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One of the most important differences among financial systems is probably the way by which firms’ extraordinary financial operations are organised and realised. In this respect, as recent literature points out, financial systems are relevant in order to shaping, at least to some extent, various corporate governance national models
. Above all, firms need financial intermediaries during the most difficult phases of discontinuity in their life cycle, such as crisis, merger and acquisitions, changes affecting their major shareholders or management, active or passive takeovers, critical readjustment processes to contrast dramatic environmental changes (for example, typically, technological/product or market changes)
. Under these circumstances, financial intermediaries enable firms to overcome such a difficult phases assuring them long term resources and stability, both in their capital structure and management. These functions are generally exerted by financial institutions whose main characteristics can vary according to the specific functional and regulatory structures of the national systems
. From this point of view, it does not matter whether the financial system is a market oriented or a bank oriented one: Market and bank oriented financial systems
 have broadly the same functions, even if they act very differently and, indeed, they reach non homogenous degrees of success in providing resources to the economy, both to micro- and to macro-levels. Even though along different ways and methods, both these systems need special intermediaries for attaining a more efficient functioning of markets and firms
.

1. Considering the issue of the specialisation of portfolio of skills

These banking intermediaries had their particular traditions and features. They evolved over time according to practices, scope, and techniques in the United States, in Great Britain and in Continental Europe. The range of functions has been historically exerted by New York “investment banks” in United States, London “merchant banks” in Great Britain
 and “banques d’affaires” in France, while in the rest of Continental Europe had been generally attributed to universal banks – even if some Privat Banken did assume activities in investment banking (Oppenheim, Bleichröder, Warburg, etc.). 

A. In search of peculiar skills and networks

It is worthy to observe that, nevertheless, the role played by these institutions in the international markets – in order to finance international trade, underwriting foreign and domestic public debts, organising syndicates for equity issuing or structured financing, etc. – induced the formation, so to speak, of a common stock of knowledge and the sharing of similar practices and techniques.

Moreover, this process of sharing worldwide instruments and techniques had naturally been enhanced by the cosmopolite character of the investment and merchant bankers
. It may be enough to remember, for example, that a German merchant banker, Paul Warburg, was the real promoter of the Federal Reserve after the 1907 crisis and of the Glass Steagall Act during the Great Depression
, or similarly, after the second world war, that a French banker, André Meyer, was a prominent figure of the New York scene
 until the 1970s and almost in the same period a German banker, Sigmund Warburg, was a leading and innovative London banker
. A number of investment and merchant banks have had a typical transnational origin, structure and history: the Rothschilds had a five-countries structure from the early nineteenth century, being present in Frankfurt, Vienna, Paris, London and Naples; the Morgans operated on the two sides of the Atlantic with J.P. Morgan in New York and Morgan Grenfell in London; similarly, the Lazards were established in New York, Paris and London; the Warburgs were based in Hamburg but had strong personal links with the Kuhn Loeb of New York and, after the second world war, S.G. Warburg became a brilliant operator in London; from the beginnings Paribas was three based in Paris, Amsterdam and Bruxelles
.

Investment and merchant banks were generally independent intermediaries in financial systems in which a credit specialisation principle is affirmed. Otherwise, universal or mixed banks played more or less the same role vis-à-vis financed firms by relating to them along side the position of a “Hausbank”, according to a scheme of long term inside relations: according to some scholars, this kind of scheme was more effective in promoting the long run growth of industrial firms through a better screening and monitoring of the borrowers
. Our study has therefore to determine why and how these networks of relationship were more developed and active by the investment banks than by the commercial banks, why they were more able to confront the asymetry of information about projects requiring huge amount of middile and long term money, although the commercial banks did practice “industrial finance”, e.g. intensified their relations with a core of key entreprise clients and accompanied them on the long run for their banking and financial needs. Why did the process of “specialisation”
 take shape in several countries on several periods and led to a somewhat binary
 division of tasks within the banking system? For instance in Britain, commercial banks
 enlivened their own deposit banking activities instead of competing directly with merchant banks. Even in West-Germany, the decline of the PrivatBanken in the first third of the 20th century
 was followed in the 1950s-1970s by the emergence of mixed banking
 with a large part dedicated to “banque d’affaires à la française’”, that is a mixture of commercial banking and investment banking – even with actual proprietary investments in the equity of large customers
.

We have therefore to endeavour a process of “disaggregation” of investment banks’ portfolio of skills in order to gauge their key specialties; using present models of analysis of banking activities, we should be able to determine how much difference appeared in the past between investment banks and commercial banks, what was the degree of specialisation for each key sector of activity. Did investment banks assume a key role in the structuration of the economy of their country and thus assume a “historical function” within its banking system? What was their “historical usefulness” or even “necessity” as a leverage to growth and as parts of the financial machinery? As tools or lubricants to help money to “circulate” (from piled up assets to investing facilities or to financial markets) and to be “transformed” (from short term cash to middle and long term investments)?

Specialised investment banks became main developers of the banking system, owing to the transformation of “ancient banks” into “modern banks” ( French maisons de Haute Banque joining into Paribas or Banque de l’union parisienne; British merchants banks into investment banking busines, etc.) or institutions created from scratch thanks to financiers and institutional investors – like Italian Mediobanca.

	Towards a process of “disaggregation” of investment banks’ portfolio of skills: A first assessment of specialisation

	Managing the primary market
	· issuing and underwriting (as co-lead-managers of syndicates)

· brokering equity and bonds

· assessing the market’s ability of absorbing fresh financial paper

· committing insider trading

· buying the financial press

· negotiating with the state

· entertaining networks of family merchant banks, etc.

· managing special relationship with a fexw states for bonds issuing

	Managing the secondary markets
	· Trading on equity and bonds

· Managing of speculative trends, etc.

· Managing discreetly emerging bids or counter-bids operations

· Lead-managers of syndicates helping to maintain the value of the equity of enterprises as customers

	Money markets management
	· Managing debt assets and liabilities for customers (with rates risks); swaps of debts

· Forex (with exchange risks), swaps of currencies

	Assets management
	[Linked with the above sectors]

· Proprietary management of assets

· Assets management for institutional investors (insurance companies, retirement funds, etc.)

· Development and management of real estate assets

· “Research” (financial analysis) and economic studies

	Wealth management (“private banking”)
	· In favor of family business, of well established fortunes, of rich managers, etc. 

· Managing inheritance processes within privately-owned companies

· Managing (blinded or not) investment trusts

	Tailor-made advice activities
	· Mergers and acquisitions advice

· Managing bids

· Conceiving structured financement: project financing (huge equipments, plants, ship then planes, etc.)

· Conceiving syndicated credits

· Advice in “haut de bilan” operations, banking engineering

	Financing innovation
	Raising funds to finance:

· start-up companies

· innovative specialised credits units

· companies involved in industrial revolutions

	Investing in companies’ capital
	· Practicing industrial finance for proprietary investments [see above]

· Stabilising the equity of partner companies and being part of their stakeholding

· Managing financial groups, with industrial and services “partners” or almost “subsidiaries”

· Helping investors to become stakeholders in companies (today: “private equity investments”)

	Sustaining internationalisation
	· Managing Foreign Exchange activities

· Networking the City (then also in New York or in Asia)

· Financing and managing the spreading of banking managerial skills on emerging banking markets (Central Europe, colonial areas, Latin America, Asia, etc.)

· Project Financing [see above]

	Taking part to classical corporate commercial banking, but with trends towards:
	· Financing commodities trading

· Structuring credits for export or import

· Conceiving middle and long terms credits


B. Towards the end of investment banks?

The last dramatic surge of government intervention in financial regulatory architectures both in Europe and in the United States, from the mid-1980s, is considered favouring a process of “convergence”
 in financial systems towards a common model within which markets are quite relevant and universal banking substitutes credit specialisation principles
. The very foibles of investment banks as ”pure players” are their lack of financial surface, which prevents them to take part to the recent “rallies” in favor of direct investments, to huge credits or to large issuing. But they can adress this wekness through alliances, for instance that of French Rothschild and Dutch Abn-Amro for the activity of issuing equity on the primary markets or similarly that of Lazard and French Savings Banks (Caisses d’épargne).

