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Introduction.

This volume makes available to English readers the best-known and most
frequently quoted study of industrial combination from the German point of view.
There is an abundance of literature on the trusts, from economists who have lived
close to that evolution, and the trusts, by their more challenging position, were for
two decades the centre of the discussion which turned on what in industry was safe
for democracy. Meanwhile, in Germany, the alternative of the cartel was having a
less-noticed and controversial development, until in Westphalia there was created,
out of lower forms, a working model which was new and unique in the manner in
which it related producers to each other and to the market. In only a few industries
has this model been fully established; but it presents a rival type to the trusts, and
places the problem of combination on a different basis of analysis and tendency. The
distinction between these two forms may be a matter of industries, or of national law
and psychology; or they may work together, the cartel being the general envelope
within which fusions are created. The types are nevertheless distinct, so much so that
‘rationalization,” as a general term, rather denotes than defines them both. In
America, the cartel is illegal, so that industry has sought its administrative solution
in fusions; in England trusts and cartels coexist; in Germany, they are interlaced,
great trusts having their feet in one cartel, their shoulders in another, and their heads
in a third.

The two other forms of capitalistic structure, the vertical amalgamation and the
concern, do not present the same problem as the trusts and cartels. There is nothing
necessarily monopolistic in their form or operation. Like the trusts and cartels, they
represent the desire of management to ‘run full’; they may also make for economies
of continuous or related operation, and for a distribution of risks. They belong to the
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study of big business, but in themselves, unless combined with trusts or cartels, they
are nothing which a democratic community needs to watch or control.
Amalgamations become problematic to the community byllegizontalreach over

the outlets of particular products; problematic, that is, because monopoly and higher
organization look much the same, and the community has to find ways of ensuring
that the latter is not becoming the cloak of the former. The inner safeguards lie in the
impatience of the best management with restrictions on its efficiency; it can break
away, or insist on a real policy of higher administration and economy. The outer, or
legal, safeguards have now a long history in America, and a short one in Germany,
while in England no special policy has yet been devised.

But for England especially, new importance now attaches to the trusts and cartels,
for two reasons. First, the adoption of a tariff policy removes the safeguard which
has led her hitherto to leave special legislation alone, and to administer only the
vaguer provisions of the common law. Second, the extension of cartels and trusts
into the international field has placed in the hands of these organizations the power,
if not to cancel, at any rate greatly to modify the protection given to the consumer
by international commerce. It is a fact of the first importance, if by such extensions,
especially through international industrial agreements, public tariff policy can be
substituted by arrangements to reserve home markets, in whole or part, for home
producers. There is not yet much information as to how exactly these reservations
are operated, and how strict they can be made. But we are undoubtedly approaching
a new phase of market control, in which international operations depend on the
strength of national organizations, so that we have to be more sure than ever that the
latter are real economic administrations, and that we obtain their advantages with the
least offset of monopolist policy.

In successive editions of this book, and in other allied studies of capitalist
structures. Dr. Liefmann has kept before his readers for a generation the changing
phases of the whole problem. His sympathy is with the cartel type, in which he sees
the most advantageous relation between individual enterprise and common market
policy. Of that type, in respect of its evolution, and of its past and future significance,
he is the most authoritative expositor. An Introduction cannot do more than pick out
some of the key ideas which may be kept in mind in following his presentation. This
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is the function | have tried briefly to discharge. The ideas presented in what follows
are — the reality of the problem of monopoly; the tendency to a higher organization
of industry; the growing importance of trade practice, or competitive manoeuvre; and
the incidence of business risk. These are the precipitates which are held in solution
in the mixture that is called the ‘trust problem,” now re-named as rationalization.

Monopoly.

By his definition of the cartels as ‘free associations of producers for the
monopolistic control of the market,” Dr. Liefmann challenges the implications of the
term monopoly. We are never dealing with complete and indefeasible monopoly; the
analysis of that, however interesting as an exercise, is not applicable. The degree of
monopoly which is called monopolistic control may arise, in his view, where about
three-quarters of the supply is controlled by one authority. And that degree is itself
gualified, since new competition is always latent, so that both competition and
combination are unstable, and monopolistic influence rarely feels itself established.
It is obvious that, if there is a desire to control, the completer the range of application
the better; this indeed is conceded in recent British legislation concerning coal-
mining and agricultural produce. On the other hand, we cannot simply disarm
ourselves of the objection to monopolistic tendency. This objection rests on very old
and deep instincts, and many guarantees are required before it can be waived.

