledge and an elaborate bureaucracy for carrying out orders (Miller 1989: pp.522-523). The
mega-machines of the United State and the Soviet Union (i.e. of the modern power state),
Mumford (1970) explained, were monstrous reincarnations of older, less sophisticated
bureaucratic-military models in which the center of authority was the system itself.

Nitzan and Bichler (2009) extend Mumford’s argument to focus not on the mega-
machine of the sovereign state but on the new mega-machine of the nomos of capital. “Based on
the universal ritual of capitalization and a fundamental belief in the ‘normal rate of return,’”
Nitzan and Bichler (2009) state, “capital is a symbolic crystallization of power exercised over
large-scale human organizations, typically by a small group of large absentee owners intertwined
with key government officials” (p.270). Mumford did recognize that capitalism was preparing
the way for a new mega-machine on a scale that even the Egyptian monarch Khufu would not
think possible, with its emphasis on calculation and record-keeping, the rise of political
absolutism and the introduction of the clock (Miller 1989: p.524). Of central importance for
Nitzan and Bichler (2009), however, is Mumford’s argument that the development of the mind

and its languages-i.e., the symbolic aspects of human early development-were more important to
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human evolution than tools is central. For instance, Mumford claimed that the idea of time was
more important than any physical instrument for recording it (Mumford 1970: p.419). Nitzan and
Bichler want to take up Mumford’s argument to assert that “minding” is more important than
“making”.

But it would be a mistake to read Mumford (1970) as rejecting the importance of
materiality and/or “making” in structuring capitalization. He is, after all, one of the most
important urban theorists and architectural critics to have lived. Mumford did not place the
symbolic (minding) in opposition to the material (making) in his work or in his account of the
mega-machine. As Mumford explains in his thesis on the mega-machine he seeks to emphasize
the symbolic, not reject the material to show that “technological advances to every part of his
[sic] organism, not to the hand and its derivative tool alone” (Mumford 1970: p.420). Mumford
(1970) simply wanted to correct scholarly neglect of the importance of minding, and to push
back against the idea that “the organization of physical and corporeal activities can prosper in a
mindless world” (p.420). Mumford aimed to tackle technological fetishism rather than disregard
materialism altogether, as he wrote: “Paradoxically, the process of materialization begins in the
mind, while that of etherialization proceeds from the visible and external world to the inner
personality, finally taking form in the mind, through words and other symbols...” (Mumford
1970: p.421). Mumford viewed the “planetary mega-machine” as a material-symbolic, human

and non-human, “assemblage” (1970: p.345).
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Science and Technology Studies: Power as a Durable Structure

Perhaps unsurprisingly, Mumford’s writings on society and technology and human-
nonhuman associations made him a founding figure in Science and Technology Studies (STS).
Félix Guattari and Gilles Deleuze utilized Mumford’s concept of the mega-machine in their book
A Thousand Plateaus (1987), which itself has become a seminal text in STS. Guattari and
Deleuze argue that the mega-machine is an assemblage, or apparatus of capture, that functions in
three modes, rent, profit and taxation (1987: p.444). These three modes converge in the agency
of the despot, or the landowner or business enterprise for whom direct comparison and
monopolistic appropriation were crucial. “This is like three capitalizations of power, or three
articulations of “capital”,” Guattari and Gilles Deleuze note (Ibid). Guattari continued to develop
the concept of the mega-machine independently and it was important to his own thinking about
human-machine entanglements. Gary Genosko (2015) argues that Guattari utilized the city as a
mega-machine and as the human-machine interface that defined his post-humanism (p.17). It is
an approach that has had a large impact within STS.

It is to STS that I turn to understand how capitalization orders society, specifically by
utilizing its understandings of power. STS helps illustrate how capitalization, which exists in an
ecology of competing and overlapping networks of “power”, can be materialized to act as a
principle by which society is organized. Bruno Latour (2007) has argued power is not something
that automatically provides an explanation but is rather the result of a process: “Power and
domination have to be produced, made up, composed” (p.64). To incorporate humans and non-
humans is no simple task and certainly not something that prices (created through capitalization)

are able to do as mere representations or symbols alone. To echo Latour, a price is simply a
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statement and not enough on its own to dictate what path it will follow. Latour notes that to
understand how domination is achieved we have to turn away from an exclusive concern with
social relations and be attentive to how human and non-human actants “offer the possibility of
holding society together as a durable whole” (1991: p.103, emphasis added).

Power must be in part achieved in part through some type of material force that is able to
maintain its presence across space and time. I understand power to be a structure constantly in
flux, that is able to hold an array of entities together, both human and non-human. The extent and
force, or the durability, of these entities held together is the power that this durable structure is
able to produce. If we look to the history of the symbols that are central to capitalization, money,
debt and credit, we can see that their creation and circulation was (and is) always tied to larger
material forces embedded in the social order. As David Graber has detailed, a debt is simply a
promise, “Within a community—a town, a city, a guild or religious society—pretty much anything
could function as money, provided everyone knew there was someone willing to accept it to
cancel out a debt” (2011: p.74). Graber adds, “One could often learn a lot about the balance of
political forces in a given time and place by what sorts of things were acceptable as currency”
(2011: p.75). Money must have some kind of durable structure to facilitate its circulation
otherwise it will not circulate. Indeed, the geographical extent of a currency today is strongly
associated to broader geopolitical forces. For instance, one can easily spend American dollars in
Lebanon on almost any item, but one cannot so easily utilize the Syrian pound.

As I detail in Chapter One, it was not simply the formation of the corporation that
created power but also what this form brought together in terms of humans, but also capital and

large urban structures, such as canals, railways and even entire cities. The joint-stock corporation
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through its capitalization, as well as other critical features like absentee ownership, was able to
introduce new techniques of socio-spatial control on a profound scale.

STS scholars often cite Thomas Hughes’ (1983) seminal work Networks of Power:
Electrification in Western Society, 1880-1930 to illustrate how human and non-human actants
have to be weaved together to form a durable whole; in which the joint-stock corporation was
also fundamental. Hughes’s account is notable because he highlights the roles of professional
engineers, managers and what he calls “system builders”. One notable “system builder” was
Thomas Edison, who Hughes notes, “coordinated a team of electricians, mechanics and scientists
and cooperated with associates concerned about the financial, political, and business problems
affecting the technological system” (1979: p.126).

Hughes importantly does not just treat Edison as an engineer but follows his entire craft
that leads him across economics, politics, technology, applied scientific research and various
aspects of social change. Edison engaged in applied scientific research to find a viable electric
light bulb, which entailed a series of economic calculations about the costs of laying cables and
of building and running power station located within cities, and which meant understanding that
to build power stations he needed the agreement of city councillors who in turn had ties to local
gas industries (Law 1991: p.9). Edison had formed a wiring network, connecting generators,
light bulbs, buildings, shoppers, consumer desire and capital investment (Mitchell 2008: p.1117).
Notably, Law (1991) notes that the lesson from this sociotechnical order is that structures do not
simply reside in the actions of people or in memory traces but rather in a network of
heterogeneous material arrangements (p.16). Law (1991) asserts that no one or thing can have

“power” unless a set of relations is constituted and held in place.
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In drawing on Hughes’s study and the significant work that it has influenced in STS,
Mitchell (2008) has argued that the socio-technical arrangements have significant implications
for how we think about the narrow (human focused) networks of the economics and economic
sociology. This in turn has implications for how we think about so-called economic entities, such
as the business enterprise. The purely economic refers to the calculating rationality of the market,
while the goal of economic sociology is to show that markets are constrained by family,
friendships, morality and other so-called noneconomic relations. But economic sociology
perspectives still assume that economic calculation (the market or the economy) always already
exists, as the expression of some sort of pure self-interest (Mitchell 2008: p.1118). It is the
making of the economy to which we must attend. Edison did not create individual light bulbs but
rather constructed a power network that users could be connected to. This required the
construction of an electricity network that displaced existing arrangements in which people
generate their own electric power. “Centrally generated power replaced isolated systems not for
technical reasons alone, but because Edison’s companies were able to build socio-technical
complexes... that succeeded in overcoming rival systems. The decisions involved were never
merely economic. Economic calculation was caught up in the same complexes” Mitchell argues
(Ibid). Capitalization, like all symbols, requires a material structure to be the organizing force of

the nomos, otherwise it will be displaced.