Conversely to this integration move between investment banks and commercial banks, a surprising evolution tok shape at the turning point of the 2000s. Whilst large “universal banking” institutions prospered (with the motto: “one stop shopping”, to lure all customers for all banking activities at a single institution), a fresh trend promoted small “boutiques”
, where vip in the field of investment banking and M&A refurbished the business model of “banque d’affaires” or merchant banking: little houses alongside partnership statutes asserted their will to find out “niches” among big banks, to practice fine tuned advice, embeddedness, relationship management, etc. One leading boutique became Bryan Garnier, both in London and Paris; French Aforge Finance, which started in 1995, became allied to the ancient (since 1789) German PrivatBank Sal-Oppenheim in 2006; French Toulouse et Associés has just joined Italian Banca Leonardo in 2006, set up par an ex-partner of Lazard; and the little Bucephale Finance reached the fifteenth. Even the Lazard and the Rothschild groups restructured their organisation alongside worldwide (for the former) and Europeanised (for the latter) schemes and re-founded the business cycle of their history, that is tried to imagine a role in the new globalised banking economy.  And the tycoon banker Joseph Parella has just re-set up his own house, Perella Weinberg Partners, to re-invent investment banking and focus on M&A.

This need for “immediate contacts” and tailor-made advice was also expressed within big banks themselves: in numerous entreprises, the investment banking unit (“cib”: “corporate & investment banking”) had to be restructured, post to be reshuffled because the action revealed more and more that customers where disappointed by big “banking industry”. On one side, they expressed their desire to be in touch with senior correspondents able to gather the whole forces of the bank at the service of the client, to act as a senior advisor leading specialised teams, the skills of which are to be dedicated to the client and not only to the revenues flows enriching the specialised unit. The draught for senior advisors or bankers is thus a sign that “merchant bnaking” organisations are to be re-created within big universal banks and that the business model of “cib” is still to be defined efficiently. The common failure of commercial banks to integrate the merchant bank which they purchased in the 1980s revealed the huge difference in corporate culture and day-to-day practices between them: Deutsche Bank endure harsh difficulties to master its London sister-bank Deutsche Bank-Morgan Grenfell, and Dresdner Bank durably missed the chance of a happy convergence within Dresdner Bank-Kleinwort Benson (before merging it into Dresdner Bank-Wasserstein Parella), and Abn-Amro still struggles to develop Abn-Amro-Hoare Govett.

Second, the key managerial problem lays with the lack of synergies – conversely with the “cross-fertilization” phenomena which has been the rule within investment banks, through the art of relationship of senior partners – between the various units of the universal bank, which tries to explorate some relevant business model able to promote the key elements of its portfolio of skills and to cemente some kind of Hausbank business model, where the client could pick up every services required, owing to the best combination of specialists in each banking activity, in the name of “solutions”, the fashionable term meaning how much enterprises in services (here, in banks) are able to comply with the whole range of needs of their customers and to to adapt and to combine services as if the client was a unique one. Throughout the 1980s-2000s, Crédit suisse was submitted for example to frequent tensions between its commercial banking institution and its investment banking subsidiary, Crédit suisse First Boston, before both merged in 2005-2006: Its “chief executive hopes to end infighting at the bank by bringing the investment private banking and asset management arm closer together”
. Last, numerous investment bankrs are truly “strong characters” who do not bear durably the administrative inertia of big banks’ organisation and systems of report or control, where they feel to lack leeway; this led frequently, throughout the 1990s-200s, to an obvious unstability within investment banking departements of large European banks and to constant reshuffling at their top, because “stars” changed from bank to bank, far from the faithfullness and partnership qwhich symbolised investment banking houses in the 19th and 20th centuries...

Of course, in this case, investment banks as independent institutions are disappearing, but there is still a strong demand for investment banking as a variety of functions whenever merger and acquisitions, take-overs or underwriting syndicates are pursued and organised not only at a national but at global level. On the other hand, more realistically, we may consider this evolution not as a “one way process”, but as a sort of hybridisation of the two main models which had been more clearly distinguished up to recent times. Further, many facts suggest that institutional diversity can still influence the structure and the functioning of national financial systems: regulatory schemes, stock market efficiency, firms’ size, ownership structure and corporate finance are different, for instance, in developed and emerging economies
. The history of investment banks or investment banking might well therefore avoid “its very end” because the necessity of some special relationship between senior bankers as advisors (and co-investors) and entreprises as customers of services and financial “solutions” is still an issue. 

One key consideration lays also with competition; the more investment banks are becoming universal banks, the less big enterprises tolerate a shortening of competition alongside each type of activity: they still often wish to get advice from some investment banker and credit from another (commercial or investment) banker; they hope to get from their banker an independant financial advice owing to research teams which might be unpolluted by pressions exerted on some equity by traders within the same bank, which explains the thirst for “China walls” within the bank or their use to share their orders for “solutions” among several bankers, big or little, which opens windows of opporunity to small investment banks.

From the 1990s the other challenge to European investment bankers came from their us competitors; the American deregulation in practice and then through a new law had been preceded in fact by an internationalised move
 which transformed us bankers into global players of mixed banking. Their breakthrough on the European M&A markets has been spectacular, as seen on this table, which indicates that six American globalised banks are leading European M&A operations:

	Classification of banks involved in European M&A in the first half of 2006

	Ex-investment bank
	Ex-commercial bank
	Total value of the deals
	Number of deals

	
	JP Morgan
	326
	96

	
	Citigroup
	325
	92

	Morgan Stanley
	
	297
	88

	Bnp Paribas (merger of Bnp and Paribas)
	280
	51

	Goldman Sachs
	
	280
	77

	Merril Lynch 
	
	273
	53

	
	Ubs
	249
	80

	
	Deutsche Bank 
	229
	70

	
	Hsbc
	202
	39

	Rothschild
	
	202
	132

	
	Crédit suisse (which absorbed First Boston)
	169
	62

	Lazard
	
	168
	90

	Lehman Brothers
	
	154
	45

	
	Société générale
	109
	23

	
	Abn-Amro
	98
	44

	Source : Thomson Finance, in Les Echos, 28 June 2006, p. 35.


Their challengers have therefore to redefine their business model in order to resist such an offensive. But this us banks themselves are confronted to an immediate pressure to define more precisely their business model: besides Citicorp and its reatail and commercial banking basis, the main us investment banks are pondering about their evenues and profits, because a growing part is playd by direct trading on markes and proprietary investments on these markets, while a third activity has emerged as a powerful leverage for profits, private equity management, that is the management of investment funds all over the world which buy out companies to re-sell them several years later. This huge sources of profits have out-paced traditional investment banking activities (brokerage, issuing and underwriting, M&A) but are spurring concerns about risks management (for example at Goldman Sachs
). Everywhere therefore, today, the very business model of investment banking is being pondered... – which is stimulating for historians, which are questioning the relevance of a business model for each key period of a sectoral history.

C. A first glance at a starting research program

This leads to our present paper, which aims to present – along a comparative perspective – evolution and changes in investment and merchant banking in two European financial systems, France and Italy, during the twentieth century, from the 1920s-1930s and with a special attention to the post-Second World War period dynamics – as a bridgehead towards a program enlarged to other colleagues and countries. We intend to practice some anachronistic process, in order to follow a synthetic approach of the historical necessity of French investment banking, that is to scrutinize the present range of activities of the profession (see the table above) and to apply this scheme to past periods, down to the start of the 20th century; this will help us to understand the spread of the portfolio of skills which was dedicated to the French banques d’affaires in front of banques de dépôts. Our objective is to consider in which ways investment and merchant banking evolved in these two countries along the past century and whether they succeed or failed in financing and supporting large firms. After an irregular growth in the interwar, from the early 1950s France and Italy experienced a long period – almost a twenty-five year cycle – of high growth rates. Up to the 1970s-1980s French and Italian larger enterprises succeeded in all the main second wind manufacturing sectors (steel, automotive, mechanics, chemicals, energy) as they invested massively in production, distribution and organisational capabilities. As a most distinctive result, together with Germany and Japan, per capita income converged to the levels formerly reached by United States and Great Britain. Both economies have had a strong presence of the State owned enterprises in the industrial and in the banking systems
. After the oil crisis and stagflation of the 1970s French and Italian economies became more fragile in facing and reacting to changes in factor prices and technological upheavals. 

