BUSINESS HISTORY 2

History doean’t teach anything, but punigh hardly who doeen’t gragp ite lesgon “The four most dangerous words in economic
history are “Thie time it’e different” (Sir John Templeton)”. The ignorance of financial higtory i¢ one of the cauge of recent
crigig..no experience and knowledge of how Buginesg worked..

Timeline: political-institutional periodization
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[n medieval age there wag the prey that more gold you have more richer you were, but hey did’t congidered the inflation rate: MU=PT
1453 —> felt of Constantinople, all the trade with est became difficult co an encreage of the exploration to Africa an America.
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Middle Ages and Early Modern Period

. Double-entry system : started with the commercial republics of [taly. The Indugtrial Revolution provided an
important stimulug to accounting and bookkeeping.



2. Guilds : organiged epecialiged activitieg of the game type, regulation of the quantitie price and quality, resolution of
disputes between members, control the training process of future members.

3. Home manufacturing and putting-out system: primary sector 8O-90% GDO, 70% working population. Some
phageg of manufacturing trangferred in the countrygide.

4. Mercantilism : a doctrine favouring meagures to cafeguard the national money supply. - prohibition againgt the
export - gtate had to act ag a merchant.

5. Compagnia : companies with unlimited partners liability, composed by fa,ily memberg = anticipate the family
capitaligm. Capital etructure more flexible than societas.

MEDICI = compagnia and a merchant baking, with different branches in EU, it served the papacy. —> in the 16-[7th

century there wag an increaging rige in the demand fro money and credit.

To: — expand domegtic and international trade — finance warg — service the national debt — rebuild or to enlarge

the cities.

The Golden Age of Netherlands (1584 -1702)

Patrician oligarchies ruled the cities, Duteh had blended elites.
After the Dutch revolt Antwerp declined and Amsterdam rige = cosmopolitan community, new congtruction in baroque
atyle, chift in cultural values : decline of communal, corporate values to individualistic.

NE wag a confederation of geven provinceg and some common lands, ruled by States-General, each province gent a
repregentatives —> congtant gtruggle between Republicang and Orangigts for political power.

Dutch East [ndian Company (VOC)

Established in 1602, first joint-gtock company had offices in each major port city (Amgterdam - Rotterdam - Hoorn)
with a triangular trade = Japan - India/China - Netherlande —> Bullion spices textiles flowers. Vo ie an union of 6
different Eagt [ndian companies, the Dutch Statee-General proposed to merge into a gingle entity, with the monopoly on
all trades.

EU craved gpecies to flavour and to pregerve food, for centuries these products had come along the Spice Road, with
the Dortugal discovery of the route via Cape of Good Hope : new buginege opportunities opened up.

[nnovationg of VOC :

= lagted for a fixed period (2! years)

= [nvegtorg were allowed to withdraw their money at the end of just [O years, when the firet general balance wag drawn
up

= Subscription to the Company’e capital wag open to all residents of the United Provinceg

= Merchants, artigang and even gervants rushed to acquire shareg

The aim of VPC wag t overcoming the rivalry between the provinces. The ownerghip of the company wag divided into
ghareg. Shareholders stood to loge only their investment in the company and no other aggets, but no gaurantee of
returng. —> shareholderg who wanted their cagh back could gell shareg to another investore = STOCK MARKET.



When capital expenditures were called for, the VOC raised money not by igsuing new shares but by isauing debt in the
form of bonds.

In 1794 VOC fall down = decline of VOC ig algo the decline of Dutch empire. The ascent of VOC stock price wag
gradual, epread over a century, it took more than 60 yearg to fall back down.

Amgterdam Exchange Bank (Wisselbank) 1609

Created to remedy the confusion of different types of money in th market an to provide merchants effective money.
[t'e function :

+ accepting depogite

* Reimburse such depogits

- Exchange
Bankerg started to accept VOC shareg ag collateral for loans: link between the etock market and the cupply of credit.
All of the Company’e net profite were digtributed to the shareholders.

Modern Capitalism
MO made possible by the invention of one of the mogt fundamental ingtitutions : the company. It enableg individuals to
pool their resourceg for rigky —> long term project that require the investments of vagt eume of capital before profits
can be realized.
The creation of an effective adminigtrative structure for coordinating and controlling far-flung buginess ventureg yielded
other competitive advantages : the reduction of agency, information, trangportation and other trangaction costs.
Five developments shaped the financial policies of the EIC in the firgt century:

L. the duration of enterprige financing shifted from ghort term to the long term ag the scale and ecope of trading

operationg grew.
2. corporate financial arrangemente became more regpongive to invegtore” need for information on the company
financial condition.