Capitalized Urbanization: Building a Future into the Present

Rather than placing the representational and the material on two separate axes, Timothy

Mitchell (2016) has argued that we should be attentive to the very material history of
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capitalization (p.740). In Chapter One, I detailed this material history of the corporation from the
city corporation, to the trading companies and their colonies to the joint-stock railway
corporation. Even Nitzan and Bichler (2009) recognize this material history by noting that, while
the corporate form was central to capitalization, capitalist urbanization was also critical to the
spread of the price system. The corporation, capitalization and the city emerged and expanded
together. Nitzan and Bichler (2009) note that through urbanization the “architecture of prices
emerged as a dominant way of organizing society only two centuries ago, and that it was only
recently that its logic has come to dominate nearly every corner of the world” (p.155).

Mitchell (2016b) focuses on the significance of railroads in the expansion of the modern
corporate, which enabled the process of capitalization to be extended across a vast geographical
scale. He argues that the railroads were significant structures not only in their scale and the
complexity of the management but because of their durability in time. He adds that with the
railroads entrepreneurs created a “structure that could promise a revenue not just for... one to
five years as other enterprises might, but for 10, 20 or 50 years” (2016b: p.740). The railroads
provided durable structures with their iron (later steel) railway lines, which were notably referred
to as “permanent ways”, but also with their trusses, viaducts, terminals, gauges and rolling stock.
Mitchell (2016a) argues, “Since it was not just the physical structure but its operations that had
to be durable, the apparatus equally required the control of territory, the displacement or
elimination of native populations, and command over labour forces. New technical and political
power engineered a new temporal relationship: The future as a durable revenue structure”
(p.259). It is this ability of this durable structure-to create a present value of a future stream of
earnings-that formed the nucleus of capitalization. “The railroad exemplifies this method of

moving future income into the present,” Mitchell (2016b) writes (p.741).
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Unlike the precarity of revenues form manufacturing, telecommunications and/or
industry, the processes of urbanization (specifically real estate development and infrastructure)
offers the corporation a durable structure to guarantee a stream of income. Indeed, the other “vast
world” that capitalization has more recently been able to develop in the formation of durable
structures is real estate (Ibid). Capitalization, the nucleus of the joint-stock corporation, is also
increasingly the nucleus of contemporary urbanization. The joint-stock corporate city makes
itself present by the proliferation of its urban mega-projects, including skyscrapers, downtown
developments and gated communities; retail malls and artificial islands; airports and ports; and
highways. Real estate is perhaps the most significant form of capitalization today. It represents
the most widespread use of the techniques for enriching a minority of entrepreneurs in the
present by taking wealth away from a future generation (Mitchell 2016a: p.260).

Timothy Mitchell writes that with modern real estate, like the railways, an entrepreneur
can construct a building that can guarantee a flow of income over the next 50 years. The
entrepreneur sells the unit not at the cost of construction (including profit), but as the discounted
value of the rent or mortgage payments that can be charged to its future occupants (Ibid). As
Mitchell (2016b) explains:

The entrepreneur can then realize that future income in the present by selling apartment

units, because the price of an apartment will not be what it cost to build, it will be in the

present value of 50 years of being able to live in that space. The entrepreneur or the
investors realize that future income in the present, or as what appears as the “value” of

that housing unit... [which is] not related directly to the material cost of building but a

product of the ability to control futures... from a promise of political control, of a reliable
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legal political order. It’s a control that depends on planning, on zoning in its various

forms, on maintaining the liveability of forms of neighbourhoods (pp.741-742).

In addition, real estate enables absentee investors to circumvent taxation. Michael Hudson (2010)
notes that tax laws in many countries permit absentee investors to depreciate buildings (allowing
real estate investors to avoid declaring taxable income) which appear as write-offs each time the
property is sold at a capital gain (where prices increase not in relation to the building but to the
land’s rising values). Furthermore, capital gains (80% of which typically occur in real estate) are
taxed at only a fraction of the rate levied on “earned” income (wages and profits) and are not
taxed at all if they are spent on buying more property (Hudson 2010). The tax favoritism toward
real estate is capitalized into “capital” gains, untaxed property revenue is free to be capitalized
into larger debts and into further real estate investments (Hudson 2010).

Building on the work of Nitzan and Bichler (2009) and Mitchell (2016), I contend that
capitalization has focused its efforts on the extension of time (a future) through the concentration
of space (urbanization), the building of the future into the urban present. Capitalized urbanization
is not only an economic proposition but also necessitates sociopolitical and spatial control to
ensure that taxes, laws, zoning, wants, fiscal and monetary policies, needs and desires are aligned
to ensure the flow of income is sustained through space. I define capitalized urbanization as the
building of a future into the urban present, which enables some groups to increase their social

power over others through the extension of credit into the urban fabric.
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The World as Real Estate

According to Savills, a British joint-stock company located in the City of London and
one of the world’s largest real estate firms, real estate around the world is worth $217 trillion
(including agricultural land valued at an estimated $26 trillion); in comparison, all the gold ever
mined is worth $6 trillion (2016: p.6). Real estate is the most prominent asset class; its worth
comprises nearly three times global annual income and accounts for an estimated 60 percent of
all mainstream global assets (Ibid). Site values are raised by public investment in infrastructure
and public works and zoning but also by whatever the bank will lend (Hudson 2010). For the
first time in history, Hudson (2010) argues, countries have imagined that the way to get rich is to
run deeper into debt (mainly through large mortgages on real estate), not pay it down. The
importance of real estate in the global economy has been further fuelled by quantitative easing
with its ultra-low interest rates (Saville 2016: p.6). This bond-buying programme undertaken by
the Federal Reserve, the European Central Bank, the Bank of England and the Bank of Japan has
held back yields available on government bonds and encouraged investors to focus on real estate.
Hudson (2010) notes that landed aristocracies no longer dominate the political system, but the
fiscal favouritism of real estate has never been stronger because property ownership has been
democratized on credit. In 2016, global debt reached record levels of $164 trillion equivalent to
225 percent of global GDP.*

In China, for instance, its vast expansion of debt has been heavily concentrated in the real
estate sector. The vast urbanization there has been driven by a capitalization of the built
environment. This capitalized urbanization has built a certain future into the present. In 2007,

China’s total debt quadrupled from $7 trillion to $28 trillion, with half of all these loans linked

40 https://blogs.imf.org/2018/04/18/bringing-down-high-debt/, accessed April 2018.
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directly or indirectly to the real estate market (McKinsey 2015: p.8). David Harvey has given us
a sense of the scale of this capitalized urbanization with what a simple fact. Between 1900 and
1999, the United States consumed 4.5 billion tons of cement, China has consumed 6.5 billion
tons of cement between 2011 and 2013: “That is in three years the Chinese consumed 50% more
cement than the United States had consumed in the entire proceeding century”.*! Indeed, in 2016
alone, China produced 2.4 billion tonnes of cement (USGS 2018: 43). As Harvey highlights, the
environmental, political and social future consequences of this are of course profound. China has
some of the highest income inequalities in the world, with the richest 1 percent owning a third of

the country’s wealth.