Probably, it is possible to attribute a part of responsibility to the financial system which has not been able to provide resources to new firms and emerging technologies. The relationship bias implicit in the merchant banking activities in Continental Europe has had some role in rationing credit to emerging entrepreneurs and sectors: indeed, a sharp contrast with the Schumpeterian attitude supposed to be the cornerstone of the banking activities
. During the 1950s and the early 1960s large industrial firms could finance medium and long-term investments essentially by self financing or, especially in Italy, through the domestic bonds market. From the late 1960s, instead, large firms needed more external financial support and French and Italian banking systems became to diverge: the first one modified its regulatory architecture in 1965, with a new banking law which allowed universal banks to operate, even if banques d’affaires – such as the most prestigious Lazard, Paribas or Indosuez – continued to exert their role; whilst the second one did not modify its fundamental banking law and long term finance was exclusively committed to the so-called “istituti di credito speciale”, such as Istituto Mobiliare Italiano (Imi) and Mediobanca, a well international linked institution and probably the only real merchant bank in Italy. Due to the lack of an effective market for corporate control, supporting firms’ long-term growth and dynamic efficiency was assured by these merchant banking institutions, through issuing bonds or equity capital, providing advisory assistance in merger and acquisition, consulting for long term strategic alliances (both for financial or production and technological goals), assuring ownership or management turn over vis-à-vis firms’ difficulties or crisis.
2. Two types of banking business model in the 1890s-1930s

The French banking business comprised already several tiers of banking types, and this variety favoured a to-be classical specialisation among deposit and commercial banking and investment banking. Conversely the Italian model had to be drawn up almost from scratch, which favoured a key role of mixed banking. But such an simplifying assertion has to be confronted to facts.

A. France: banques d’affaires between myth and reality

Investment banking was perhaps lagging in France in front of the City, as this one was the hub of worldwide financial operations and of globalised forex. But French companies helped the Paris marketplace to take part to this international economy
. 

a. The apex of maisons de Haute Banque

The heritage from the 19th century had not been dissipated at the turn of the century: a few maisons de Haute Banque still were active; each one was in touch with grande bourgeoisie and aristocratie and provided them with wealth management services, owing to teams expert in the Stock Exchange. They took part to the “clubs” set up around big banks to get shares of the issuing and underwriting operations and to broker them among their wealthy clients. Some of them asserted advantage edges or more specialised profiles in order to reach better ranks and shares in these clubs; Neuflize
 got access to a good knowledge of Latin American business and of some French railway companies; a few ones (for instance: Camondo) were inserted within networks extending to Central and European marketplaces; a few ones (Gunzburg, Hoskier
) were dedicated to Russian affairs, because of their proximity to the tsarist business circles and to the Court, or also to German bankers active in Eastern Europe; the Cahen d’Anvers were of course more opened to Brussels business. But no one had special access to the City or to British merchant banks, and only one was founded to focus on Transatlantic affairs, Schlumberger, in the 1920s, with links with fortunes in Alsace or in textile and mechanics.

Several houses mixed assets management and underwriting because they had godfathered insurance companies from the 1830s and staid their financial intermediaries on the Stock Exchange, either for primary or for secondary operations, especially for the State stock; this protohistory of institutional investment constituted  key outlets and almost ‘captive markets’ for merchant bankers (owing to their influence on the boards of the insurance companies). We can imagine that some links were established between bankers, insurers and real estate developers, the first financing property projects set up by the latter, the second purchasing such estates for their long term investments – but we lack studies thereabout.

Markets activities were commonly practiced by Haute Banque – even if we lack details. The role played by Rothschild on the precisous metals markets is well known, especially for gold, owing to the links withe N.M. Rothschild. But some houses were key participants to forex markets; this explain the first rank of Lazard frères, which was suddenly revealed in the 1920s, when the house became the instrument of the State to set up loans in dollars from us banks. Such houses were far more agile than big banks, and they could use trading for inner speculation which was excluded from the drastic practices of control of the large organisations. But we still lack details about the financing of commodities trade.

Proprietary activities predominated more and more in parallel, for the sake of the bankers’ family fortunes. Large houses developed the valuation of their own financial portfolio, either in favour of the family wealth, or for the assets of the partnership as a whole or as an institution. They became “financial compagnies”, that is banks managing durable investments as strategic stakeholders, and no longer as mere short-term investors. First eclipsed by big deposit or investment banks, Rothschild found its renewal through the management of important stakes in companies. They kept their original part in the Compagnie des chemins de fer du Nord (a railway company linking Paris and nother France and Beligum), the more prosperous one in France; from the 1880s they diversified in mining investments, mainly in New Caledonia (Le Nickel) – but we lack a precise study of the Rothschild in the 20th century
. The recovery of Mirabaud
 was sustained by large investments in mining, first in Eastern Europe (Bor, in Yugoslavia), then overseas in the French empire. Thourgh such activities, these houses got somewhat the profile of investment banks or banques d’affaires; but their dimension staid far behind that of large banques d’affaires. They had no capital enough to face huge risks in leading business in emerging sectors; they could not gather enough “trust” among institutional investors or family wealth managers because they could not provide equity guarantees or counterparts – and this explains that, for instance, Demachy-Seillière
 joined the Wendel influence in the 1910s-1920s and became its in-house bank for several years.

b. The structuration of the banques d’affaires à la française
This explains the consolidation of banques d’affaires à la française or French investment banks, an almost perfect case of far-fetched “mixed banking” or “industrial finance”. The first issue lays with the business model of such institutions: who provided and structured it? We still miss a relevant synthesis about the “Crédit mobilier business model” which had been dispatched throughout Europe despite the collapse of the Crédit mobilier itself in 1867; the very fact that the Crédit mobilier-type was commonly used among bankers from the 1860s to the turn of the 20th century means that they conceived, even if not as a concept, that such a bank mingled mixed banking and banque d’affaires à la française, alongside a new model to be practiced in “emerging countries” (Italy, Russia, Austria). It is now well known that the leading model had been truly the Société générale de Belgique (Sgb) and its mixed banking profile from the 1840s-1860s; but because Crédit mobilier had been founded in partnership with several Paris merchant bankers paved the way to the key process which led to the creation of Paribas in 1872, then of Banque de l’union parisienne (Bup) in 1904. Both were first “clubs” of merchant bankers (and industrialists) wishing to change the scope of the Paris marketplace and of its banks one one side to meet the standards fixed by the City for issuing and underwriting and and one the otehr side to adapt to the size of modern big enterprise. The growth of both banques d’affaires was therefore due altogether to an organic development of expertise and business, and to opportunities sustained in common with the informal club of merchant banks, from Paris, then also, more and more, from other countries (mainly Belgium, Netherlands, Britain, but also some German and Italien intermediaries, etc.).

Wealth management was at stake because such banks added to the classical clients of Haute Banque the fortunes of recent businessmen from industry and services or the one of traditional upper classes which transferred assets from rural estate to urban property and financial assets. This explains the growing part played by both banks on the Paris Bourse secondary market.

But Eric Bussière
 has well reconstituted how Paribas became one key actor of the primary market, as the main signature for numerous syndicates of issuing and underwriting; its very size (capital and reserves, as a large quoted joint stock company) and the capital of trust provided the missing stone to the building of an investment banking system; but its corporate culture was also more and more that of an investment bank, that is rich with networks of relationship. Embeddedness processes were constituted not only in Paris, but in Brussels
 and Italy, then also in Central Europe, because its teams mixed managers and banquiers d’affaires, able to attend the business clubs all over Europe (Swiss Edouard Noetzlin, at the end of the 19th century; Horace Finaly
 in the interwar, for example). Forr each decade a few dozens of juniors and seniors were thus well introduce in business circles and promoting the interests of their banks. They acted as un-hierarchical circles within the organisation, as almost senior partners, even if they were statutorily employees. And, besides their wages, they were paid alongside immediate gifts provided by their successful contracts: parts of the issuing, thus with gains after the quotation; insider trading was also a common practice up to the 1960s every time an operation was planned.

Industrial finance was at stake, either to promote innovative projects and finally issuing operations, or to develop in-house proprietary investments. The model of banque d’affaires à la française was profiled from scratch by Paribas, but somewhat as a competitor to Sgb. The missing point is that archives do not really precise the strategic issues and arguments, alongside our criteria of business history or following the famous “Harvard model of strong and weak points”... which leads to mere hypothesis. The key advantage edge of Paribas was that it set up teams of engineers and experts which tackle project financing activities: measuring the technical and financial feasibility of industrial, mining, public works projects; assessing the future of transforming stakeholding into quotation; determining profitability. Such process had already been followed by Haute Banque houses (in railways, for example), but with far less capital of expertise. Such an intellectual organisation allowed Paribas to seize the opportunity of the second industrial revolution and of its large companies and projects (in steel, engineering, new sectors of energy, new aspects of mining or railways, etc.). 

The difference with Crédit mobilier laid precisely with the dimension of this capital of expertise, with teams much more developed and structured that those at deposit banks Crédit lyonnais and Société générale, where the issuing and the quotation processes were more at stake than the primary developments themselves. Crédit lyonnais and Société générale had suffered hard disappointments in their attempts to live as mixed banks
, the first
 in the 1860s-1880s, the second
 in the 1860s-1900s, and both had to fold back their direct involvement in industrial finance. Both maintained anyway business links with British merchant banks or financiers through a specialised branch in London
, and they specialised in commercial banking
 and, for finance, on the brokerage of equity and bonds. 