We are continually discussing one policy or another by reference to some effect
which it may have on costs and prices. Advances in wages; local rates; the level of
income tax; the policy of free trade; all of these are closely considered as problems
which finally issue in the effects they have on the fighting front of industry, the
buying power of consumers. These questions are thrown into prominence from time
to time, when the attention of the country is engaged by a great wage dispute or the
financing of the Budget. But there may be proceeding, in ways which do not attract
public attention, by measures which are secret and private, far greater influences on
prices than those which are thrust upon our notice. As the public does not know what
a fair price for anything is, important changes in price may simply happen and have
to be accepted, especially since the parties primarily affected by these changes are
often other producers who simply hand them on to the next consumers in order. It is
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irrational to have much discussion of some possible changes in price, if other causes
of change, perhaps more effective, are allowed to work out without attention. A
country may of course be content with maintaining a general condition like free
trade, on the assumption that on this condition nothing very serious can happen. But
there is always a freight margin, and in the most efficient industries an efficiency
margin, within which prices can move even under free trade. And it is also possible
for producers to make international agreements, as they do in increasing numbers,
whereby free-trade policy is over-reached by clauses reserving the home market to
the home producers. This requires no public sanction, and if, at the time, the public
attention is occupied with other things, thevents happewhose influence on
welfare may be greater than that raised by other industrial events to which the public
does attend, such as a strike, or the question whether some tax has reached its ‘limit.’
This is the general problem of monopoly under private capitalism. It is the more
difficult because the public welfare depends as a rule not only on keeping prices
from rising, but on enabling them to fall.

In considering the combination movement in its general bearings, Dr. Liefmann
makes the reply to this attitude that the producers’ interest is the increasing one in
modern society. The pure consumers, he holds, are relatively fewer, and we must not
think too much of theentiers. The producers’ interest takes care of itself, because
trade unions are able to exert pressure, and to share in the gains of the combines. The
really important circulation is thus maintained. | think that a distinction must be
made here between combination in certain industries, and a general combination
movement, such as the cartels represent. In the former case, the producers as a
whole, including the employees, will doubtless share any special profit; but the
generalization of this brings us into the field of reactions, if by a general policy of
restriction the whole real product is diminished for every one. Also, | am not quite
sure that the passive shareholder ought, for this purpose, to be very strongly
distinguished from theentier.

Dr. Liefmann’s analysis of the main directions of cartel influence gives a further
outline of the defences against monopoly. He introduces us to a positive study of a
system of interactions of combined producers on each other, whether at the same
stage or at different stages, on the merchants, on the consumer, and on the general
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economic development. The most fundamental of the checks on combines are, first,
the latency of new competition, making combination unstable, just as competition
is, when it goes to excess; and he even concludes that over the long period cartel
prices may not differ greatly from fair competitive prices; second, the defence of
vertical against lateral combination, an interaction the full effects of which on
combines create a very difficult problem, but which at any rate enables the prices of
final products to be released from monopolistic influence in the primary stages of
production. The whole of the system of interactions depicted in these chapters is the
alternative to the system of pure competitive interactions on which reliance was
formerly placed. The reader must judge of the relation of this system of interactions
to what | have called the inherent problem of monopoly, that is, the silent occurrence
of events in the world of modern capitalism which may have wider influence on
welfare than those events which, in England at least, emerge into greater
prominence, though their influence on material welfare may be less.

The modern State, to put this otherwise, is now increasingly concerned with
guestions on which its expertness is not so obvious. Wars, the structure of
government, and the distribution of the burden of public finance, have had their day
in the limelight of attention, and the State has now to attend more to proceedings
whose criteria are by comparison technical; the justice of a war, a franchise, a tax,
a relation of political persons, are questions in which the issues are more appropriate
to a political body than the justice of a price. Dr. Liefmann holds that the conception
of a just price is too vague to be handled. Even the justice, or expediency, of an
economic method such as combination is one on which a public opinion is
exceedingly difficult, since the necessity of some combination is granted, and the
extent to which combination makes for efficiency is a matter on which industrialists
are the first experts.

The course of the latent problem of monopoly involves the following factors. First,
thecapacityof industrial control is one to which it is difficult to set limits; the extent
to which it does develop seems to be the only answer. If the upiboéssthe
industrial establishment, appears to have an efficiency limit, we are then carried on
to the unit ofenterprisejn which a number of establishments are united, and then
to the unit of financial control, of which the concerns were an example, the limit of
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which recedes further. Management is a system of devices, liable to improvement
by the type of invention which has no name except organization, or ‘new
combinations’ of factors. The claim of the greatest organizing ability to deal with
high policy over a wide range can be observed by a study of the English directory of
directors. One prominent industrial leader holds thirty-two directorships, thirteen of
which are chairman’s positions, and three are managing directorships; some of the
enterprises involved are among the largest of their kind. There are many cases where
over a dozen of such positions are held by the same person. Human capacity aims at
running full, like any other capacity. But a public department, with much more
routine, is one man'’s job.

