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Economic historians have understandably written of capital markets before the First World War largely in terms of foreign investment and globalization. This paper seeks to examine the contrasts in the domestic capital markets for business enterprises in a comparative framework.

The starting point is an estimate of the market values of outstanding corporate non- railway securities at the beginning of the century. Domestic railway securities were important in both London and New York (and to a lesser extent in Paris), but a case can be made for considering them separately. First, the dominance of state railways removed the most capital-intensive contemporary corporations from the influence of the equity markets in many continental countries, and, even in France, the capital of the private companies was guaranteed by government, so French railway companies raised a lot of fixed interest capital and only limited equities. Second, the regulatory regimes and technical and market conditions for railways were by the 1890s sufficiently distinctive that, except in America, where railroads routinely defaulted, investors sensibly treated even their equities as information-rich and quasi-safe securities.

The market for domestic non-railway securities appears more speculative and difficult for investors to understand, yet it was much better developed in Europe than in the United States at the beginning of the twentieth century. At that time, the US GDP was about the same as Britain’s and Germany’s combined, but the total market value of corporate non-railway equities was $1,624m in London against only $1,064m in New York (about the same as Paris’s $1,073m and Berlin’s $1,016m, though bigger than Italy’s $227m). New York’s surprisingly small total can partly be explained by the greater importance of regional exchanges and the American preference for corporate bonds over equity. However, a major reason for the small relative size of the New York Stock Exchange was the unwillingness of the families controlling large corporations like Singer, Standard Oil, Procter& Gamble, Du Pont, International Harvester and Carnegie Steel to accept the New York Stock Exchange’s listing requirements, particularly in regard to publication of accounts and the reduction in family shareholding. In continental Europe, the commercial codes, under Roman law, generally specified accounting requirements for limited liability companies, so that it was impossible for limited liability companies to preserve accounts secrecy as in the USA. In the UK, the stock exchange had already mainly persuaded quoted companies to publish accounts when the state formally required audits in the 1900 Companies Act. Most large UK quoted companies had already reduced the family shareholding to below 33%, though family shareholdings above 50% remained the norm in US industrial corporations in the first decade of the century. Although American corporations increasingly volunteered to accept the NYSE’s accounting requirements in the first three decades of the century and thus did obtain New York listings, parallel legislation requiring publication of accounts in the USA did not occur until the 1930s. It was only then that Berle and Means in America could plausibly celebrate the divorce of capitalist ownership from managerial control that had occurred earlier and more widely in Britain and France.

The view that America and Germany pioneered professional managers in widely held firms, while France and Britain were the preserve of family owners, and that this was a major determinant of their economic performances, is a pure fable, which owes more to declinist perspectives in the latters’ historiographies and triumphalist Whiggish misinterpretations in the former, than to any real differences in the development of their quoted company sectors. Britain declined, despite having the best stock exchange in the world, and America succeeded, despite starting the twentieth century off with one of the worst. Why French historians see the need to explain why their economy was less “modern” in stock exchange matters than Germany’s in this period is even more mysterious, since France’s economic performance (growth in GDP per head) was better than Germany’s and almost as good as America’s in 1900-1929.
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