But banques d’affaires asserted their specialty, either Paribas or Banque de l’union parisienne (Bup)
. Differences laid first on the type of managerial structure: far from the more and more heavy managerial organisations at big deposit banks, Paribas set up senior and junior teams which were resilient enough to react quickly to opportunities and, moreover, to get in direct touch with (family or not) businessmen. But they kept their links with merchant bankers as co-bankers and as institutional investors or leverage to wealthy individual or to institutional investors, to take part to financial proposals. Such a big investment bank altogether met the new standards of big corporation and preserved a lean and flexible modus operandi. 

Second the differences were to be found in the ability to run informal networks of bankers all over Europe, thus overtaking massively the deposit banks. They used them as antennas to pick up information about future and present business, among industrialists and civil engineering firms, in order to anticipate on projects and start consulting possible investors or lenders. Because of the circles of merchant bankers all around them – Paribas staid close to the type of family bankers and financiers who founded it; Bup itself was some kind of a co-operative in favour of a dozen of Haute Banque houses – and of the industrialists who attended their commercial banking activities, they were able to get a direct access to the market of information. And the more their creditworthiness and trust grew, the more project-starters came to them to ponder the feasibility of financing operations still in limbo. Because of this growing portfolio of skills and because the financial ‘standing’ of both big investment banks was reinforced through the 1900s-1920s, they became informally co-leaders of the French banking system, reshaped alongside a new division of tasks, with investment banks conceiving and leading syndicates for large projects. They sold their signature, their guarantee and often their own investment in these projects. Some kind of focus occurred: Paribas oversaw developments Morocco and Madagascar, Bup in Algeria; both were active in Latin America before WW1 and in Central Europe
 in the interwar. Within France itself, both banks competed to co-conceive and finance projects in emerging oil
, electricity and gas companies; Paribas also focused on steel and metal industries. But both met limits in their influence in face of industrialists (and sometimes the State economic circles), who led the game because of their mighty capital, cash flow, engineering expertise and pressure groups; Éric Bussière demonstrated how limited were the initiatives of Paribas to initiate some attempts of “industrial rationalisation”
. But both banques d’affaires got numerous business relationship within industry and thus could develop their commercial banking activities, first collecting deposits from the availabilities of companies, then déveloping their lending activity. More than investment banking, corporate banking emerged in the interwar as the leverage of their contribution to French economy – which led the first basis of a “mixed-bank profile”.

The banques d’affaires took part to the internationalisation
 of French banks: before WW1 as co-actors with large deposit banks and merchant houses – because Société générale, Crédit lyonnais and Cnep were active either in Europe or, for the latter, abroad, for commercial banking operations – and in the interwar as sole actual international bankers because deposit banks focussed their activitity in the interior market. Beside forex and financial operations, the banques d’affaires were the main promoters of the comparative advantages of the French banking sector: they spread in several countries the capital of expertise piled up in Paris from the mid-19th century: Paribas accompanied Société générale to set up the largest deposit bank in Russia
 and led a few cases of mortgage bank in Central Europe, whilst taking part to Banca Commerciale Italiana in the 1890s; Bup and Paribas carried out retail banks in Greece
, in Rumania
 and elsewhere in Central Europe
 in the interwar, and Paribas took the control of the Imperial Ottoman Bank
 in 1923, when this one became a commonplace bank. Depoisit banks were internationalised through their customers, whereas investment banks acted directly on several European markets where they confronted British, German or Dutch influence. So many participations in direct, for little or larger chunks of the equity of daughter or sister banks, led to the growth of the financial portfolio of both banks; but influence was not mesured through such participations, rather through opportunities of business owing to these relationships, which entices to ponder the effects of such an opening towards foreign countries. In fact the return was expressed through commercial banking activities: forex, financing commodities trade, commercial import-export credit, short or middle-term re-financing of sister or daughter banks, etc. Such an assessment explains the second basis of the “mixed-bank” profile of Paribas and Bup in the 1920s-1930s. 

c. In search of a historical necessity for French banques d’affaires
This “mixed-bank” profile explains why the power and the historical necessity of the banques d’affaires can be questioned for these 1900-1930 years. They were original because they were not deposit banking, and praticed altogether internationalisation, mixed banking, and corporate banking. But their industrial influence might seem as a myth, because they did not really impulse large parts of corporate demography due to innovation
 nor of industrial rationalisation
; they could not become the leverage of the French economy, which relied heavily on the entrepreneurship, cash flow, equity, and initiatives of companies themselves. And through the crisis of the 1930s theyr were unable to take in charge the collapsing companies
 and to stabilise the productive system, all the more because Bup itself was on the verge of collapsing because of a crisis of illiquidity. 

One might pretend therefore that the very “historical necessity” of those banks were:

· the acceleration of the process of intermediation between wealth management and capital markets, a task which merchant banks were not solid enough to assume; 

· the acceleration of the constitution of a corporate banking sector able to face the standing of big companies coming out of the first industrial revolution and those cementing the basis of the second industrial revolution;

· and thus, a financial contribution – but among other partners: industrial or services groups, sometimes the state, etc. – to the structuration of big companies around innovative systems, especially in energy;

· a robust contribution to a new stage of the internationalisation of the French banking system through the promotion of portfolio of banking skills in numerous emerging markets;

· key intervention alongside corporate banking, financial holding and investment banking in a few colonial areas;

· a contribution to the life of regional banks as their “correspondent” in Paris for refinancing operations, forex operations, interventions on the Stock Exchange, and offers to broker chunks of equity and bonds in their local networks.

This helps to understand that, without any banking regulation before 1941-1946, a complementary system was set up between local banks, deposit banks and banques d’affaires. Here and there a few local banks had played some function of banque d’affaires
 as a source of middle-term funds, and mobilisation of the bankers’ networks among wealthy investors in favour of financing the equity of middle-sized firms or dispatiching “seed capital”; but they quite disappeared in the 1930s-1950s. Deposit bankers were often lured by mixed banking, and some experiences were still lived in the interwar, for example with Banque nationale de crédit
, which collapsed in 1931. But an untold division of tasks took shape where deposit bankers did practice intensively corporate banking and collected the assets of rich customers, but respected an unvisible wall for the large issuing and underwriting operations, and for some overseas colonial developments, leaving the way to banques d’affaires. There was less competition than complementarity – but we lack archives telling us how the various types of bankers perceived, explained, discussed this division of tasks and banking strategies. This explains why Société générale concluded a business alliance with Paribas between 1906 and 1920; or why the “tombstones” of the financial operations often mixed banques d’affaires and deposit banks as co-lead managers.

B. The long season of Italian mixed banks 

As a late comer economy Italy had not financial centres of relevance in the 19th century or in the first half of the 20th century. Looking at main macroeconomic indicators relating to the financial development – such as, for instance, the Goldsmith’s Fir – Italian economy suffered a relative backwardness until the Golden Age
. For this reason – essentially, depending on a demand side perspective – and for other reasons relating to institutional factors (legal system, culture and knowledge, etc.) there were not important investment or merchant bankers in the late Nineteenth century
. For every really important financial operations Italy needed foreign merchant bankers, such as Rothschilds or Hambros
.

Up to the Great Depression merchant banking in Italy was exerted by the two major German type mixed banks, Banca Commerciale Italiana and Credito Italiano
. These universal banks performed a number of functions we can consider comparable both to investment and merchant banking, almost in a broad sense, such as long term industrial financing, underwriting and placement of bonds and securities, quotation and listing, services concerning reorganisation of firms, consulting in merger and acquisition as well as in corporate governance, organisation and leading of syndicates
. According to some authors, especially Confalonieri, during the first phases of industrialisation Italian mixed banks operated as long term insiders by supporting industrial enterprises during the so-called big spurt between the late 19th century and the early 20th century, even if, in fact, they didn’t finance directly all the investments
. Following the very detailed reconstruction provided by Confalonieri, Peter Hertner concluded that the major mixed banks played a crucial role even if they exerted an indirect function if financing the economic growth. He underlined the relevance of the vast range of functions connected to merchant banking practices. In particular, from the late 19th century Banca Commerciale Italiana and Credito Italiano intervened in reorganisation of larger firms operating in heavy sectors (steel, shipbuilding, automotive, etc.) and in public utilities (especially, generation and distribution of electricity), took active part in the transformation of growing industrial firms, provided a timely selection of managers for enterprises in crisis, offered long term credits on an effective information basis. In sum, they acted as long term insider, i.e. hausbanks, in an industrial context characterised by a sharp structural change and a growing demand of external finance
.