The Middle East as Real Estate

Although not on the scale of China, the consumption of cement in the Middle East has
also expanded to historic levels and with it the social force of real estate has grown along with it.
Between 2006 and 2016, cement production has almost doubled since 2006 to 2016 in the major
cement producing countries, such as Saudi Arabia (from 27 million tonnes to 61 million tons),
Egypt (29 million to 55 million tons) and Turkey (47 million to 77 million tons) (USGS 2018:
43). The Middle East is now one of the most urbanized regions in the world.

The formation of the joint-stock corporation Solidere in 1994 was part of a broader wave
of the creation of real estate corporations and joint-stock banks shaping the built environment
throughout the region. Most notably of course has been the rise of such cities like Dubai. As

Wael Zakout, the Global Lead for Land and Geospatial at the World Bank, has argued at the

41 http://davidharvey.org/2016/03/video-senior-loeb-scholar-lecture-david-harvey-harvard-graduate-school-design-
march-28-2016/, accessed April 2018.
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center of Dubai’s dramatic transformation into a central node in the global economy, “was land
and real estate policies”. Zakout notes that in 2018 Dubai hosted, with the World Bank, UN-
HABITAT, the Arab League and the Arab Union of Surveyors, the first Arab Land Conference
that was aimed in part to “learn from Dubai how to use sand to make gold”.**> Many of the largest
public companies in the Arab world are engaged principally in real estate and are household
names, including: from the UAE, Emaar Properties (capitalized at $14.6 billion), ALDAR ($4.9
billion) and DAMAC ($4.7 billion); from Saudi Arabia, Jabal Omar Development Company
($16.9 billion), Emaar the Economic City ($3.9 billion); and from Qatar, Barwa ($3.9 billion),
the United Development Company ($2 billion). Furthermore, many of the joint-stock company
banks in the Arab world are heavily invested in real estate.

Capitalization in the Middle East and beyond is never a singular force in forming the
built environment. As Mitchell (2016a) argues, the process of capitalization, of building durable
futures and turning them into speculative presents, does not characterize all buildings (p.261). To
illustrate the differentiating geographies of capitalization, Mitchell details the distinction
between Dubai and Abu Dhabi. In Dubai, the absence of oil revenues resulted in a strategy of
intensive capitalized real estate for which it is famous for. But in Abu Dhabi, vast oil revenues
did not require architectural projects to satisfy the need for immediate revenue and so the
capitalization of real estate has been less extensive and intensive (Ibid). It is important, therefore,
to understand the specificities of a place to understand how and to what extent the joint-stock
corporation, and the process of capitalization, will be able to embed itself and form urban fabrics.
The corporation and its process of capitalization is just one of many competing means of creating

and sustaining power.

42 http.//blogs.worldbank.org/arabvoices/making-sand-gold, accessed April 2018.
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Lebanon

To fully understand the impact of the two urban based corporations in Lebanon that this
thesis considers, we must have a broad understanding of how real estate and capitalization
operate in this context. Real estate plays a central role in the country’s economy. In 2015,
combined loans to real estate-related sectors represented 41 percent of total loans and 90 percent
of the banking system’s loans to the private sector are either directly (through housing loans to
end users, loans to developers, contractors and to other real estate professionals) or indirectly
(through all the other loans to corporates mostly collateralized by real estate). Public debt to
GDP is among the highest in the world in Lebanon, peaking in 2007 at 169 percent made up of
LBP securities and US$ Eurobonds. The World Bank reports that interest costs equal 46.5
percent of revenues as of 2015 and debt service is 150 percent of revenues (p.25).

Wissam Harake, the World Bank’s Lebanon country economist, told me in an interview,
that, since the end of the Civil War, real estate has been the prime drivers of “real GDP growth
and real economic activity in general for the country”.** Real estate and construction has
accounted for 17.1 percent of real GDP between 2004-2011 and the real estate sector has
accounted for 50-70 percent of total gross fixed capital formation since 1997 (Harake 2016).
Nassib Ghobril, the chief economist at Byblos Bank, informed me that real estate has historically
always been an attractive investment for the Lebanese. There is a clear consensus among the
numerous economists in Lebanon that I interviewed, however, that the postwar period marked by

the formation of Solidere resulted in an intensification of the country’s reliance on the real estate

43 Harake, Wissam. Country Head, World Bank. Recorded interview with author. Beirut, Lebanon. July 26, 2016.
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sector. Harake argues that, following the Civil War, there was a vision for real estate to be the
primary driver of the country-a vision that I detail extensively in the following chapters.

After a small boom from 2008-2010, in contradistinction to the financial crisis, the real
estate sector has entered a period of stagnation and resulted in the Central Bank of Lebanon
(BdL) providing housing subsidies through a large stimulus program. Pressure on the real estate
sector is pushing the BdL to intensify the capitalization of the built environment through the
establishment of Real Estate Investment Trusts (REITs), to “decrease the exposure of banks to
real estate” (World Bank 2016: p.15). Notably, despite the significance of the real estate sector
there is no official state real estate price index. The only price index that exist are by the private
companies Ramco and the banks, their reliability is highly questionable and not viewed as
credible data (Nash 2016). Indeed, Nassib Ghrobil, the head of research at Byblos Bank, told me
that because there is not a proper price index people price real estate at whatever they like.**

As I detail in this thesis, the joint-stock corporation Solidere was at the epicenter of this
real estate vision. Moreover, although Solidere was the only joint-stock corporation to
successfully be inaugurated (it was part of a series of joint-stock real estate corporations), several
joint-stock banks have significant holdings in the real estate sector in Lebanon. But notably,
despite the significant increase in the capitalization of the built environment in the post-Ta’if era,
this processes has not been an unhindered or all-encompassing force in the formation of the built
environment. There are 10 listed companies on the Beirut Stock Exchange that was re-opened
with the Solidere development with a market capitalization of 24 percent of GDP (World Bank
2016: 29). But there have been other forces at work restricting the capitalization of the built

environment.

44 Ghobril, Nassib. Head of Research, Byblos Bank. Recorded interview with author. Beirut, Lebanon. July 13,
2016.
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Chapter Three: The Corporation and the Rise of Beirut

In 1800, Beirut was a small, insignificant trading node along the Syrian coast, but by the
late 19™-century it was a critical trading center. At the heart of this transformation was the
French corporation, Compagnie Impériale Ottomane de la Route Beyrouth-Damas. This
corporation was granted a fifty-year firman (decree) by the Ottoman’s in 1857 to build and
exploit a carriage road between Beirut and Damascus. I argue that this corporation was not only
critical to the making of Beirut but also assisted, all be it indirectly, the establishment of French
colonial power in the Levant. This corporation was central (but largely ignored by scholars) to
the very emergence of Beirut in the 19"-century as an important trading node in the Eastern
Mediterranean and to the expansion of French power in bilad al-sham (Greater Syria).

In the first half of the 19%-century, Beirut emerged as a significant trading hub due to
several intersecting factors. First, the city had become semiautonomous, meaning it remained
peaceful during the conflict between the Egyptians and the Ottoman Empire** and had presented
itself as an entry point into the Eastern Mediterranean for British and French traders. Second,
Beirut became the uncontested port of Damascus that had gained prominence under Egyptian
rule and obtained a privileged relationship with traders in Mount Lebanon. Third, Beirut’s
geography provided safe refuge from the civil war in Mount Lebanon in 1860 and its port
provided protection to incoming ships from the storms of the Mediterranean. Fourth was the
increased demand for silk in France. Finally, the city was an early adapter to many of the

transformations that occurred in the context of the industrial revolution. After detailing these

45 The French consult Pillavoine remarked of Beirut that “The Pacha of Acre is without authority... The Lieutenant
of the Pacha is nothing, the Mufti [a local Beirut notable] is everything” [Le Pacha d’Acre est sans autorité... Le
Lieutenant du Pacha n’est rien, le Mutfti est tout] (Cited in Phillip 2001: p.129)
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intersecting factors below, I argue that what enabled Beirut to rise above its coastal competitors—
of which there were many—was the establishment of the joint-stock corporation. The Compagnie
Impériale Ottomane de la Route Beyrouth-Damas established on the Beirut-Damascus road was

critical to the formation of Beirut as a regional trading hub.