Second, this createsithority. The authority of leaders of industry has risen in the
last generation to a position much more comparable than it was before with that of
political, military, or ecclesiastical leaders. In agriculture, with its traditional
attachment to the individual business, and its small degree of combination, the same
prestige has not been created. It is the large scale, the large function, and the large
influence over national welfare that have created for industry the new status. The
authority so created is its own sanction; and it is a social problem for that reason.
Public criticism is not easily applied to what can defend itself as a necessary
evolution, the explanation of which is technical, even if the result appears as the
personal control of a few over the life and welfare of the community. The British
committee on selling agencies in the coal trade, impressed by the coal cartel as an
organization, gave up the social argument with the phrase that ‘there may be worse
things than monopoly.’ The point is that industrial authority is self-created and non-
elective; that its influence becomes great, and reacts on its claims. In the post-War
discussion in England, the reaction in favour of big business hid itself under the
borrowed name of rationalization, which became theventionally right word to
use, because it had forced itself into that position. There was a tendency to abandon
the sense of a problem of monopoly. The Balfour committee ended its discussion
with the hope that the scale of responsibility, and the labour involved in high
organization, would cause industrial leadership to be considerate and ‘imaginative.’
Dr. Liefmann’s conclusion is similar; the ‘sense of interdependence’ must become
stronger than the ‘thought of economic advantage.’ Nevertheless, sheer authority is
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the second element in the social problem of monopoly.

The third element is the unusual degree complexity which the higher
organization of industry creates. There is no good parallel of this in other fields of
administration. It is a result of joint stock, which enables the interlocking of interests,
whether similar or not, to take place almost without limit. It is not easy to create the
publicity which would show the full range at any time of the factors of capacity and
authority. The maze of interconnexions may become a matter of prejudice and
distrust, especially but not exclusively in its international bearings. Monopolistic
influence is not simply a straight problem of the size of the administration of one
service. Even if industrial finance is flexible enough to make these wide
interconnexions manageable as a system of interests, the community, on occasions
when the complexities are made public, is alarmed and disturbed, as if a march were
being stolen on its market alternative. There is then the ‘octopus,” not
‘rationalization.” Democracy likes to think that it understands how it is governed or
served.

These remarks aim to show only that there is a serious fact of monopolistic
tendency, which is liable either not to receive, or else to overbear, its share of
attention. The modern State is increasingly economic, and industry is increasingly
complex, authoritative, and influential, without having yet been made responsible in
the same proportion, by any means of election or appointment. We cannot simply
give up this problem by coining a new name for monopolistic influence, unless
rationalization means that the fact is modified in a new way.

Administration.

While it is always necessary to have regard to monopolistic possibilities, in face
of the facts just explained, it is just as certain that industry must have proceeded in
the direction of combination. Apart altogether from any excesses of competition, this
seems to be a bare fact of evolution, and a sign of the use of ordinary reason and
judgment among producers. Competition does not extinguish the sense of what is
administratively proper, and there must come a stage when this sense is not satisfied
by arrangements for discussion and conference. This perception may indeed be the
fundamental influence, even when ‘excesses of competition’ is the reason primarily
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given. If industrial equipment is liable to be established in advance of what can be
immediately employed, and with a reserve for development, the sum of these
reserves, when the scale of production is large, may come to be as great as the
establishment of several new enterprises. It is then desirable to make a working
arrangement, and there would not be much *higher command’ of industry if this were
not made. An obvious case of the straight policy of administration occurs when a
number of producers are selling in a distant market. Combination for the purpose of
consignment and sale of the whole product has led producers to make the co-
operative arrangements of which there are many examples in the field of agricultural
produce, and the anti-trust laws of the United States have perceived that in other
products also foreign selling is a proper function in which to combine. In the near
markets, the fact of specialientélesmay delay for a time the sense of higher
administration. Administrative sense is as important a pole or term of the complete
problem as is monopolistic endeavour. When Dr. Liefmann says that ‘a cartel
without monopolistic purposie nothing at all,’ he is using the word monopolistic

in a special sense, in which it means administrative tendency.

This phase of the problem of combination can be looked at in a historico-anayltical
way. The analysis of competition was derived by Cournot from that of pure
monopoly, by multiplying the monopolists. It is conceivable that the historical
process might have taken place in the same order, a monopoly to spin wool or cotton,
or to forge iron, being gradually extended by removal of restrictions on new entrants
to the industry. If we had worked downwards from monopoly, instead of upwards
from competition, in evolving the level at which industry had a proper combination
of both the competitive and the administrative elements, then we would have
regarded pure competition as the limit of excessive development, just as we now
regard pure monopoly. We would have spoken of the danger of pure disorganization,
instead of the danger of exploitation. The conditions now being sought for under the
name of rationalization are between these limits of pre-assumption, and may
therefore be regarded as a departure from whatever end of the scale is assumed as
‘natural,’ in the direction of the other ‘extreme.’