Whether they were fundamental or not for the industrialisation process of this late joiner country
, Banca Commerciale and Credito Italiano appeared to be able to provide a broad range of credits and services to the larger manufacturing firms. They had an informative advantage thanks to their position vis-à-vis their industrial clientele. They were presumed to have better information of the real conditions of financed firms and for this reason, on the one hand, they could effectively screen among the demanding firms and, on the other one, they could efficiently monitor the borrowers as Hausbank afterwards
. Nevertheless, according to some critics of this system, such as Luigi Einaudi, a strong conflict of interest was expected to occur from this deep and intimate connection between banks and firms
. As a consequence the Italian banking system was rather stable during the phases of macroeconomic expansion, even if some specific or sector crisis could also emerge, such as the 1907 crisis or the steel producers débâcle in 1911
. These crises were overcame essentially thanks to the intervention of the Banca d’Italia, which organised and directed ad hoc rescue consortia constituted among the major mixed banks and savings institutions (such as Cassa di Risparmio delle Provincie Lombarde). In general terms, a bank oriented system of this kind needed a generous and flexible monetary policy, thus difficulties in portfolio value of the banks, essentially connected to cyclical recessions and the consequent downgrading of the borrower’s capacity, could be timely overcome through refinancing operations at the central bank
.

It is apparent that before the First World War Italian mixed banks were able to manage effectively their relations with the financed manufacturing firms. To monitor their industrial clients they created an informal system of collecting information based on vast networks of interlocking directors, the so called “fiduciari” of the banks which were appointed in the board of the financed firms
. These large networks of “fiduciari” were probably relevant in the shaping the typical merchant banking activities exerted by Banca Commerciale and Credito Italiano. They provided relevant and precious inside information from the board of the firms, even if they were not interested in managing directly the industrial side of those firms. Such a method, of course, needed a robust dose of trust for overcoming agent problems and information asymmetries between the bank and its borrower. Up to the early 1920s those networks probably worked sufficiently well and succeeded in avoiding relevant cases of failures in this kind of screening and monitoring system, even though two major banking crises occurred: in 1921 the Banca Italiana di Sconto failed and in 1922-1923 the Banco di Roma was rescued by the Banca d’Italia and the government
.

During these two decades a large number of merchant banking operations were realised by the two largest mixed banks: they generally succeeded in offering merchant banking services to industrial enterprises and, above all, in listing and quoting firms. The Italian stock exchange was probably the real cornerstone of a bank oriented system in which, yet, the financial market was necessary to reduce the most dramatic liquidity tensions of the banks’ portfolios. Banca Commerciale and Credito Italiano, together with other minor private bankers such as Banca Zaccaria Pisa and Banca Colombo & Feltrinelli, realised some ipos before and after the First World War. Moreover, they were able to transfer a certain percentage of risk from their portfolio to the market by transforming short term credits in long term liabilities of connected firms. Typically, whenever financial market’s conditions permitted such an operation, they transformed their formally short term credits in cheaper long term securities or bonds
. In the same period major mixed banks promoted also a high number of mergers and acquisitions. For these mergers mixed banks operated as de facto advisors by providing consulting and technical assistance. Among them, with any doubts, the most important one was the merger between two large electrical companies operating in Northern Italy, Edison and Conti, in 1926: through this merger, between 1925 and 1927, Edison almost redoubled its capital from 360 to 712.5 million liras and its total assets from 975 to 1,419 million liras
. Moreover, Banca Commerciale and Credito Italiano were able to offer technical assistance and international connections to the larger industrial firms – Fiat, Pirelli, Snia Viscosa, Edison –, which were looking for long term credits in the US financial market by means of the issue of bonds and securities
.

In these decades mixed banks were operating as merchant banks at least in other two areas of business. On the one hand, they took part to the consortia for the issuing of the more and more growing public debt during the war, after having done some experience just before the outbreak of the conflict with foreign public debt (for instance, Banca Commerciale Italiana was called to subscribing shares of Polish and Russian public debts). On the other one, they promoted alliances and cartels between firms operating in oligopolistic capital intensive sectors (steel, electricity, shipbuilding and steamship). The rationale of these choices was in the awareness of the main characters of the Italian capitalism as a late joiner economy: long term investments had strong constraints in a shortage of financial resources and a weak domestic demand. Thus, to achieve scale economies in capital intensive sectors it was necessary to avoid overlapping of projects of investment and reduce the number of domestic competitors
.

Alongside, they were able to operate also in the most important international financial centres, such as London and Paris, through their foreign branches and subsidiaries also before the First World War
. Thus, the two larger mixed banks – Banca Commerciale and Credito Italiano – succeeded in the internationalisation of their structure in order to offer a range of services and credits to Italian firms which had consistent export flows and multinational structure
.

After the post-war crisis major mixed banks – but, it must be said, another time again especially Banca Commerciale – engaged themselves in a rage to achieve the control of larger industrial groups. In particular, Banca Commerciale and Credito Italiano became the main competitors in the contest to control public utilities (electricity and telephones) and to obtain exclusive relations with their largest industrial customers. This implied a growth of relevance of merchant banking services and a dramatic increasing of their securities portfolios. From this point of view, as they enlarged these investment banking functions they get more and more directly involved in the ownership structure of their borrowers
. These relevant changes of portfolio’s structure occurred especially after the revaluation of the national currency in 1926-1927. After the sharp revaluation of the lira decided in 1926 monetary policy became consequently more and more restrictive and borrowers’ capacity more and more weak to such an extent that mixed banks suffered a devaluation of their portfolios. Strong deflation and subsequent depreciation of banks’ assets required a deep reorganisation of the headquarters. To manage these changes they needed adequate instruments and methods of risk management, so they created special departments in which they hired engineers and accountants with a practice of industrial firms. From the late 1920s Banca Commerciale hugely enhanced her merchant banking capabilities: the engineers and accountants of the Ufficio tecnico-finanziario and, after 1932, of Sofindit
 organised a series of technical and productive reorganisations of firms whose Banca Commerciale was shareholder
.

The changes occurred in the 1920s and the sequent crisis of the early 1930s modified the structure of the Italian banking system as depicted in figure 1. Major mixed banks had a relative decline after 1929, whilst specialised credit institutions entered into the scene above all after the State intervention decided in 1931-1933 in order to stabilise the financial structure. The decrease of the share of mixed banks (banks) on total assets of the system from 1929 to 1936 is equal to more than 10 percent (12,7 percent), only partially balanced by the increasing share of specialised credit institutions (sci) (6,5 percent): the decreasing share of the total assets of mixed banks is in fact balanced by the growing shares of specialised credit institutions and Banca d’Italia (issue) (after 1933) (see figure 1)
.

3. The apex of both systems of investment banking (1950s-1980s)?

The hypothesis could be some kind of “convefrgence” between both banking business models, even if in Italy decentralised structures (through Savings Banks) were more strong than in France up to the 1980s. In both countries specialised investment banks played a key role to finance the modernisation of the rapidly growing economy, either the “Trente Glorieuses” or the “economic miracle”.

A. The triumph of investment banks or banques d’affaires à la française 
This complementarity between deposit and commercial banks on one side and investment banks on the other side was asserted officially in the 1940s when laws, practices and the supervision from Banque de France (and official committees) enduced deposit banks to focus on ...deposit banking. The four deposit banks were nationalised to dedicate their operations to “general interest” (supporting state bonds and bills, first; financing reconstruction and modernisation, second), whereas the minister of Finance himself urged that banques d’affaires be kept private because they were the key tools of financing private business; one could have imagined a banking system with such a “business to business” specialisation, with corporate and investment banking attributed to banques d’affaires. But the historical functions of deposit banks did include in practice corporate banking, and they emerge as key players on that field, either for middle-term credits, export-import loans, or internationalised business: for instance, in the Ussr, Crédit lyonnais and Paribas were both competitors
. How could we therefore determine the historical functions of banques d’affaires and their specialties? 

Let us precise beforehand that the three main actors (Rothschild, Paribas, Bup) were joined by fresh participants: Banque de l’Indochine
, which rapatriated capital from Indochina in the 1950s to develop investments in France itself; Banque de l’Union des mines (with cash from indemnities paid by the state after the nationalisation of collieries); Banque de Suez (financed by Compagnie financière de Suez
, thanks to the indemnity paid by Egypt after the nationalisation of the canal and to reserves piled up from the 1930s); both merging into Banque de Suez & de l’Union des mines in 1966, before this latter joined Banque de l’Indochine in 1974 into Banque Indosuez
. But Bup, one time controlled by Suez, was purchased by Paribas in 1972 and its investment banking activities merged with those of Paribas.