The Corporation in the Levant

The ancient Roman Empire had no legal framework for joint-stock corporations, but
relatively large-scale business enterprises did form in this historical period. Roman-era business
entities emerged to engage in the organization of shipbuilding, mining, public works projects,
infrastructure, temple construction and tax collection. Among historians there is an active debate
as to whether these Roman businesses are the earliest examples of joint-stock corporations.
Three choices for a business partnership existed in ancient Rome: one was the societas, which
mostly consisted of only two partners, with no legal separation between the partnership and the
individuals themselves; second was the societas publicanorum (the “society of government
leaseholders™), which carried out state contracts and large-scale operations, like mining, building
infrastructure, leasing land and collecting taxes; and finally three there was the peculium, a joint-
business venture organized through a commonly held slave. Ulrike Malmendier (2009) argues
that the Roman societas publicanorum is the earliest predecessor of the modern business

corporation.*® As she notes, the societas publicanorum resembled modern shareholder companies

46 Andreas Fleckner (2015) contends that ancient Rome did not have shareholder companies. He argues that there is
plenty of evidence for the existence of smaller business entities in the Roman empire but little evidence of
something similar to the joint-stock corporation did (p.6). Furthermore, Fleckner (2015) directly rebuts some of
Ulrike Malmendier’s (2009) conclusions about the formation of joint-stock corporations in ancient Rome. He
contends that her claim that Cicero referred to ancient shareholders or “Partes societatum publicanorum” is incorrect
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in that their existence was not affected by the departure of partners and in that they could issue
traded and limited liability shares. Notably, this corporation-like entity was strongly associated
with the urban form and with building infrastructure. Its business engagements also required
training its sights on political power. Malmendier (2009) argues that these Roman institutions
persisted only as long as they severed the interests of the political elite; if political interests
reversed, they often collapsed.

Berytus, which occupied much of the same site as modern day the Beirut Central District
(BCD), was a relatively autonomous and thriving Roman colony. It is possible that in Berytus, a
notable urban center in the Empire, the societas publicanorum was active in building much of the
urban form. Flavius Josephus tells us that under the reign of Herod the Great Rome had built
“halls, porticoes, temples, and market-places” (cited in Kassir [2003] 2011: p.46). Furthermore,
archaeological excavations have uncovered a hippodrome on the outskirts of the city, an
aqueduct, a forum and capital, as well as thermal baths in what is now the BCD. All of these
would have required significant sums of pooled capital and the formation of a societas
publicanorum. Berytus could then be considered, from its ancient Rome inception, a city

founded by, and organized around, the corporation.

Power, Trade and the Corporation

Beirut, however, would largely decline into an insignificant coastal town from the fall of
the Roman Empire until 1800. But during the era of the Islamic golden age and medieval Europe,

trade was robust between the two civilizations. European merchants had a long relationship of

(detailed in footnote 12). Fleckner (2015) adds that there are few sources indicate that note that the societas
publicanorum were much larger than or structurally different from standard societas (p.9).

150



exchanging ideas and goods with the cities scattered along the Eastern Mediterranean. The
French, Spanish, Genoese, Venetians and the English, in particular, have long vied for
supremacy and the establishment of trade monopolies over trading in the Levant. Trade by
European merchants in Ottoman-controlled territory was largely undertaken through treaties that
came to be known as “capitulations” in English and French or ahdname in Turkish. The first
series of capitulations was granted by the Ottomans to the Genoese and Venetians between 1352
and 1517, providing them with certain (often reciprocal) trade privileges and guarantees for their
merchants residing in Ottoman territory. These capitulations, however, were not clearly defined
legal documents and were often linked to individual traders. Scholars consider those
capitulations in the 16" century to be the most significant in regards to the intensification of the
relationship between the Ottoman Empire and Europe. Silk and spices formed an important part
of this trade. Braudel notes that in this period, “every single letter from a Venetian or Marseilles
merchants in Aleppo, Tripoli, or Alexandretta, carries a reference to silk, local silk from the
region surrounding Tripoli, or fine silks of Persia brought to Aleppo by the usual merchants,
Armenians, or Tartars” ([1949] 1995: p.565).

The 1536 capitulation granted to the French by the Ottoman Sultan is cited by scholars as
particularly significant. Even though it was never fully ratified by the Sultan, it enabled France to
establish a more formal presence in Ottoman territory through corporations (or échelles).
Marseille directed the échelles through its Chambre de Commerce, the first of its kind in France,
established in 1581. The échelles provided Europeans with residences, independent jurisdiction

and trade and tax privileges in the Ottoman Empire.*” The capitulation agreements between the

47 Although this agreement was between the Ottomans and the French, the Ottomans did not differentiate greatly
between Europeans. Any European who lacked an ambassador could enter Ottoman territory as a Frenchman. As lan
Coller notes, such Europeans “were obliged to adopt the French pavillon, and the introduction of the berat or
certificate allowed Ottoman subjects to claim French protection and enjoy their trading privileges” (2014: p.6).
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Europeans and the Ottomans, however, were constantly under negotiation, however, and their
form and content fluctuated greatly from year to year. Franco-Mediterranean commerce greatly
expanded, however, following the Ottoman-French alliance in the mid-16®-century. In 1569, the
Ottoman Empire sought support from France against Venice, providing the opportunity for the
creation of the first comprehensive French capitulation and more stable échelles (Philipp 2001:
p.94).

The English soon followed on the heels of the French and established their own
capitulation agreements with the Ottomans in 1580. The Levant Company (also known as the
Turkey Company) was founded the next year. European rivalry, as detailed in Chapter One, was
increasing and the Levant Company was established by the crown to assist in the English
alliance with the Ottomans against Spain (Despina 2015: p.16). The Levant Company’s
employees were even granted diplomatic status and other immunities by the Ottomans. The
Levant Company was understood by both its founders and the Ottomans to be vested with a
“national” quality (Despina 2015: p.18). As explained in Chapter One, the start of the 17%-
century witnessed the expansion of Dutch and then English power through the formation of joint-
stock corporations. Both states soon established their respective East India Companies to
compete with the Spanish and Portuguese. The French became agitated by the rising power of
these European rivals, with their highly profitable joint-stock corporations, large ships and
superior navigation technology. By 1635 French trade had diminished considerably.

In the mid-17" century, in response to the growing wealth and power of their violent
European counterparts, France made major reforms both internally and in how it conducted trade

abroad. This remodeling was led by Jean-Baptiste Colbert, Louis XIV’s controller-general.
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British and Dutch competition that had overwhelmed Marseille’s Levantine market and
threatened to overtake French colonization of the West Indies and Canada. This drove the crown,
through Colbert, to make a range of dramatic changes to the organization of French social life.
As part of these Colbert-led reforms, French trade and relations with the Levant, and the
presence of their échelles, underwent a dramatic expansion and transformation. The
“Colbertism” of the French-Levantine relationship was part of a broader series of dramatic
changes that Colbert instigated on behalf of Louis XIV in France. Significantly for the
relationship between France and the Levant, Louis XIV instigated a military invasion of
Marseille in 1660, incorporating this semi-autonomous city into his realm. Takeda (2011) argues
that the crown saw in Marseille an opportunity for international commerce thanks to its strong
pre-existing trading networks with the Italian city-states and the Levant (p.2). Takeda argues that
“The Crown went along with Marseille’s heritage of relative independence on condition that the
city’s new leaders renounced separatism and identified themselves more closely with the French
monarchy” (2011: p.21).