Those, therefore, to whom the regulative idea appeals most strongly — that is, all
who in some form have adopted the ‘planning’ conception — may regard the cartel
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as not so completely rational as the merger, as a losganization those who are

more cautious in their departure from the competitive origins will more readily
accept the cartel as the compromise — the ‘working of competition within an
envelope of monopoly.’ If we contrast the starting-point of Cournot with that of
Ricardo, the ‘letting down’ of organization with the ‘building up’ of combination,
the idea of ‘dissolution’ with that of ‘restriction,” we see ‘rationalization’ as the
attempt to make a working arrangement on a level where these limiting concepts are
most suitably combined. This may not be the same for every country. The law of one
country may have a different prejudice from that of another; there is, for example,
no ‘restraint of trade’ in Germany in the sense in which English law regards it. There
may be a differing business psychology, derived from the size or conditions of
evolution of the home market, or reflected from some national bias that is more or
less favourable to discipline and order, or created by a tradition of family business.
Restriction of production, and restriction of organization, contend with each other
with varying bias. This contention is the setting of the true problem of
rationalization. It has been very well expounded by Dr. Saitzew of Zurich, who uses
the method of three-dimensional co-ordinates to combine the elements of motive,
method, and direction of grouping. The motive may vary, on one axis, from risk-
avoidance to exploitation; the method, on another axis, from loose agreement to
fusion; the direction, on the third axis, from the purely vertical to the purely
horizontal® In this way, the conception of rationalization is itself rationalized.

We cannot, at the same period of time, apply this administrative idea generally to
all industries. In England, the average size, reckoned in paid-up capital, of joint-stock
companies, has tended to decline, in spite of changes in the cost of equipment. What
this shows is that the history of industry as a whole cannot be considered similar to
that of particular industries; there appears to be a constant influx of new industries,
with an initial preponderance of production on a scale below the average of all
industry. It is in the history of each industry taken by itself that the question of
administrative control arises, and the existence of large-scale production in each such
industry is already assumed. The economies of all kinds of combination begin to be
considered when the scale of independent enterprise has reached or at any rate
approached the limit of economy. Therefore the field for the new development is a
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small part only of the total industrial activity. It has been shown by Dr. Thorp that

in the United States combines accounted for only about 8 per cent of all
establishments in 1919, though their share of the output is now about one-third,
having apparently doubled since 1900.

In dealing as economists with this aspect of the combination movement, it must be
a postulate that the administrative economies do exist. If enterprises are combined
purely to avoid risk, however great this pressure may be, this does not fully supply
the postulate. The economy of risk-avoidance might not be enough to stabilize
combines against large-scale independent competition. The motive of risk-avoidance
must find favourable administrative conditions. These conditions, it is plain, must
arise out of an integration of what have been called external economies. There are
economies which are external to an individual business but internal to the industry
as a whole, such as are often created by trade associations, and these can be more
fully organized when one policy takes the place of many policies subject to common
discussion. Also, there are economies external to the industry as a whole, arising out
of the general state of national industry, and a common industrial policy may adapt
these more directly to the requirements of any industry; transport conditions are a
special case of this. In the same way, when combination is vertical, the risk-avoiding
desire for ‘own-production’ of materials must be coincident, in the degree desired,
with cost-reducing results in the new relation of enterprises to each other. Otherwise
we enter the field of manoeuvre to maintain the combines, an important field, but
different from that of the straight administrative conditions.

In England, especially since the War, there has been much discussion whether in
certain great industries these administrative possibilities have been made full use of;
this discussion has specially concerned the coal, cotton, and iron and steel industries,
and has been extended to agriculture in a different way. It has been said above that
industrial organization is to a great extent its own authority, since it is a question of
technical conditions in which the State is not expert. The question arises, when
public policy is critically directed to the conditions of organization in great
industries, by what tests it can justify its criticism. In Germany and America this
problem has not arisen in the same way as in England; it is in England that a lag in
the tendency to combine, or to rationalize, has been said to exist. The attitude toward
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cartels and trusts has notably changed.