The historical functions of banques d’affaires seem to be either classical and innovative. Classically they stuck to internationalisation: thanks to its team of senior corporate and investment bankers, Paribas was a leading force in imagining and financing engineering and industrial projects abroad (for instance in Latin America)
, in supporting mining developments in freshly independant African countries and in accompanying Total-Compagnie française des pétroles through its worldwide expansion; or Bup found outlets in accompanying German companies in their expansion in France. Their portfolio of skills comprised this high technicity in project financing, in large corporate syndicated loans, in forex operations. More and more they needed resources to face such needs and this explains why they extended their deposit banking activity, before purchasing in direct deposit banks (Compagnie algérienne de banque et de crédit for Bup
; Cic for Suez; Crédit du Nord for Paribas) to get access to their availabilities.

Anyway a few “revolutionary” trends enriched the specialty of banques d’affaires in front of commercial banks. 

· They became the key promotors in France of innovative types of credit; because of their statutes, of their ability of refinancing, and of a few pushing juniors, they supported emerging banks dedicated to “specialised credits” (housing credits, credits for consuming goods, leasing operations). Lazard, Bup, Paribas, then also Suez godfathered arrays of specialised sister and daughter banks, some of them later on grouped under Compagnie bancaire
 (for Paribas) and Compagnie La Hénin (for Suez). They contributed decisively to the enlargement of the range of banking products offered to companies and to consumers, and to the structuration of the “society of endebtment”, in favour of the function of banking intermediation.

· Second, they took in charge partly the challenge of the modernisation of French firms. They constituted and reinforced teams
 of juniors and seniors in investment banking (financial advise and engineering, M&A, equity operations, syndicated loans, etc.) which got associated with State economic circles and big companies’ managers to transform the structures of the economy through mergers, overpassing lagging baronies resisting rationalisation: influential managers by the firms and convincing investment bankers – helped by their teams of junior and senior engineers and financiers as task forces, well inserted within French capitalism and closely linked with the State (the Treasury, the minister of industry – contributed to the move towards a more efficient French capitalism, able to resist European or moreovers us multinational firms – in several sectors like steel, engineering, energy equipment, insurance, food, textile, mechanics, publishing, etc. Somewhat later the Warburg in Britain, Lazard
 initiated the first French bid in 1964, and investment bankers became key actors of the bids which succeeded in accelerating the process of concentration. 

· Third they took in charge a decisive mission, that of stabilising the ownership of big companies which left family capitalism or got out of the protecting cartel system which had hindered offensives for decades. Bids were threatening all the more that the culture of capitalism was slowly but actually evolving from standards where borrowing predominated to finance growth and investments, towards a more developed role of issuing equity on the Stock Exchange. The boards were looking for allies to stabilise the ownership and the strategy of their firm, and, for a few decades, investment banks assumed this mission. For instance, Suez helped Pont-à-Mousson (steel and pipes) to evolve from family business – families issued from the founders were ousted in favour of the management – to managerial business through purchasing part of the equity, and such a process of evolution from one type of capitalism to another occurred in a few dozens other cases in the 1950s-1970s, with the support of banques d’affaires (for instance in 1980 at Schneider, a steel and engineering group, with the help of Paribas). Another process was to stabilise equity around faithful institutional investors and investment bankers: when Suez-Bsum and Bup defeated Paribas in the name of Saint-Gobain against Bsn (glass industry) in 1969, Suez became a stakeholder in Saint-Gobain and favoured the merger between Saint-Gobain and Pont-à-Mousson, and was crowned as “godfather” of Saint-Gobain-Pont-à-Mousson – this one being on its side a stakeholder at Suez. “Roundtables” of friendly stakeholders were set up by banques d’affaires to accompany the growth of favoured firms; circles of influence were thus drawn up around Paribas, Suez, Lazard, Rothschild, Banque de l’Indochine, etc. This led to financial institutions which were then called “groupes financiers”
 (finance groups) and were key elements of a stage in the metamorphosis of French capitalism, the trend towards big quoted entreprises opened to internationalisation. 

B. State intervention and credit specialisation: The Triumph of Mediobanca (1930s-1980s)

In 1936 the new Banking Law introduced a sharp credit specialisation and a severe separation between banks and industrial firms. Moreover, since the crisis imposed the governmental intervention from 1932-1933 in order to realise the rescue of all the three mixed banks (Banca Commerciale, Credito Italiano, Banco di Roma), an almost totally public banking system emerged as a consequence. The law assumed that long term financing of industrial and infrastructural investments should be completely attributed to public special credit institutions (the so called “istituti di credito speciale”), such as Imi (Istituto Mobiliare Italiano), Crediop (Consorzio di Credito per le Opere Pubbliche), and Icipu (Istituto di Credito per le Imprese di Pubblica Utilità)
. They financed industrial and public utilities enterprises on long term basis (loans of more than 10 years and, usually, of 20/25 years). In the long run this group of financial institutions became quantitative relevant just after the crisis, but, in a special way, after the first phase of the Golden Age, when significantly diminished the self-financing possibility of the Italian large manufacturing firms and the domestic bond market appeared no more able to offer enough resources (see figure 2)
.

After the Second World War the Italian banking system was characterised by some main features: 

· because of the Banca d’Italia regulatory intervention an increase of national-wide banks occurred with a parallel diminishing share of the former mixed banks as a consequence; 

· short term commercial banks lost the direct monitoring of firms’ financial flows after the widespread of the so called multiloans practice (a firm could obtain credit from a large number of banks); 

· moreover, long term investments were attributed to specialised credit institutions such Imi or Mediobanca which didn’t have the possibility of monitoring firms’ financial flows. Thus the banking system did lose, to a relevant extent, the access to reliable information vis-à-vis industrial firms’ activities and perspectives, both for the ex ante screening and the ex post monitoring
. As a consequence, we can argue that the system was not able to have a proactive role in financing the growth: such a relationship banking system could offer resources but not efficiently overcome information asymmetry and restrain free riding attitudes when they were emerging
.

Which institution was able to play investment and merchant banking functions in such a frame? Long term credits to large firms for infrastructure (for instance, construction of motorways) and public utilities (typically, telecommunications) were supplied by major specialised credit institutions: Imi, Crediop and Icipu
. Imi played also a relevant role in long term financing manufacturing large firms. Hardly enough, yet, we may attribute investment banking activities to this group of institutions. The only institutions to which we may attribute such a kind of functions, together with merchant banking functions, was Mediobanca (Banca di Credito Finanziario), founded in 1946 by Raffaele Mattioli and Enrico Cuccia
. In the decades after the second world war Imi and Mediobanca were undoubtedly the most important institutions of this groups, even if, on one side, the group experienced a dramatic increase of units from the 1940s and, on the other one,  they had a decreasing trend in credit intermediation. Imi was quite relevant during the reconstruction because it intermediate the funds of the Marshall Plan and afterwards because it became more and more involved in the chemical industry until its crisis in the very early 1980s (see figure 3)
.

Apparently, Mediobanca had a minor role, but just if we look at its quantitative size. In fact, if we consider also the wide range of functions it played, it emerges as a sort of cornerstone of the Italian financial architecture. In particular, Mediobanca was managed by Cuccia in such a way to becoming a very necessary advisor of all the large industrial groups. After 1955 Mediobanca became the only real merchant bank operating in Italy, an unique institution for its contribution to the stability of the major firms’ capital structure. Amidst the most relevant merchant banking functions Mediobanca has been able to exert, up to the early 1990s, a core of important functions in order to providing the long term stability of ownership and management. According to the tailor’s made principle, for every firm or operation Cuccia used to study a special solution and give a tailor’s advice. This type of niche market supply and relationship banking was based on high standing capabilities and expertise. Thus, even if Mediobanca has been supposed to be a monopolist, in fact it has really been the only merchant bank able to provide such a kind of services to large industrial firms and groups. It is enough to observe that, even though Mediobanca was formally a State-owned enterprise (by the way of Iri and its controlled group of “banche di interesse nazionale”, Banca Commerciale Italiana, Credito Italiano, and Banco di Roma), Cuccia became a convinced supporter of private larger industrial firms. During the severe stagflation of the 1970s, in which private firms experienced strong difficulties and eventually some major crises, Cuccia strenuously defended private entrepreneurs from the augmenting power and enlarging perimeter of the State-owned enterprises. In that decade Mediobanca organised and directed a large number of firms’ rescues and reorganisation by providing valuable financial consulting and acting as heads hunter: for example, in the mid-1970s Cuccia shorted Cesare Romiti for Fiat of Agnellis when the group was facing more and more difficulties and needed a reorganisation and rejuvenation of its management
.