3. the ending of ecclegiastical ban on ugury allowed trading companies to collect more eapital through leverage.

4. the liquidity of shareholderg invegtments roge in parallel with the growth of a secondary markets.

5. corporate and public finance were placed on a firmer footing by development (late [7th ¢) of mutually supportive

methods for funding ite activities.

Financial Revolution in England

England became the firet congtitutional Monarchy, parliament held the figcal power.

L 1694 Bank of England : to manage the expanding public debt from the war between GB and FR. power of the
Whig againet Loug XIV.

Tonnage Act: tax in order to pay the interest rate.

3. Monopoly of the issue of banknotes : form of promigeory notes.

Long-term public debt : annuities.
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Nationalisation of fiscal system : end of tax-farming.

Promissory Notes Aet : full negotiability of government bonds and corporate share.

National accounting and Budget : monetary rationalization by overtaking the money of account gystem.
London Stoc Exchange : after the decline of Amsterdam London emerge. New public debt ingtruments ag the
primary investment vehicle. Impergonal and anonymoug financial market.

Standardization of public debt contracts : vagt expangion of the outetanding amounts provided a etrong bagig
for steady market growt.

[O. Conversion of PUBLIC DEBT :into SHARES EQUITY
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John Law’s scheme

Hig central idea wag that the bank should igeue interest bearing notes that would supplant coing ag currency. Combine
the properties of a monopoly trading company (VOC) with a public bank that igsued noteg in the manner of the Bank of
England. CONFIDENCE = alone wag tha bagig for public debt, banknotes would erve just ag well ag coing.

Mississippi Bubble

France had huge figcal probleme, enormoug public debt created by he warg of Louig XIV, on the brink of itg third
bankruptcy.

Law propoged the creation of a new bank = Banque Generale iggued notes payable in gpecie. (gold, silver). Algo to take
over the trade with the LOUISIANA, in [717 Compagnie d’Occident —> guaranteed the monopoly of the commerce in
LOUS for 25 years, Frenchmen were encouraged to buy share with billete d’etat (iscue of BG), thege were to be
retired and converted in 4% rentes.

Law tried to convert public debt —> equity = SWAD of the trading company. Law wag interested in allowing further

monetary expangion, which hi¢ own bank could generate.

In 1720 Mississippi bubble had buret. —>

+ France = all kindg of joint etock companieg were forbidden. Ingtalled a profound distruet of all speculative activities.

+ England = Bubble Aet : allowed only jec that obtained the permisgion by the parliament. [nvestore had greater
opportunities to reduce rick by allocating their capital among investments securities of many ingtitutiong.

The First Industrial Revolution
The First Indugtrial Revolution, spanning roughly from (760 to 1830, marked a significant ghift in the way goods were
produced, leading to profound economic, gocial, and technological changes.

- A atandardized currency, such ag the British pound, provided a etable medium of exchange. Thig facilitated smoother
trangactiong,

- A well-established legal eyctem ig eegential. The British legal eyetem during this period likely provided a framework that
fostered trugt and encouraged investment and buginess activities.

- The taxation eyetem, primarily focuged on landed wealth rather than capital, may have indirectly influenced economic
activitieg.



- The formation of unincorporated companies allowed individuals to pool resources and chare rigks. Thig facilitated
capital accumulation for indugtrial projects, enabling entrepreneurs to undertake ventureg that might have been beyond
the financial capacity of individual invegtors.

- The reliance on networke of kinchip and friendship, often based on localities, played a crucial role in economic
activities.

- The expangion of country banke wag a gignificant development. Thege banks, often supported by farmers’ incomes,
provided a decentralized gource of capital.

In the [8th century, the establishment of the factory system marked a transformative chift in production. Factories
centralized work, employing large numbers of workers in purpoge-built facilities. Mechanization, division of labor, and
standardization increaged efficiency and output. Thig eystem facilitated economies of gcale, reducing costs, and allowing
for increaged throughput. The factory system played a crucial role in the Industrial Revolution, reghaping work,
accelerating production, and laying the foundation for modern industrial practices.

Family Buginess

Factories were of limited size, were small family businesses: gingle-owner proprietorships with high turnover and
unlimited liability = contributing to ingtilled trust and the creation of networks for capital-labour-information in the market.
Little separation between ownership and management = bugines like a personal affaire.

Industrial distriets emerged —> emall companies complemented the work of each other and charing the etageg in
making and selling products. Firmg competed but algo cooperated = encourage innovation.