To revive an old word, there appear to be tlsaectiondor the public policy of
rationalization; that is, sources or bases of evidence from which public authority,
though not technically expert, may derive justification for pursuing or enforcing
combination. First, it may direct against a particular industry the criticigrarcdral
industrial tendencyif a great public interest is involved in the condition of some
fundamental industries, and they appear backward in organization, then, as has
happened in England, they may be asked to show cause for thisagrahd the
criticism turned upon them by reference to the progress of organization in other
industries, though non-theoretical, is valid. The state of the coal and cotton industries
may in this way be criticized by reference to the chemical industry. There may be a
good answer, since industries have technical differences, to what is, all the same, a
good question. Second, the sanction may be thdbrefgn practice.lf high
organization is successful abroad, why not in this country? For a long time, this has
been the line of criticism taken in reference to British agriculture. Why cannot the
British farmer do as the Danish or Belgian farmer thase? More recently, the
West-phalian coal cartel has been the channel of criticism of the British industry,
memoranda in its honour having been issued by the royal commissions. In other
industries, it is pointed out that their greater administrative unity abroad has enabled
them to enter with more authority on international agreements. It is more to foreign
comparison than to anything else that we owe the change in the British attitude
toward combines in the post-War, as compared with the pre-War, period. This
sanction is only valid when there is not a dissimilarity in original conditions, and is
therefore of more force in the manufacturing than in the extractive industries.
Business psychology is not accepted as such an original condition; such as the mood
of the British farmer or the traditions of the cotton industry. The difficulty of this
sanction is variability of foreign policy. There are no cartels in America, and
agricultural cooperation is not the same thing in Denmark as in Germany.
Nevertheless, this is an important sanction, whose validity has been accepted in
several British inquiries since the War. It does not apply to economic organization
alone. But in thethird place, the factor of variation in industrial or national
conditions creates a further sanction, namely, ahthority of leadersn each
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industry. Itis, as a rule, possible to name these leaders, and the lightness of urging
or enforcing the higher organization is questionable without their support; or at any
rate the rightness of urging these changes at a certain time or pace. This does not
mean the general consent of the industry; the appeal is within each industry, from
present tendencies to men of experience and initiative, already holding high
positions. When this appeal fails, as in the coal industry, we have the dilemma of
such considerations as the first and second sanctions present to economists and
publicists being against the most expert practical knowledge that can be obtained.
The State must then decide, as in the coal industry, whether to pursue a policy which
is against the sense of those who have to work it.

In this section, it is the right measure of higher industrial organization that is in
guestion; in the last section, it was the right control of it. They are both, as has been
said, poles or terms of this whole problem. Monopoly and higher organization are
externally similar; the latter is simply monopolistic influence beneficently applied.
This position is obviously very unstable, so that some parallel evolution of industrial
law is a further element of complete rationalization. This requires attention to a third
pole or term of the problem — the emergence of new factors of industrial
competition.

Trade Practice.

A third term of the whole argument on combination is the question of trade
practice. It will be seen that Dr. Liefmann gives much attention to this aspect, when
he is dealing with the relation of cartels to outsiders, and more particularly in his
discussion of the exclusive agreements and boycotts. The similarity in outward
appearance of a monopolist combine and a higher organization of industry has
caused an increasing amount of attention to trade practice as the criterion of the real
nature of the combination. ‘By their deeds ye shall judge them’ is a phrase which
represents in large measure the attitude of the law. ‘It is a very serious question,’
says one author, ‘whether, should certain practices be prevented, the alleged natural
tendency to combination would not vanish into thin air.” A typical list of these
practices can be found in the annual summary of the Federal Trade Commission of
the United States. The German cartel decree of 1923, and the Clayton Act of 1914,



Robert LiefmannCartels, Concerns and Trusts/

are concerned with those practices which have been found to be of major importance
and of speciallyndustrial significance; because of course there may be employed
in industry methods of injury, fraud, and deception, which arise simply out of euvil
purposes and not out of economic conditions in particular.