Mediobanca was created as a mid-term credit institution in 1946: it should give credits from 18 months to 5 years according to its statute; any investment or merchant banking operations it was expected to do. After a long bargaining with Mattioli, Banca d’Italia, fearing a de facto overcoming of the credit specialisation stated in the Banking Law of 1936, obliged to enlarge the shareholding, initially formed only by Banca Commerciale, to Credito Italiano and Banco di Roma. From 1955, after about a decade of tight and cooperation with the Mattioli’s Banca Commerciale, Mediobanca widened its range of operations from mid term financing to investment and merchant banking operations. In 1956 Cuccia succeeded in enlarging also the shareholding of Mediobanca by realising an interesting strategic alliance with Lazard Frères & Co. of New Yourk, the brilliant merchant bank then leaded by André Meyer. In the same year Lazard, Lehman Brothers, Sofina, and Berliner Handels-Gesellshaft became minority shareholders of Mediobanca and, above all, constituted a syndicate with the three Italian ex-mixed banks and with Pirelli: even though private shareholders were minority shareholders, they had the same power in every decision process inside Mediobanca according to a secret agreement (or almost, non publicly known agreement)
.

From the mid-1950s Mediobanca was able to connect Italian firms with all the major international financial centres, even where those firms had their connections (this was the case, for example, of Fiat and Pirelli). Outstanding technical expertise and unique international connections were consistent competitive advantages. More over, Cuccia was particularly able in networking. In the second half of 1950s Mediobanca became the advisor for the project of construction of the Italian motorways and Lazard of New York was its partner. In 1956 Mediobanca organised and directed – with Lazard and Lehman – the issuing of securities of Fiat on us stock exchange market. In the same year Mediobanca supported the Italo-Argentinian steel producer Techint of Agostino Rocca in a relevant investment project launched by Lazard in the Middle East (Iran). With André Meyer, Cuccia organised also a number of strategic alliances in which were involved Italian firms: in 1962-1963 a joint venture, Monteshell, was created by Shell and Montecatini for operating in the petrochemical sector; from 1967 both Cuccia, advisor of Giovanni Agnelli, and Mayer, advisor of François Michelin, worked to a long term alliance – perhaps a merger – between Fiat and Citröen, unfortunately failed in 1973; in 1970 Cuccia supported an alliance between Pirelli and Dunlop with some good outcome until 1981. Above all, Mediobanca organised the most important industrial merger in Italy of the 1960s between Montecatini and Edison in 1966: unfortunately, Montecatini-Edison (lately, Montedison) was not a success story and Montedison, for some year the first industrial group in the country, experienced some severe crises during the 1970s and 1980s. In each cases Cuccia organised and directed the rescue of Montedison up to the last in 1993, as well as he did for Fiat in the early 1980s and in 1993
.

As an investment bank Mediobanca acquired strategic shares of the largest industrial firms from the mid 1950s: up to the late 1960s Mediobanca was shareholder of some assurance companies, such as Fondiaria and Assicurazioni Generali (Mediobanca is still the most important shareholder of this assurance company), and manufacturing firms, both private such as Pirelli, Fiat, Olivetti, Snia Viscosa, Montecatini, Cartiere Burgo, Loro & Parisini, and public such as Finsider, Stet and Italgas, as well as in some finance companies (Bastogi and Fidia). In the 1950s and 1960s Mediobanca realised also a vast group of service firms, operating in private banking and trust business (Spafid), in consulting (Progredi), accounting (Reconta, lately Reconta Touch Ross), in finance and trading (Tradevco Bank and Intersomer), and consumer credit (Compass). In the Italian financial system Mediobanca played with no doubts an innovative role in those decades through this specialised firms. Alongside, Mediobanca was up to the late 1980s the most important institution in structured finance, as well as in the primary financial markets thanks to its strong placing power: quite more than half of all issuing of securities in the small Italian financial market was organised and leaded by Mediobanca, even if Cuccia was not inclined to organise leverage buy outs or takeovers. Probably the most relevant exception was the takeover organised for permitting to Eugenio Cefis, chairman at Eni, to take the control of Montedison in the early 1970s
.

Which was the role played by Mediobanca in order to finance more innovative and dynamic industrial sectors? This is not a simple question. If we look at some rough data such as for instance those in figure 4, we have to recognise that Mediobanca didn’t play a progressive role in financing industrial sectors. But, if we consider that Mediobanca’s choices had followed – so to speak – the major national trends
, we have to explain this behaviour as a rationale one: in other words, Mediobanca has been particularly aware in screening its customers avoiding declining sectors, such as the chemical one, which in fact experienced a strong and dramatic crisis from the second half of the 1970s with consequence on Imi’s balance sheets. By adopting a scheme through which industrial sectors are aggregated by capital or technology intensity
, in figure 4 main trends in the Mediobanca’s credit portfolio are depicted from the late 1940s to the early 1990s. As is quite apparent science based sectors were rather relevant during the so called economic miracle and, from the second half of the 1960s, they sharply declined in Mediobanca’s portfolio, even if they maintained an interesting share (above the 15 per cent). While scale intensive firms were financed by Mediobanca more or less along the same long term trend (between 10 and 20 per cent), except during the 1950s. Over the last decades, instead, less technology or capital intensive sectors gained position (see figure 4)
.

Even if Mediobanca has not been formally a real monopolist, from the 1980s some institutional changes started to modify the financial context. From the early 1980s, after the severe crisis of the financed chemical firms, Imi was obliged to change its profile in order to avoid the collapse. Under this respect, by following a decision made in the mid 1970s, above all Imi developed credits for exports in a competition with Mediobanca, as depicted in figure 5. Then Imi engaged also itself in merchant banking activities through some firms such as Banca Fideuram or Sige. In the second half of the 1990s Imi became the second main financial intermediary, after Mediobanca, in some investment/merchant banking operations, such as share issuing: during the years 1995-1998 Imi operated as global coordinator for six share issuing and as lead manager for other three ones, while Mediobanca, the leading bank in this business area, was global coordinator for 18 and lead manager for six operations
. Nevertheless, Imi was not able to modify its declining trend in long term financial intermediation (see figure 1).

4. From crisis and decline to renewal? (from the 1980s)

The investment banking business model is facing harsh challenges in both countries because of the despecialisation of the banking system.

A. Strategic dilemma in France

Authors (journalists, economists) often denounced or praised such powerful banks
 and financial holdings, especially Paribas
. Lesser heavy groups also appeared, around insurance companies or tycoons’ holdings. All in all, some kind of domination by investment bankers seemed obvious, andn this explain the nationalisation of Rothschild, Suez and Paribas by the leftists in 1982: through them, they hoped to control huge sectors of French economy and thus accelerate the process of modernisation; but they were quickly disappointed, because they did not understand that a group mixing teams of advisors, engineers and investment bakers, a portfolio of participations, and circles of influential relationships were not enough to provide the real power within big services and industry firms, that of being able to deliver cash flow or to understand and handle the issues of restructuring the productive system alongside globalisation trends. The state tried to use its own public finance group, Caisse des dépôts
, to impulse some moves, but had to recognise that the economy could not be led by a few technocrats... The very nationalisation of Rothschild, Suez and Paribas dismantled their way of embeddedness into French capitalism
. But no political majority, even from the rightists, dear to assume (or to understand) the new trend of “open economies”, the “market-oriented” standards, the need of large providers of equity, and the move towards the influence of global players managing assets, institutional investors or investing (and even hedge) funds. Some rightists (in 1986-1988 and in 1993-1997) dreamed of reconstituting the French finance model where banques d’affaires were key actors but in touch with the state – but no one imagine to favour investment funds “à la française”, which left the market open to transnational funds. A long time (the 1990s) was necessary to start re-inventing new standards of French capitalism
; within this frame, investment banks were no more necessary because convergence favoured investment banking within “universal banks”:the time of banques d’affaires à la française had past, adn two symbols were given of that change: Suez got rid of its banking subsidiaries (sold to Dutch and French banks) to focus on utilities, and Paribas was purchased by Bnp
 in 2000.

B. The end of specialisation and the re-emerging of universal banking: The end of an Italian history?

If during the 1980s Mediobanca experienced some signals of emerging competition from new domestic and foreign investment banks, with the privatisation surge of the early 1990s its quasi monopolistic position was strongly reduced. This main change was the outcome of three main factors affecting the domestic financial system: 

· following European legislative activity Italian governments were obliged to revising the financial regulatory schemes, and, as a consequence, credit specialisation was gradually removed; 

· as a consequence of increasing public finance difficulties, a wave of privatisations hugely reduced the relative weight of State-owned intermediaries;

· and finally, the globalisation accelerated a process of increasing competition between financial systems and opened the domestic market to foreign financial intermediaries, especially those operating in investment and merchant banking activities
. The figure 6, for example, can help to illustrate some important outcomes of this change. Since 1993 Italian merchant banks played a diminishing role in an increasing number of M&A operations promoted by domestic firms, while Italian advisors were able to play some role in a growing number of M&A operations promoted by foreign firms in Italy, but with a rather sharp decline in the last 1990s (see figure 6)
.