The age of Canals and Railroads (1775 - 1900)

Lagt quarter of [8th century -> great economic expangion -> change of corporate finance. Seience wag uged to develop
improved producte and manufacturing processing. New formg of business organization and mangement to enhance
productivity by more efficient coordination and control.

The era wag characterized by efforts to eliminate barriere and impedimente to free trade. Governments and buginesg
leaders worked towards reducing tariffe and other trade restrictiong, facilitating the movement of goods and capital
acrogg borders.

The construction of eanals and railroads played a pivotal role in improving trangportation and connectivity. Thege
infragtructure projects not only facilitated the movement of goods and people but aleo contributed to the economic
expangion by opening new markets and opportunities. CANALMAMA [794 = SOECULATION WAS NOT SO
PEVALING.

830 = first railways

Marked a significant turning point. A regular rail gervice made posgible the egtablished of high-volume manufacturing unite
First large corporate enterprige (Liverpool-Manchester) : U-form = hierarchical structure, divigion of managers and
ownerhip. Started the era of LAISSEZ-FAIRE and FREE TRADE, departure from government intervention in
economic affairs, market ig efficacy by iteelf.

1819 = return to Gold etandard : currency wag convertible into gol.

1826 = liberization of laws controlling the formation of JSC (abrogation of Bubble Act).




1833 = parliament abrogated the trade monopoly to Eagt Indian Company.
(844 = Bank Charter Act, prevented the Bank from increaging itg note iseue above a gpecific limit.
1846 = repeal of Corn Laws, reflected a move away from protectionigt policies to a more open market.

Railroads became the mogt capital-intengive industry in the world, the government played a pivotal role in facilitating the
establishment of railways and canal, in Britain = Parliament imposed stringent conditiong for charter acquisition,
ingtilling greater public confidence and oversight United States = the government helped through the purchage and
quarantee of securities, ag well ag land conceggiong.

Railway bondg had much resemblance to gov bonds —> created economic stability, but limited investment opportunitieg.
Early investments banks gradually began to market corporate securities, public trugt in their activities wag often
eroded by gugpiciong of gelf-gerving uge of privileged information and relationehipg to build pergonal fortunes.

The Railway Mania
Marked a trangition from gkepticiem to fervant speculation in the railway indstry. It started with the firgt steam
engine in 1820, despite gome hostility two waveg of enthusiagm oceurred :
+ 1825 = first railway fever -> opening of the firet steam railway.
+ 183 = gecond rf -> railway Liverpool-Manchester. Railway with [0% of dividends and a market value of +2.
The role of PRESS wag crucial in publiciging the railway. To establich a railway wag not complicated :

Required : - few local dignitaries organiged into a committee to register the company. + raise money by subgeription

for shareg - an engineer to survey the root + a railway bil.

The Exchange Bank facilitated Northern gpeculation by providing loang againgt collateral of railway shares, making the
market more liquid.
(845 : bubble burst
The gov pagged an act enabling the diggolution of railway companieg with the aggent of 274 of the shareholders, by early
October 1847 low levels of bullion led the Bank of England to announce it would no longer make advances on public
gecuritieg.

Banking Revolution (1835-1865)

Between 35-65 emerged a “new bank® characteriged by : - legal reformg - technological advantages - economic grousth,
with a etronger role for central banks.

Banques Nouvelles : joint-ctock companies, reflecting a shift in the organizational etructure of financial ingtitutiong
during thig period.

Taxonomy of New Banke:

- Deposit Banks: Engaged in short-term operationg; Liabilities : Included sight deposits; Assets : [nvolved acceptances
and discount operationg, representing an innovative approach in banking.

- [nvestment Banka: [nvolved in long-term operationg; Liabilities :Included joint etock, bonds, and other long-term
ingtruments; Asgets : ncluded corporate shares.

- Univergal Banks: Engaged in both short and long-term operationg; Liabilities : [nvolved joint etock and deposite; Assete:
Included a wide range of operationg such ag acceptances, discounts, and corporate ghareg; Represented a mixed banking




model combining both deposit and investment functione.

Second [ndustrial Revolution

Compared to the firgt one = involves much more higher production volume and a much fagter pace of change.

+ TECHNOLOGY : determineg a dualism betueen the sectors dominated by the large enterprige and the others.

+ SCIENTIFIC ORGANIZATION OF LABOR : like a congequence of the increaged investmentg and the spread of bug
buginesg = Fordism

+ NATIONL CASES : US - GE, large corporations became prominent players.

Change of structure
U-FORM
Highly centralized management. Digadvantages = non <o flexible gince all the decision are taken by a single directional
center.
vrom [ B ]
I h';:':g’: I I Production I Engineering I I Finance I

M-FORM

Decentralization of the company’e management, divigions or company internal groups each of which ig regpongible for one
cector: depending on the market gegment or type of product.