The attitude of the law in different countries has been so variable as to make it
difficult to make any sort of classification of the acts themselves which combines
have practised. But some general distinction in ideas can be obtained from a
comparison of judgments and decisions in a broad way. First, there is the idea of
good conductWhat iscontra bonos moré&sThis is expressly included in the civil
code of Germany and other countries, and it overrules the more particular reference
of the cartel court, or similar jurisdictions. It is not the same as the idea of what is
‘fair’ in industrial competition, or even the ‘rule of reason’ as applied to special
statutes. To bribe the employees of a competitor to betray trade secrets or injure his
machinery, to damage his reputation by false statements or advertisements, or to
induce his customers to break their contracts;@néra bonos moras industry for
reasons not arising out of the stress of industrial competition in particular; society
does not countenance thenutatis mutandisn any relations of persons to each
other. Second, goa@ésults.Here we come into a very difficult field; we are now
specially dealing with industry, and the effect of practices on the service which
industry ought to render. These results are finally results in respect of the common
welfare, but the effects of practices on individuals may be taken as the symptom or
clue to their probable effects on welfare. For example, in the German cartel decree,
the effect on the ‘common good’ is to be considered, but also through the medium
of restraint on the freedom of individuals. In American legislation, the practices in
qguestion are considered according to their effects in ‘stifing or suppressing
competition’; and, in particulaanycartel or agreement of that kind is illegal, on the
assumption that its results, via the position of individuals, must be against the
tendencies that are good. It is plain that this must be a matter difficult to decide from
a legal standpoint alone. For that reason, English lawyers have usually declined to
enter on such discussions, as involving too debatable a ground. It was ruled in the
Mogul Case that Courts of Law could not be expected to deal with questions of
political economy; and in another judgment that ‘their lordships are not aware of any
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case in which a contract, though reasonable in the interests of the parties, has been
held unenforceable because it involved some injury to the public.” Public policy, in
the English decisions, does not mean consumers’ interests; it lays more emphasis on
the precedent which would be established, as matter of personal rights of action and
contract, that is to say, on the generalization to which the particular decision would
be liable. It is plain indeed that a decision on good results cannot be well argued
except before a tribunal of special economic qualifications. Such a tribunal may in
time establish, within the scope of a Statute, a case-made law of trade practices; and
for this reason, the decision by results plays a greater part in America and Germany
than in England. Thirdgood motivels it the intention to create a monopoly, or to
obstruct a competitor, or do the practices only show self-defence in a sphere where
defencemusthave some aspect of interference with other economic subjects of the
same grade or function? Thattempto monopolize’ is contrary to the Sherman Act,

and the question of motive runs through a large number of the American judgments.
No practices are more important in this respect than the exclusive contracts and
boycotts to which Dr. Liefmann gives special attention. The problem of good motive

is distinct from that of good morals; because it has to take account of the pressures
and risks of the competitive system, in which an individual must necessarily be
aware that an increase of his business may at times and for periods of time be at the
cost of his competitors. It is clear that good motive must be even more difficult to
decide than good results, because it must have regard to the field of discussion, the
industrial competition, and to the results rait making use of important trade
practices. For example, two public inquiries into the shipping trade of England have
endorsed the view that failure of the lines to use the rebate system, or some
equivalent exclusive contract, would disorganize the regularity of line service. There
is also considerable continuity between the practices, which gives to any one of them
the credit of the best motive of any; for the local discrimination of prices is the offer
of terms so exceptional as in effect to pass naturally into the exclusive contract, and
the latter has its final development in the integration or vertical amalgamation of the
dealer. Fourthly, goodelations. In English law, this is the most important
consideration. Were the acts ‘reasonable as between the parties’? The implication of
this point of view is, that no court of law can give a remedy for the fact that business
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is a kind of trade war, which no one should enter who does not accept the conditions
of risk and opposition and strife which are implied. Within the scope of this
assumption, acts and contracts must be tested by their maintenance of such rights to
limit or extend activity as belong to a fair interpretation of individuality. The
business undertaker cannot expect either protection against or a licence for more than
certain degrees of enterprise. The interpretation of reasonable relations depends in
England on what is called ‘good consideration.” A person who limits his enterprise
by contract, receiving no advantage in return, has restrained trade without
compensation, and this is not public policy; a good consideration enables him in
some other way to maintain or extend his function.

As far as a layman can judge, the intricate and, as between different countries,
variable law of combination can be subsumed under these categories. There is further
argument as to whether the general right to adopt some trade practices can be
suggested by reference to trade union labour practice. Tipem@&sfaciesimilarity
between boycotts, limiting or demarcation agreements, and the motive of
combination, in the two fields. The Sherman Act has in fact been construed as
including labour combinations, and in later legislation the exclusion of such
combination has had to be expressly enacted. It will be seen that Dr. Liefmann, in
dealing with exclusive agreements and boycotts, regards as relevant a reference to
trade union practice. In my view, this extension of the argument must be very
carefully considered, since the analysis of labour combination leads back to
conditions fundamentally different from those which apply to producers.

Of course, the problem of trade practice does not necessarily apply to combines
alone; the American fair-trade clause of the Act of 1914 has general application. But
the policy of combines is the most critical field of its application, because che
important effects of the main practices have then a wider range, and some of them
are of little effect unless adopted by bodies having monopolistic influence. The
evolution of combination has created the most serious problem of practice, because
it has fully evolved the meaning of industrial competition. Any one who reads the
account of this ‘just, equalizing, and beneficent’ influence in the characteristic
chapter of the economist Hearn will see how the assumptions of that time have now
been upsetl have elsewhere showhow we must regard competition as a question
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not only of reaction of supply to given conditions of market price, but also of the
imposition by producers of long-range conditions, and the use of strength to impose
them. What | then called ‘bargaining and resource’ belong to the idea of competition,
that is, to the endeavour of any individuality to maintain itself in its function. What
combination limits is not competition, but only the number of independent
competitors; thetrengthof competition is rather increased than diminished thereby.
The full content of competition was really made plain by the trusts and cartels.

