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Based on a new database of firm-level corporate finance and governance data, this paper offers a range of new insights into the structure and performance of the German financial system as well as its influence on individual firms and the economy.

1.  The universal banks played a significant but not overwhelming role in the ownership and control of corporate firms.  They owned few stakes in non-financial firms, especially later on, and used those holdings to avoid losses on issues they underwrote, rather than to control client firms.  Interlocking directorates emerged late in the industrialization period. The role of the largest banks—the great banks—never grew to the imagined proportions, and exclusive relationships, especially with a great bank, appeared rarely.  Formal bank relationships related closely to ownership dispersion or the marketing of company equity; banks likely gained access via proxy voting of deposited shares.  Contrary to traditional views of the banks as debt monitors, the evidence suggests that banks substituted for ‘rationally apathetic’ small shareholders.

2. Corporations gradually increased debt financing but also relied considerably upon internal funds for new investments.  Moreover, they paid down debt with newly-generated funds—a sign that credit rationing presented few problems.  Markets for corporate control thrived: shareholders (representatives) changed management when their firms showed poor profitability, reacting less to low stock returns or to poor profits in generally unsuccessful years.  Formalized banking relationships had limited and variable impact on the firms they involved.  Relationships were not negative, rather neutral, in most cases.  

3. Financial markets developed sooner, faster, and better than the historical literature allows.  Even with growing regulation and taxation, markets expanded rapidly and performed well.  Far from being a natural impediment to markets, the universal banks depended on the vitality of markets to produce a significant share of their profits.  
� The paper stems from Chapters five through seven of the author’s forthcoming book (Cambridge University Press, forthcoming).