M -Form RS
Directors
L ) L |
Product Product Product Product
Division Division Division Division
Marketing & Marketing & Marketing & Marketing &
Sales Sales Sales Sales
Production 4 Production —| Production Production
Engineering Engineering Engineering Engineering
Finance Finance Finance Finance

The Rige of big Business in USA
The procesg during [9th-20th century marked a trangformation point in American economic higtory.
: Large industrial firme gought to internalize varioug etages of production and distribution
within their operations. Thig operation aimed to etreamline and congolidate the manufacturing and seling procesges.

+ Growth in Company Valuationg. In 1860, no gingle American company wag valued at more than 41O million. However,
by 1904, over 300 companies had surpassed thig valuation, indicating a significant increage in the gize and scale of

indugtrial enterpriges.

+ Formation of United States Steel Corporation. [n 190, the United States Steel Corporation wag formed, becoming the



firat billion-dollar company in the world. Thie marked a major milegtone in the coneolidation of large-scale indugtrial
enterpriges. By (904, corporationg accounted for 3/4 of the United Stateg’ industrial output. Thig reflects the
increaging dominance of large buginesseg in shaping the indugtrial landscape of the country.

The process of Integration, both vertical and orizontal, became very common in thig period, more through mergerg of
formerly indipendent companieg than internal merged. Over 3000 companies merged with a combined capitaligation of
6B dollare —> significant economic power. [n 1890 : Anti-Trust Aet to prevent anti-competitive practices. Emrged
aleo an increaging separation between ownership and management —> rige of MANAGERIALISM.

The Roaring Twenties

USA emerged ag the world’s largest creditor nation = congequence of the rige of the GOLD regerve. American
invegtments gtarted flowing into EU, egpecially in GE like foreign investments in German industry, USA supported
the recovery of central EU, it also became the economic pillar on which the global economy depended.

Technological advances —> the adoption of aggembly line system, and the emergence of large corporationg in varioug
gectors led to a gignificant increage in production. The efficiency of these systeme and the expansion of large
corporationg resulted in overproduction challenges. Large corporations operated in technologically advanced sectore
and integrated both production and distribution activitieg, influencing a wide range of industries.

Start of the erisis

Firmg promige high dividende —> all Americang wanted to partecipate : bought etocke. Stocke with LOW credit margin,

an invegtor could buy a dollar’e worth of gtock. Aleo from the middle clagses —> demand of gtock increaged = stock

price rige and then rocketed —> MARKET INTO A BUBBLE.

USA in 1928 stopped investing in foreign bonds to invest in their funds, individuale with modest incomes purchage etock

on credit. BUT ...

The market wag unable to absorb the demand = OVERPRODUCTION. The industrial production index fell from :

127 of June to 99 of December.

- BLACKKCTUESDAY —>WALL STREAT CRASH : stock price plummet, the index at 38! in September fell 1O
198 in November and keep falling. —> stop invegtments in EU to gold the existing assets to repatriate the funds.

Thig collapge had devagtating consequences, leading to the Great Depression of the 1930, a period characterized by

a gevere economic downturn, high unemployment, and widegpread financial difficulties.

In regponge to the crigie = Federal Regerve (central bank of USA), adopted a restrictive monetary poliey, but : this

made extremely challenging for companieg to obtain loang to fund their operations, contributing to the decline of the

indugtrial sector and the rige in unemployment, there were algo international consequences.

The combinationg of different factorg trangformed the crisig into a prolonged and deep depreggion, the economic theory

of Clagsical Capitalism aleo came under criticigm.

Causes of the Depression :
+ Money Sector : decline in quantity of money in the major industrial economieg, contributing to the contraction of
businege and indugtries.



+ Real Sector : autonomous fall in consumption and investments expenditure, decreage in demand for goods and

gervices.

+ Agricultural Depression : falling price and overproductio, he agricultural crisie cobtributed to broader economic

challenges.

Response to GD =NEW DEAL
Economic recovery and ocial reform in the areag of : - baking - indugtrial agricultural - monetary - infragtructure.

l

2.

3.

BANKING : the government gugpended all banking trangactiong for a week to stem bank failureg and restore
conifidence in the financial eystem. Glass-Steagall = geparated commercial banking from investement banking.
NRA (national indugtrial recovery act) = private economic planning with government gupervision to protect the public
interest and quarantee the right of labour to organize.

AAA (Agricultural Adjugtament Act) = it reduced production, by paying subgidies to farmers and obliged them not to
plant part of their land. —> to reduce crop surplus and raised tha value of crops.