Thus, from the mid-1990s Mediobanca has had to compete with a more and more high number of players. It is worthy to note that competitors were both domestic banks and foreign investment banks: as universal banking has been allowed since 1993 by the new Banking Law, ex-commercial banks realised their own banking groups, each one with its investment and merchant banking branches; while, almost in the meantime, foreign banking groups or banks entered in the Italian financial market for operating in investment and merchant banking. For instance, it was the American Merrill Lynch that advised Pirelli in its failed take over of the German tyre producer Continental in 1992-1993; while Mediobanca supported Pirelli group in the reorganisation afterwards. As well known after the Parmalat default in 2003, Citigroup and Bank of America were financing as long term insiders the entire group both for domestic and foreign needs, as well as were doing other European major banks Deutsche Bank, Barclays, Abn-Amro, Santander, and Standard Chartered Bank
.

The main trend in investment and merchant banking in Italy appears being traced towards the endless dismantling of domestic merchant banks. Nevertheless, some new actor are emerging in the last years and other ones are widening their range of business. In 1999 Banca Leonardo has been transformed in a merchant bank, now leaded by a young rampant banker, Gerardo Braggiotti, formerly director of Mediobanca and then partner of the French Lazard. Mediobanca itself is changing is profile, by enlarging its activities to related activities, such as wholesale banking and private banking, equity investment, private equity and venture capital, consumer credit and other retail financial services.

Conclusion

Still pending

Piluso’s graphs

Figure 1 - Structure of the Italian banking system, percentage of total assets (1870-1936)
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Figure 2 - Special credit institutions, as percentage of total assets (1915-1973)
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Figure 3 – Shares of Imi and Mediobanca on total industrial credit (1946-1991)
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Figure 4 - Total credits of Mediobanca, group of sectors, benchmark years (1949-1990)
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Figure 5 - Export financing by Imi and Mediobanca, (1975-1981)
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Figure 6 - Italian advisors in M&As, as a percentage (1984-1998)
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		Finanziamenti per settori*, in percentuale per anni benchmark (1949-1990) -  Classificazione di Pavitt 1984

		Anni Benchmark		1949		1950		1955		1960		1965		1970		1975		1980		1985		1990

		Scale Intensive Firms		10.5		6.5		3.0		7.0		18.0		11.2		12.0		16.2		16.9		12.4

		Alimentare		2.4		1.9		3.0		3.0		3.7		1.1

		Estrattive										0.1

		Gomma										4.5		1.5		4.2		3.0		1.9		1.8

		Legno e affini										0.5		0.1

		Metallurgia										1.8		2.4		3.0		7.8		3.8		0.5

		Minerali non metalliferi										2.6		0.3								4.7

		Olii minerali e gas										4.8		5.8		4.8		5.4		11.2		5.4

		Vetro e materiali refrattari		8.1		4.6				4.0

		Specialised Equipment Suppliers		23.5		21.0		18.0		26.5		26.4		17.8		15.1		14.8		21.3		23.6

		Meccanica, elettromeccanica, cantieristica										26.4		17.8		15.1		14.8		21.3		23.6

		Meccanica, metallurgia, elettromeccanica, cantieristica		23.5		21.0		18.0		26.5

		Science Based Firms		23.6		44.6		61.6		46.5		21.3		16.3		27.1		20.7		21.5		17.0

		Chimica e farmaceutica**		6.5		18.6		28.4		27.2		19.7		12.8		12.4		11.2		7.3		4.8

		Servizi pubblici (elettricità, telefono, trasporto, gasdotti)		17.1		26.0		33.2		19.3

		Telecomunicazioni										1.6		3.5

		Trasporti e Telecomunicazioni***														14.7		9.5		14.2		12.2

		Supplier Dominated Firms		39.4		26.5		11.8		11.6		17.0		13.9		25.6		29.3		23.2		43.8

		Carta e stampa				2.1		1.7		0.7		6.5		2.6		2.0		1.3		1.3		3.8

		Commercio										0.1		0.7		1.7		2.2		0.4

		Costruzioni edilizie****		2.5		3.3		1.1		0.7		1.1		0.5

		Impiantistica														8.3		10.1

		Impiantistica e opere pubbliche																		6.1		0.8

		Industria armatoriale		7.8		1.3

		Opere pubbliche										1.2		2.0		1.2		0.6

		Società finanziarie										2.8		2.9		4.1		7.5		11.4		37.3

		Tessili e abbigliamento*****		29.1		19.8		9.0		10.2		4.5		5.1		8.3		7.6		4.0		1.9

		Trasporti										0.8		0.1

		Altre industrie		3.0		1.4		5.6		8.4		17.3		40.8		20.2		19.0		17.1		3.2

		Attività varie										6.2		6.4		0.3						0.1

		Estero										10.3		34.0		18.0		17.9		9.0		1.9

		Industrie varie		3.0		1.4		5.6		8.4		0.8		0.4		1.9		1.1		8.1		1.2

		Totale		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0		100.0

		* I dati non sono aggregati per settori in modo omogeneo per l'intero periodo

		** dal 1965: chimica

		*** nel periodo 1985-1990: trasporti, telecomunicazioni, energia elettrica

		**** nel periodo 1949-1960: industria edile e delle bonifiche

		***** nel periodo 1949-1960: tessile

		La ripartizione settoriale dei finanziamenti arriva sino al 1990 per mancanza di dati disaggregati successivamente a quell'anno

		K. Pavitt, Sectoral patterns of technical change: Towards a taxonomy and a theory, in “Research Policy”, a. 1984, n. 13, pp. 343-373.
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Mediobanca

		Finanziamenti per settori*, in percentuale per anni benchmark (1949-1990)

				1949		1950		1955		1960		1965		1970		1975		1980		1985		1990

		alimentare		2.4		1.9		3		3		3.7		1.1

		legno e affini										0.5		0.1

		estrattive										0.1

		minerali non metalliferi										2.6		0.3								4.7

		olii minerali e gas										4.8		5.8		4.8		5.4		11.2		5.4

		meccanica, metallurgia, elettromeccanica, cantieristica		23.5		21		18		26.5

		metallurgia										1.8		2.4		3		7.8		3.8		0.5

		meccanica, elettromeccani, cantieristica										26.4		17.8		15.1		14.8		21.3		23.6

		chimica e farmaceutica**		6.5		18.6		28.4		27.2		19.7		12.8		12.4		11.2		7.3		4.8

		gomma										4.5		1.5		4.2		3		1.9		1.8

		vetro e materiali refrattari		8.1		4.6				4

		carta e stampa				2.1		1.7		0.7		6.5		2.6		2		1.3		1.3		3.8

		tessili e abbigliamento***		29.1		19.8		9		10.2		4.5		5.1		8.3		7.6		4		1.9

		industrie varie		3		1.4		5.6		8.4		0.8		0.4		1.9		1.1		8.1		1.2

		servizi pubblici (elettricità, telefoni, trasporti, gasdotti)		17.1		26		33.2		19.3

		trasporti										0.8		0.1

		telecomunicazioni										1.6		3.5

		trasporti e telecomunicazioni****														14.7		9.5		14.2		12.2

		industria armatoriale		7.8		1.3

		costruzioni edilizie*****		2.5		3.3		1.1		0.7		1.1		0.5

		impiantistica														8.3		10.1

		opere pubbliche										1.2		2		1.2		0.6

		impiantistica e opere pubbliche																		6.1		0.8

		società finanziarie										2.8		2.9		4.1		7.5		11.4		37.3

		commercio										0.1		0.7		1.7		2.2		0.4

		attività varie										6.2		6.4		0.3						0.1

		estero										10.3		34		18		17.9		9		1.9

		* I dati non sono aggregati per settori in modo omogeneo per l'intero periodo

		** dal 1965: chimica

		*** nel periodo 1949-1960: tessile

		**** nel periodo 1985-1990: trasporti, telecomunicazioni, energia elettrica

		***** nel periodo 1949-1960: industria edile e delle bonifiche

		La ripartizione settoriale dei finanziamenti arriva sino al 1990 per mancanza di dati disaggregati successivamente a quell'anno
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