The French additionally founded its own East India Company in 1664, following the
Dutch and the English, and then the Compagnie du Levant in 1670. In parallel to the founding of
these companies, Colbert was promoting a merchant elite in a context in which the nobles
continued to shun commerce as too base for their status (Takeda 2011: p.92). To wrest power
from the Marseille nobility, the crown promoted commerce and merchants. A group of elite
traders known as the négociants emerged, upending traditional hierarchies (Takeda 2011: p.57).
Following the 1660 conquest of Marseille, the crown forbade the local Marseille from exercising
municipal power, promoting a politically compliant merchant elite and establishing a royally

regulated market place. Takeda (2011) argues that the rise of the négociant elite, comprising the
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wealthiest of merchants and nobles whose participation in mercantile activity was previously
unimaginable, had a profound effect on commerce (p.57). Business enterprises began to gain
social prominence in this context, as they also provided a mechanism through which the nobility
was able to invest without direct involvement in commerce (Freedeman 1979).

Furthermore, one of the first acts that Colbert took once Marseille was under the crown’s
control was an urban expansion, ordering the city to be redesigned as a clean, spacious space to
facilitate commerce and accommodate royal administration, which would also equip the city for
its role as a central node of international commerce for the crown (Takeda 2011). Commerce was
a means through which the crown could consolidate its sovereign control over the city. In 1669,
Colbert issued an edict that made Marseille a duty-free port with a monopoly over France’s
Levantine trade. Historians view the 1669 edict as establishing a period of major commercial
expansion for Marseille and for France more broadly (Takeda 2011: p.31). Colbert transformed
Marseille not only materially but also in terms of the makeup of its inhabitants. The abolition of
duties on all goods from the Mediterranean attracted merchants from all over that region and
Colbert instituted an open-door policy. Colbert welcomed Levantines to Marseille, especially
Armenians and Jews (although these groups were not always welcomed by the city’s nobility),
and made them naturalized citizens of France. Colbert recognized that by naturalizing Ottoman
merchants (mostly in the textile and silk industries) could turn them into effective weapons
against the Dutch and the British (Takeda 2011). Indeed, the 1669 edict occurred in the context
of Louis XIV needing funds quickly for his conflict with the Dutch. Marseille for the crown,
with its pre-existing trading relations with the Levant, was a space through the crown could
compete with rival European powers, in particular the English and the Dutch EICs that were

increasingly dominating the sea routes to India and the Mediterranean. As Colbert wrote to a
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royal intendant in Aix-en-Provence, “Marseille is the city necessary for us to wage continuous
economic warfare against all foreign commercial cities, and especially the English and the
Dutch, who have long encroached on all Levantine commerce” (cited in Takeda 2011: p.20,
emphasis in text).

In 1673, Colbert’s reorganization of French trade continued with the creation of the
country’s first commercial code (the Code de commerce). This code formed the basis for the
beginnings of the joint-stock enterprise in France and, in turn, in Lebanon.*® The commercial
code laid out two types of business organizations. The first was the partnership (société
genérale), the major characteristic of which was the unlimited liability of the partners. The
second was the société en commandite, a limited (also known as “silent” or “sleeping’)
partnership, which had one or more active partners who were subject to unlimited liability, and
one or more commanditaires, who supplied capital but did not participate in the managing the
enterprise and whose liability was limited to the amount of capital they contributed (Freedeman
1979: 3). Colbert’s commercial code was a “universal” and thus applicable to all merchants,
which was a novelty in France (Takeda 2011: p.54). The parfait négociant that followed the
commercial code, for instance, was a guidebook that deliberately ignored merchant corporations
and aimed at all traders regardless of birth, fortune, corps or guild (Takeda 2011: p.55). The
newly empowered négociant did not necessarily need to belong to a merchant corporation, unlike
almost all other merchants. Many scholars credit Colbert with introducing the bureaucratic state

run by civilians that subsequently facilitated the rise of the modern state and the downfall of

48 Solidere is registered as a société générale Liban (SAL), a business enterprise for which the legal form is rooted in
Colbert’s code.
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corporate France (Coller 2014; Soll 2009). But Crowston (2001) argues, and I agree, Colbert
viewed corporate bodies as fundamental components of society.*

Following the commercial code, Colbert soon turned his focus to the corporate guild
system, issuing an edict that extended the guild system to all traders. Colbert’s expansion of the
guild system not only generated extensive revenue for the crown-the edict noted that revenue
generated by the new guilds would go directly to it-but also enabled Colbert to improve the
organization and regulation of trade. Indeed, Colbert’s focus on the guilds was followed by
ordinances for the textile industry that detailed regulations for every step of production, setting a
new national standard and encouraging the domestic manufacture of high-quality silk cloth and
lace to provide new revenues for export (Crowston 2001: p.187). The impact of Colbert’s
reforms was broadly to simplify, formalize and enforce greater uniformity in the way that the
crown dealt with guilds and other merchant institutions rather than abolish them. The corporate
system was strengthened under Colbert’s watch.

After controlling and transforming the space and society of Marseille, Colbert
immediately turned his attention to relations with the Ottoman empire and the French échelles. In
1673, Colbert successfully negotiated a new capitulation with the Ottomans. This capitulation
further embedded the échelles within the Levant, strengthening French commerce by establishing
greater security for French nationals, obtaining better commercial privileges than the English and
Dutch and establishing consular sovereignty over French nationals (Takeda 2011: p.39). Colbert
strengthened Marseille’s Mediterranean trade monopoly over the Levant. Control of the échelles

was in the hands of Marseille’s Chambre de Commerce and governed by the city’s elite. This

49 Tt was not until Colbert’s death, in the mid-18™-century that corporate bodies were largely abolished and replaced
by the nation-state and its individual citizens. It was the French economist Anne Robert Jacques Turgot, who
Crowston (2001) claims, who led France’s turn away from the guilds and toward a nation composed of individuals
with natural rights (pp.208-209).
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extraterritorial sovereignty, Coller argues, meant that Marseille was a “Republic within the
State” (2014: p.8). Thousands of French subjects now formed a network of communities across
the Ottoman port cities of the Eastern and Southern Mediterranean and inland in Aleppo, Ankara
and Baghdad (Coller 2014: p.7). These French communities came to be known in French
administrative parlance as the Echelles du Levant et de Barbarie. Philipp argues that Colbert
established these échelles on terms that related to a corporate past and with a “corporate vision”
(2001: p.116). Importantly, Colbert’s “corporate vision” meant that the échelles not only
facilitated business connections between the Levant and the Mediterranean but also created a
sovereign territory under the crown’s control.

The échelles were organized as a corporations under a consul or vice-consul and were
kept separate from neighboring communities. This consul dealt with the local authorities,
reported back to Paris, maintained discipline among échelles members and guided the annual
issue of fixing prices for merchandise. An échelles’s members consisted of around fifteen
négociants, their assistants, and other French residents, such as physicians and bakers (Philipp
2001: 94-95; Takeda 2011: p.59). By the beginning of the 18" century, trade relations flourished
between Marseille and the Eastern Mediterranean. In this period there were at least three French
corporations, or échelles, in Syria alone, located in Aleppo, Tripoli and Sidon. There were also

individual merchants operating in Ramla, Jaffa and Acre (Philipp 2001: pp.95-96).