It may be a question, however, whether the use of trade practices implies that
combination has been carried beyond the point of greatest economy in the strict
sense. If combines make for productive efficiency, is this not the sufficient condition
for meeting new competition, actual or latent? It appears to me that trade practices
will hold almost a normal place in private industry on two grounds. First, there will
always be the transitional period when combination is being developed as a better
administration, and this usually implies that surplus capacity has to be dealt with. If
the method of bankruptcy is not allowed to remedy this, some charges must be
carried on the costs of the new administration, as retrospective costs. At the time of
writing, for example, the English cotton industry is considering a levy in order to buy
out and close down excess capacity; and, if this is a good purpose, the new
organization may not be able to make economies to offset this dead charge. If it has
not an indefeasible monopoly, it may therefore have to secure its position by the
adoption of trade practices. But, in the second place, apart from such exceptional
conditions as exist in the post-War period, investment has often, perhaps usually, to
anticipate the market, to an extent which is a problem of judgment, and to hold
capacity for the sake of development. Investment cannot be made strictly continuous,
and at the same time combination may increase the efficiency with which attention
is applied to this factor of development.

There is now general consent to the view that, mainly because of the range of trade
practices, some special jurisdiction is necessary to review them on appeal from
injured parties, or on the initiative of some public official. The Federal Trade
Commission, and the cartel tribunal, are the chief models of such a tribunal, though
they work upon very different assumptions, and adopt very different lines of remedy.
| need not anticipate Dr. Liefmann’s full account of the German system. In England,
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the common law, taking a legal view of relationships, has been generally favourable
in its decisions to combines in their use of practices against third parties; but will not
enforce the contracts between the parties themselves. The absence of evidence on
economic results is a serious defect, especially with the extension of control over
retail prices which is now being employed by associated prodticers.

The defence against trade practices is own-production. There may be other
economies in backward or forward integration, but to a large extent it is caused by
a desire for security. The relation of the ‘mixed business’ to cartel policy is fully
described by Dr. Liefmann. Of the head of a great English combine, the late Lord
Leverhulme, it is said that he ‘always held that he would not have been wise, in view
of his extensive manufacturing interests, to have allowed himself to be at the mercy
of the market for his supplies of raw materials.’ This term of the argument has been
properly described aSewerbepolitik.

Risk.

It will be seen that Dr. Liefmann finds the significance of the cartels (and
presumably of other combines) in the economic factor of risk, under modern
conditions of competition. The cartels are ‘the product of the growing divergence
between the risk of capital and profit.” For this reason chiefly, he separates the
modern combination movement from such earlier kinds of association as the gilds.

He does not neglect the fact, to which increasing attention has been drawn in recent
economic discussion, that modern competition is not entirely blind. There are always
relations of more or less implicit combination between producers, in trade
associations and informal conferences. Further, there is usually some element of
monopoly even under free competition. There is genesally some part of the market
in which the individual producer is protected by an element of goodwill, as is shown
by the fact that the value of this element can be capitalized when a business changes
hands. Between this preserve, anddtbekurrenzkampthere may be a fringe of the
market over which he has a considerable, but less firm hold. Much use has been
made of this consideration in handling the theoretical problem of equilibrium
between competitors under catmohs of decreasing cost. It may however be a
guestion whether this consideration is not now one of lessening importance in the
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field of mass production, where standardization is giving less room for the goodwill
of brands. In the field of the great industry, we must expect an increasing fluidity of
custom, and therefore an intensification of independent competition.

In another aspect, the problem of independent competition is connected with the
fixed investment of capital in a changing economic conjuncture. For the
‘representative’ business, which is assumed to be adapted as regards its scale of
investment to a given volume of demand, is not really adapted to it in the strict sense.
Investment, as Marshall was careful to point out, does not proceed with the same
continuity as demand. The units of change in investment have to be taken large, so
that considerable reserve capacity may have to be created before it can be fully
employed. There must, in a dynamic economic system, be this continual provision
for development. In other words, a business must be representative as regards the
phasein which its industry at the time stands, and this creates an element of
competitive instability. For there is a constant pressure on the business to run full
because of its fixed charges. The economyuahmng full isnot the economy of
large-scale production, and is a different thing from the economic law of decreasing
costs due to a larger scale of production; though the two are often confused. When
we are comparing one scale of production with another, running full must be
assumed in both cases. The advantage of one scale of production over another is not
mainly due to the question of distributing fixed charges, but to the possibilities of
organization. Marshall, for example, lends no authority to the view that large-scale
production is a question of the fixed charges. In a dynamic industrial system,
however, great businesses are very liable to be in the condition which may be called
false decreasing cossjnce there must obviously be an advantage in forcing the
market so as to gain the economies of running full. Dr. Liefmann’s argument is
concerned with a dynamic economic system, in which invention plays a large part,
and where, to speak technically, this factor of false decreasing cost is an important
element of instability.