EUROPE BEFORE THE WAR

TALY

Introduction of Fagcigcim, Mugsolini took power in [922.
+ celebrate uge of force and elevate war

+ Indugtries organised ag trade aggociations

+ Labour uniong were suppressed

+ Drices - wages - gocial insurance controlled by the state
+ Bovernment gought to counter the depression by creating large state-cupported enterpriges in key sectors of

economy.

GERMANY

Introduction of Nazigm.

+ 1933 6 milion of unemployed = 1/4 of the labour force

+ 1939 more jobe than workerg. —> large-gcale public works program

Expangion of industries

+ Suppression of voluntary trade uniong.

* Indugtrialiet were perguaded to cooperate with te new industrial regime = make German sel-sufficient in the event

of war : Autarkie (new eynthetic commoditieg)

SPAIN
General Franco came to power in [936.

began of a bloody civil war that ended in 1939 —> ingtitution of an autarkic regime.

WORLD WAR((1939-1945
The mogt maggive and destructive of all warg .

War of movement and Aerial warfare : war by sea - air - lan. Aerial warfare wag a critical element —> gcience-baged
technology playing a significant role in the development of new weapons. American Eeonomy provided military and



economic gupport to the allieg. [ trillion dollare of coste and 15 M of human logces.

Third Indugtrial Revolution

Post WWII

Europe faced ignificant challenges in rebuilding ite economies. The urgent need for emergency relief and reconstruction
led to eubstantial efforts, with much of the assigtance originating from the United Statee. Two major channelg of relief
were ingtrumental in post-war recovery:

- Allied armies distribution (1944-45) = Ag Allied forces advanced acroge wegtern Europe, they distributed
emergency rationg and medical supplies to the population. Thig immediate agsigtance helped addresg the immediate needs
of the affected regiong.

- The United Nationg Relief and Rehabilitation Administration (UNRRA) = The organization delivered $! billion
along with 20 million tong of food, clothing, blankets, and medical eupplies. The United States bore two- thirdg of the
cogte for thig relief effort, underlining ite gignificant contribution to pogt-war recongtruction.

USA —> emerged etronger than ever, their indugtries and agriculture benefited from high demand in wartime, allowed
technological modernization and expangion.

In (948 USA experienced inflation and a severe depreggion = mogt important tagks were to regtore normal law and
order, there wag a widespread public demand for political-gocial-economic reforms. —> to regponse Nationalization of
key sectors.

The commitment to rebuilding the world trading system wag underscored by the signing of the Atlantic Charter in
(94 by Pregident Roosevelt and Lrime Minigter Churchill. Thig charter pledged their countries, along with other United
Nationg members, to undertake the restoration of the global trading system, emphagizing the importance of international
cooperation in pogt-war recongtruction.

Bretton Woods Conference
1944 delegates from 44 allied nationg, the aim of the conference wag to reshape the post-war international economy.
Etablished the rules for commercial and financial relationg among the countries, also to prevent competitive devaluation
of the currencies. Two different plang: - Keynes - White.

: only the dollar wag convertible in Gold, other currencies were convertible into dollar with a
fixed exchange rates among currencies. But EU had immenge ungatisfied demands for goods produced in the USA.
Bretton Woods contributed to create the Embedded Libaralism = free market tempered by state welfare.

The Marghall Plan 1947

The Marshall Plan repregents a crucial chapter in pogt-war higtory, aiming to agsiet European nationg that, except for
Germany, had regained their prewar levels of industrial production but were far from gatiefactory. General George C.
Marshall establiched an agsigtance program for European nations. —> USA and Canada lent $5billion to Great Britain,
that it uged for ite own country and other countrieg too.

Repregentatives of (6 nationg formed the European Economic Cooperation (OEEC), thig body wag regpongible for
allocating American aid and included all democratic nationg of Western Europe, Franco's Spain wag not invited, and




Germany, still under military oceupation, had no government to repregent.
1948 = European Recovery Program : (3 billion ¢ in assistance from USA to EU, OEEC facilitated the import of
acarce commodities from dollar zone, enabling industries to rebuild an export.

Meanuwhile broke out the divigion between Ruggia and USA —> division of Germany.

Allies allowed the dismantling of German armamente and other heavy indugtrieg, limitationg on productive capacity, trial
for nazi leaders ag war criminal. West EU realized that the German economy would have to be kept intact to aggigt in the
economy recovery of WE. American military government financed 2/3 of the esgential importg in German, meanly food.
Reform of the German currency replacing the debaged nazi Reichemarks with Deutschmark at a 11O ratio.