Acre and the Eastern Mediterranean

Before the 1800s, Beirut did not have a French échelle and was not a base of operation

for any highly prominent European merchant or trading company. The city was not a destination
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for the offices and/or factories of the French or British trading companies that operated in many
other cities as, Aleppo, Smyra, Cairo, Alexandria, Algiers, Larnica, Tripoli and Alexandretta.
Despite Beirut’s long and illustrious history, it was a small urban center of just 6,000 people at
the start of the 19" century.* In less than a hundred years, however, Beirut would emerge as the
central trading hub of the Eastern Mediterranean and earn its acclaimed title as the “Merchant
Republic”.’! In the 18™ century, the northern Palestinian city of Acre was the political and
commercial center of the whole Syrian coast. Beirut was a minor trading hub under the tutelage
of its southern neighbor Sidon, where commercial activity was centered, along with Tripoli and
Mount Lebanon. In this period, Beirut was not at the intersection of any significant trade,
military or pilgrimage routes. In Mount Lebanon, the Ottomans were the sole landowners and
had been the dominant political power since the mid-16" century. Mount Lebanon’s main cash
crop was silk. The silk trade dated back to the Byzantine emperor Justinian in Mount Lebanon
and the Ottomans had incorporated this trade into their internal markets (Diab 1999: p.12).

In the 18" century, under the local rule of Zahir al-‘Umar, Acre dominated the Levantine
coastal trade. Significantly, al-‘Umar had achieved a degree of financial autonomy from the
Ottomans by selling cotton, a cash-crop, to France that had provided him with a degree of
financial independence (Philipp 1984: p.163). In so doing, Al-‘Umar had managed to force the

French to deal with him exclusively. He ensured all cotton was cultivated by peasants in the

50 The construction of Solidere unearthed archaological treasures from different periods of Beirut’s history,
including the Bronze and Iron ages. Beirut was a Roman colony and Solidere’s excavations have uncovered a
Hippodrome as well as residential and commercial quarters. However, as Samir Kassir notes, apart from in the
Roman period, Beirut was never been a major city until the 19" century (2011: p.85).

5! This famous reportedly originates in comments by the French consult in Acre, Pillavoine, made when he visited
Beirut in 1811. He was impressed by the city’s wealth and noted the lively overseas trade, silk-cultivating operations
and the caravans arriving from the Syrian hinterland and saw its potential in becoming the preeminent trading city
on the Syrian coast. Pillavoine urged the French to move their consulate there, famously noting that Beirut was “a
republic of merchants who have their power and their law” [« une République de négociants qui ont leur force et
leur loix »] (Philipp 2001; Ozveren 1990).
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hinterland and delivered to Acre without any French involvement (Philipp 2001: p.110).>? In
turn, the French had created a monopoly in exporting and marketing cotton from Acre. In this
period the French (and other European powers) had little contact with the local population
(Ozveren 1990: p.76). The French échelles were separated communities within the city under the
extraterritorial rule of Marseille, which reported to the crown. But as I detail below, European
contact with the local population would change drastically with the rise of Beirut.

The fall of Acre would create the opportunity for Beirut to take its place. It occurred
when al-‘Umar’s reign became entangled in a succession battle. Al-‘Umar was deposed and
Ahmed Pahsa al-Jazzar (known as “The Butcher””) was made governor of Sidon, taking took up
residence in Acre. Al-Jazzar disregarded the French échelles and banished the French from Acre
and Sidon in 1790 over a conflict about prices and trade monopolies, as well as Napoleon’s
attempt to occupy Syria (Ozveren 1990: p.69). The French laid siege to Acre, and their
occupation of Egypt (1798-1801) led to the end of the centuries-old relationship between the
French and the Ottomans, and between Marseille and the échelles of the Levant. French subjects
living in the échelles along the Mediterranean coast in Ottoman territory were either arrested or
expelled and the French merchant presence almost disappeared from the Syrian coast (Coller
2014: p.10). Meanwhile, Acre and its hinterland were convulsed in conflict and famine, causing
the city’s population and trade activities to plummet. The French did not return to this part of the
Levant until 1806.

Both the French and the Eastern Mediterranean had changed significantly when the

French returned fifteen years later to the Syrian coast. In the early 1800s, France was in the midst

52 The French did manage to circumvent al-‘Umar’s monopoly at times, making deals directly with the peasant
population (mainly a result of competition between the French themselves). Overall, however, the French and their
capitulations were restricted to Acre and Sidon (Philipp 2001: p.110).
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of its “turn to empire” that built upon many of the transformations Colbert had put in place. After
eight years of intense drafting and debate, Colbert’s commercial code was finally replaced. In
1808 the new Code de Commerce recognized three forms of business organization: the société en
nom collectif, the soicété en commandite and the société anonyme (Freedeman 1979: 13). The
société anonyme was intended to organize large enterprises that were otherwise rare in France.
All societe anonyme stockholders possessed limited liability and capital was divided into shares
that were easily transferable. These entities could be formed only with the express permission of
the government, by means of a decree approved by the Conseil d’Etat and signed by the
Emperor. The société anonyme was, as Freedeman (1979) notes, “A corporation in the modern
sense, its organization was modeled after the privileged companies of the ancien régime” (14).
The authorization procedure of a société anonyme was highly complex and included descriptions
of the object of the enterprise, its duration, the name and addresses of its stockholders and its
capital; prefects monitored the business’s progress and chances of success of the enterprise
(Freedeman 1979: p.15).

One of the first société anonyme was the Enterprise Générale de Messageries formed in
1808, that transported goods and passengers. The anonyme continued to spread and the
companies organized in its scheme were overwhelmingly in the transport revolution of the 19%
century. These companies built canals and roads; the first three French railroad companies
adopted the société anonyme form and steamship companies did as well (Freedeman 1979). A
notable growth in government authorization of anonymes occurred from 1834-1859, principally
due to the increase in railroad investment. In 1835, one railroad company had an initial

capitalization of 6 million francs; by 1845, eleven railroad companies had a capitalization of 554
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million francs (Freedeman 1979: p.69).>* The Mediterranean increased in importance with this
corporate expansion. Indeed, steamship companies also utilized the anonyme form, and, as I note

below, this had a significantly impacted relations between France and Beirut and its environs.

The Corporation and the Making of Beirut

By 1800, Beirut was starting to benefit from the decline of Acre. The legacy of al-
Jazzar’s rule saw reductions in Ottoman political influence and military capability, as well
increased local urban autonomy along the Syrian coast (Philippe 2001: p.128). Beirut’s confident
merchant class and semiautonomous status meant that it could resist, to a certain extent, the
attempts by al-Jazzar’s successor, Sulayman Pasha, to impose taxes, monopoly policies and
military occupation.’* Sulayman Pasha was well aware of the threat Beirut posed and in
December 1811 imposed an avania of 400,000 piasters on Beirut’s merchants, which they
successfully resisted (Philippe 2001: p.129). Philippe argues, “If one looks for turning points in
history this act of successful open resistance by the merchants of Beirut could be considered the
beginning of Beirut’s rise” (Ibid). Beirut’s semiautonomous merchant class was starting to
establish the city as a new center of commerce on the Eastern Mediterranean in place of Acre.

In the early 1800s, a small group of Damascene merchants in Beirut had built up a trade

with passing British ships seeking to avoid the monopoly controls in Jaffa and Acre.’> The end of

53 The Nord Railroad Company formed in 1845 was the largest joint-stock company created at the time in France
and was capitalized at 200million Francs under the aegis of James de Rothschild (Freedeman 1979: p.69).

54 Beirut was officially part of Sulayman Pasha’s realm, as al-Jazzar had previously taken the port from the Druze
landowners at the end of the 18" century and claimed it in the name of the Ottoman Empire. According to Philippe,
the Druze had strongly supported the Beiruti merchants in the hopes that they could reclaim the city back and had
successfully helped them repel the Pasha’s troops from entering the city (Philipp 2001: p.130).

55 In 1808, for instance, an English captain is reported to have refused to buy grain at Acre prices and instead sold
his merchandise in Beirut (Philipp 2001: p.128). Furthermore, a revival in British trade was sparked by both the
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the Ottoman-French alliance and the French absence from the Levantine coast had opened up an
opportunity for the British, as Ottoman demand for British goods increased (Despina 2015:
p-93). This period was one of intense rivalry between the French and the British, and from 1793-
1815 the two had been at almost constant war. Following the end of the Napoleonic Wars (1803-
1815), the Levant Company talked about restoring the company’s activities in Aleppo and
Alexandretta and expanding trade with Acre, which had otherwise declined due to French
competition and troubles in Persia (Despina 2015: pp.229-230). The increased presence and
interest of the British in the Eastern Mediterranean, spurred France into once again engaging in
the Levant once again.

By 1810, Beirut began to be recognized as a place of trade along the Syrian coast. In
1813, the newly reinstated French consult in Acre, Pillavoine, visited Beirut and was surprised
by the city’s wealth and vitality. He cited the lively overseas trade, the silk-cultivation industry
and the caravans arriving from the Syrian hinterland, describing its potential to become the
preeminent trading city on the Syrian coast (cited in Ozveren 1990). Around this time, the first
French-owned silk-reeling factories were founded in Mount Lebanon. The silk trade was central
to economic life in the region and to the development of the port of Beirut (Fawaz 1983: p.64).
The presence of French-owned business enterprises also marked a different type of relationship
between the French and the Eastern Mediterranean. Through the échelles in Acre, the French had
minimal contact with the local population in the Eastern Mediterranean. Al-‘Umar directed the
cultivation of the cash crops (then mainly cotton) and the French predominately operated as
exporters of the goods only. But now the French engaged directly in sericulture in Mount

Lebanon, dealing with the local population to both cultivate and export raw silk (both silk

absence of the French and the threat the British perceived in the expansion of Muhammad Ali’s Egypt into the
Levant (Issawi 1977: p.92).
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threads and cocoons) (Fawaz 1983: p.63). The rise of French influence in Beirut was substantial
enough that in 1827 the country moved both its trading house in Tripoli and its consular office in
Acre to the city. Several other major European powers soon made similar moves, and the
Americans even did, too. But French (or, more broadly, European) influence was still not the
dominant force in this area. Rather, it was Egyptian.

In the 1830s, the Egyptian rulers occupied Syria (1831-1840) in an alliance with Emir
Bashir II in Mount Lebanon. The Egyptians both strengthened the connection between Beirut
and Damascus (to avoid the economic domains of the Ottoman Empire) and upgraded the traffic
connections between the city center and the port (Fawaz 1983: 122; Hanssen 2005: 31; Ozveren
1990: p.85). This occurred in the context of a substantial rise in sea trade, with the advent of
steam navigation coinciding with an Ottoman-European free-trade agreement (1838-1840). This
agreement saw the European powers forced the Ottoman empire to lift its trade tariffs (Fawaz
1983: p.61; Hanssen 2005: p.32).

But the formation of important trading companies and routes was not only a tale of
foreign powers and their business routes dominating the Levantine coast. As Kristen Alff (2018)
has discovered from research into Levantine family archives, by the mid-1830s, a number of
regionally based traders had established small business in and around Beirut that engaged in tax
farming, silk farming and moneylending (later, banking). Alff states that “The Sursuq, Bustrus,
Debbas, Khuri, Farah, Tabet, Naggiar and Tueini companies began to take shape through the
families’ joint shareholdings in the agricultural hinterlands of burgeoning ports on the Eastern
Mediterranean coast” (2018: p.156). A number of these Levantine companies would soon

become major commercial enterprises engaged in global trade and speculation.
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Until the 1850s, however, Beirut remained one option among many other port-cities
along the coast. It is of note that Alff (2018) refers to businesses operating along the Eastern
Mediterranean as Levantine rather than Beiruti. This lose association with Beirut was no doubt
because, even in the 1840s, the city was not the predominate trading hub along the coast.
According to Ozveren (1990), many foreign and local minority merchants moved from one port
to another along the Levantine coast, depending on their expectations and presumably the
opportunities that existed for trade (p.84). Indeed, the essayist Gerard de Nerval, who visited the
Levant in 1843, pondered what all the fuss over Beirut was about, noting the city’s small
population and its insignificant urban morphology (cited in Ozveren 1990: p.83).

In 1840, the Ottomans regained control of Beirut from the Egyptians through a joint
invasion undertaken with the British, and to a lesser extent, the Austrians. This recapture
coincided with, and contributed to, the fall of the Shihabite emirate and the European decision to
reform Ottoman Lebanon along religious lines in 1842 (Makdisi 2000: p.193). Following the
proposal by the Austrian Chancellor Prince Metternich, the two-kaymakamate system was
instituted and lasted until the Mountain War in 1860. The kaymakamate divided Mount Lebanon,
along the Beirut-Damascus road, into two distinct religious zones: a northern Christian zone and
a southern Druze area (Jabal al-Druz). The two areas were each ruled by a deputy chosen by the
Ottomans and the European powers (Ziadeh 2006: p.58). The kaymakamate system, however,
was problematic from the start, as a number of scholars have pointed out that the religious zones
were never as homogenous as intended and community tensions were interwoven with increased
European power and inter-European competition. The presence of European imperial power and

the impact of the industrial revolution were making themselves felt in the region.
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Meanwhile the Ottomans, ever anxious to maintain stability within Lebanon and to keep
the European powers at bay, enlarged the vilayet of Sidon, making Beirut its capital, and
reformed the governance system with the Tanzimat.>® The Tanzimat stipulated the religious
equality of all subjects and, Makdisi (2000) argues, was aimed at promoting a secular and elitist
Ottoman nationalism in Mount Lebanon that could stem European physical and cultural
encroachment. The essential provisions of the Tanzimat were the legal equality of Muslim and
non-Muslim subjects and the safeguarding of property (Makidisi 2000: p.194). The Ottoman’s
were keen to re-establish their authority on an increasingly restive Mount Lebanon. But as
Makdisi (2000) argues, the Tanzimat was open to different interpretations among the elite, as
well as divergent understandings, realities and everyday experiences in Mount Lebanon. As a
result, the Tanzimat increased tensions within Mount Lebanon. Violence erupted between the
Druze and the Maronite communities, culminating in the civil war of 1860.

The local inhabitants of Beirut and its hinterland of Mount Lebanon were at the center of
competing struggles for domination by some of the largest powers in the world but, perhaps due
to these competing struggles, were able to maintain a some autonomy from them. It is possible
that the newly formed Levantine businesses, detailed by Alff (2018), were able to thrive
particularly well in Beirut thanks to the relative independence that the city had gained. Trade
continued to thrive in Beirut relative to the other competing port cities along the Eastern
Mediterranean coast. Furthermore, the change from the paddle wheels to screw-propellers meant
that steamships’ efficiency and speed were drastically improved and the number of ships and
cargo increased. Two steamship lines from Britain (soon replaced by France) and Austria made

regular calls to the city (Issawi 1977: p.97). In 1844, Beirut was the only port in the region seved

56 The Tanzimat (literally, reorganization in Turkish) was a series of reforms promulgated by the Ottoman Empire
between 1839 and 1876.
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by steamers (none called at Tarsus, Alexandretta, Latakia or Tripoli) (Ozveren 1990: p.89). By
1849, the British counsel noted the following: “Beyrout is a thriving commercial town, having
usurped the foreign trade possessed by Sidon; in 1845, 365 new houses were built in Beyrout: it
is now the port for the center of Syria and Damascus, and the chief point of communication of
Syria with Europe” (citied in Issawi 1977: p.96).

In France, meanwhile, the spread of the anonymes between the 1830s and 1850s was
producing a railway boom and the formation of large steamship companies, both of which
intensified and transformed France’s relationship with the Eastern Mediterranean and Beirut in
particular. From 1840, the French presence began in earnest. As Salibi (1965) notes, in 1841 the
Maronites began to seek advice and support exclusively from the French consuls, which started
to cause angst among the Druze (pp.58-59). In 1841, France had approved the creation of six
commercial ships for its expanding sea routes in the Middle East, and in 1845 the country
opened the Marseilles-Beirut line (Diab 1999: p.19). One of the largest steamship companies was
the Compagnie des Services Maritimes des Messageries Nationales formed in 1852 and
capitalized at 24million francs (Freedeman 1979: p.97). This company, which received an annual
subsidy from the state of 2.7million francs, was central to the increased trade between Beirut and
France. The expanded trade that the steamship companies expected was supported in 1859 by the
government’s authorization of two joint-stock companies to upgrade the dock and the port in
Marseille (Freedeman 1979: p.99).

The French connection to the Mediterranean was also strengthened by the completion of
the Paris-Lyon-Marseille railway line by the Compagnie des Chemins de Fer de Paris a le
Meéditerranée. This line opened as relations between France and the Levant were shifting, with

cotton’s importance declining and silk increasing. The railway line greatly increased links
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between the inland French city of Lyon, the country’s “capital of silk”, and the Mediterranean
and specifically Lebanon. This expansion in sea traffic was also accompanied by a growth in
French (and British) owned silk-reeling factories, a broader increase in the number of spinning
wheels and even a shift into the development of making silk thread (Fawaz 1983: p.65). The
French had also introduced better silkworm eggs to fill the growing demand for raw silk. Fawaz
notes that, after 1855, baladi (“local”) silkworms were replaced by eggs imported from France,
Italy and Egypt (Fawaz 1983: p.63). By 1853, silk had overtaken gold and silver as Beirut’s chief
export and the number of silk-production enterprises in Mount Lebanon engaged in silk
production increased from nine in 1852 to around 65 in 1860 (Diab 1999: p.20; Fawaz 1983:
p.63). After 1860, relations between Lyon and Beirut intensified greatly because of the former’s
increasing demand for Syrian silk. By 1867, silk from Syria was among the most frequently
listed commodities on the Lyon stock exchange (Chevallier 1960: p.282).

The period from the 1840s to the 1860s witnessed a dramatic transformation of Beirut
and its hinterlands. By the 1850s the, city was fully integrated into the major European centers of
trade and industry. Ottoman dominance in Mount Lebanon was eroding and trade was
increasingly going West rather than East, further contributing to Beirut’s rise. In 1856, the
Ottoman Sultan granted Europeans and local minorities in the sultanate the right to buy land,
boosting the presence and revenues of European businesses. Again, as Alff’s research has shown,
it was not only European powers that were capitalizing on the vast increase in the value of silk
and the rise of Beirut as a major trading hub on the Eastern Mediterranean coast. The Levantine
businesses established in the 1830s were now profiting from rising silk prices as well, and Alff
indicates that by 1857 they were engaging in what would later be institutionalized as the

“futures” trade (2018: p.169). In 1858, the Greek-Orthodox Sursuq family had accumulated
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enough capital to establish their firm’s first European office in Grosvenor Square, located in the
fashionable Mayfair area of London; they were soon joined by the Bustrus family nearby. As
Alff notes,

When not conducting business in Beirut, Alexandria, Istanbul, Adana, Mersin, Paris, or

Marseille, family members used their London offices for business dealings in global

commerce, trade, and social visits. They discussed their investments in Ottoman land

markets, sent and received bills of lading, negotiated their roles as creditors in European,

Ottoman, and Levantine banks, purchased majority shares in major European cotton and

transport companies, and strategized corporate litigation presided over by British judges

and Beirut’s Islamic (shari’a) and commercial courts (pp.150-151).

The economic transformations of Beirut and its hinterlands, however, placed serious
strain on the sociopolitical and economic formations of Mount Lebanon. Long-standing tensions
between the Druze and Maronite communities had been exacerbated by the transformations the
industrial revolution had brought. These included the introduction of new types of silkwormes,
which spread a disease that decimated the baladi breed; a decline in traditional crop production
because arable land was increasingly dedicated to Mulberry trees to feed the silkworms and the
import of European industrial products and technologies, which ruined local agricultural and
craft industries (Fawaz 1983: p.63; Salibi 1998: p.16; Diab 1999: p.11).

In 1860 a devastating series of civil conflicts took place between the Maronite and Druze
communities in Mount Lebanon, providing the occasion for the transition from Ottoman to

French domination.’” As Leila Fawaz (1994) argues, it is difficult to say when the constant

57 As Fawaz (1994) notes, the civil wars of 1860 were entangled in: problems caused by the end of one political
system and its replacement by another; the frustrations of the peasants; the weakening of traditional elites; the
changing role of the Maronite clergy; tensions among urban elites and the Ottoman establishment and rival urban
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unrest between the Maronites and the Druze-which involved targeted assassinations, raids and
looting-shifted into an ouright civil war (pp.49-50). But the conflict resulted in large-scale
killings and devastated vast areas of Mount Lebanon; 200 villages were plundered or destroyed
and numerous mulberry trees were razed (Fawaz 1994: p.165). The conflicts of 1860 provided
Napoleon III of France with an opportunity to demonstrate his self-proclaimed role as a
champion of national and minority rights in the Ottoman empire. An international commission
was established that investigated the cause of the disturbances: “The European commissioners
placed responsibility for the massacres on the local Ottoman authorities. These representatives
from France, Great Britain, Prussia and Russia took the position that government responsibility
was total” (Fawaz 1994: pp.202-203). Much to the consternation of the Ottomans, Napoleon III
proceeded to send troops into Lebanon and re-organized the Ottoman administration in the
area.”®

The conflict of 1860 had a profound impact on Beirut. The influx of people fleeing the
violence and seeking safety in Beirut increased the city’s population increasing nearly fourfold
(Diab 1999: p.17; Fawaz 1983: p.32). As Hanssen (2005) notes, “The post-war period from 1860
to the creation of the provincial capital of Beirut in 1888 was a foundational moment of Beirut’s
history in which local notables, merchants, and public moralists joined forces in an attempt to
formulate a modern vision for Beirut” (pp.4-5). From 1860 onwards, Beirut was the preeminent

trading hub in the Eastern Mediterranean. In November 1860, Beirut became the first city in the

factions in Damascus; and the changed status of minorities in the empire at large and the relative strength of the
Ottoman and European powers (p.6).

8 On June 9, 1861, the statute known as the Réglement Organique established a Mutasarrifiyya that constituted
Lebanon as an autonomous Ottoman province, administered by a non-local Christian governor (or mustasarrif),
under the guarantee of the six signatory powers. In 1864, the Ottomans formed a vilayet in Syria out of the vilayets
of Sidon and Damascus. They divided this vilayet into five sanjaks (subdivisions of a province). In 1888, a vilayet of
Beirut was formed from the vilayet of Syria and the city of Beirut became the administrative capital of the vilayet
carrying its name. This agreement lasted until World War I and the start of the French Mandate in 1918.
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