Apart from the influence, probably diminishing, of partial monopoly for the
individual, some degree of alleviation of risk may be given by the producers’ own
sense of the markeXhis is not a matter of even implicit association or agreement
between producers. It will be recalled that, in the analysis of Marshall, this factor is
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called into existence especially in bad times. ‘The immediate effect,’ he says, ‘of the
expectation of a low price is to throw many appliances for production out of work,
and slacken the work of others; and if the producers had no fear of spoiling their
markets, it would be worth their while to produce for a time at any price that covered
the prime costs of production, and rewarded them for their own trouble. But as it is,
they generally hold out for a higher price; each man fears to spoil his chances of
getting a better price later on from his own customers; or, if he produces for a large
and open market, he is more or less in fear of incurring the resentment of other
producers, should he sell heedlessly at a price that spoils the common market for
all.”® It is not plain why this sense of the market, if it exists, should have the range
of its application limited to periods of depression. If producers are like that, then
even under true decreasing cost competitive prices will have some regard to the pace
at which production can be developed without reprisals or disorganization. What is
possible at the most difficult time cannot be out of the question in more ordinary
conditions. The ‘increasing divergence of risk and profit’ must be taken to imply that
either this sense of the market becomes less considerable, or that it does not act as
strongly in the world market as in the home market, or that the events and tendencies
to be ‘sensed’ become more numerous and complicated than it can feel without a
large degree of error — in the absence, that is to say, of any combined policy at all.

Of course, it is also true that joint stock has done something to lessen risks by the
opportunity it offers to spread investment. Companies as well as individuals can
partially insure themselves by distributed holdings. This fact, however, does not meet
the real problem of competitive risk. A company as such will endeavour to maintain
its own competitive position, whatever its other investments. Besides, they will and
ought to find the main outlet for investment in their own development.

It may also be held that modern capitalistic industry only justifies its claim to profit
by the exercise of the function of taking risk. Those who go into business must
realize the nature of the world they enter. Every business must be a maker of risk, in
respect of its initiative and enterprise; it cannot avoid this function. It peist,
contra, be a taker of risk in a number of ways, and must organize its capacity to
accept, disperse, or prevent risks. It must also be capable of bearing losses. This
argument has some force, and has been pressed against the whole trust and cartel
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movement. It must be remembered that trusts and cartels are not to be contrasted
with small-scale production or marketing. Large-scale business is assumed, when the
guestion is of the further step into combination. The risk argument means that even
with all the resources of large-scale industry, the incidence of risk-making, risk-
taking, and loss-bearing is out of relation to the long-period profits of business.

Is it possible to put this question to any sort of positive test? It involves important
propositions regarding the relation of business to enterprise and to the changes of the
environment. The argument is that amalgamations are, in one aspect, the defence of
enterprise against excessive competitive risks. The trade cycle shows the ups and
downs of activity, and it may seem at first that, on the risk theory, the pace of
amalgamations should be related to it in an inverse way, increasing as the conditions
of business are worse.

There are, however, two exceptions which may be taken to such a test. The trade
cycle would have a bad psychology if measures to meet business risks were taken
only when these risks had already become excessive. The reasonable psychology of
the matter is both that the recurrence of cycles is a long-period risk which prepares
the ground for organization against it, and wears down the objection to the sacrifice
of independence by producers; and that the short-period stress of bad markets is an
assisting fact in this direction. Hence Dr. Liefmann’s addition of risk prevention to
the defensive idea of combination. The other exception is on the ground that
combination is a form of enterprise, and that enterprise is in all its aspects most
prominent in times of good trade.

It is nevertheless worth while to mention what the evidence is as regards the long
course of trade risks, and the reaction of enterprise to fluctuations. In this country,
the long course can be judged either by the rate of insolvent liquidations of
companies, of which there is an index since 1884, the first year in which the number
of registered companies is known; or by the proportion of paid-up capital involved
in all liquidations, which is known only between 1891 and the War. By either test,
there was a strong downward tendency in the incidence of risk. After the War, these
tests become inapplicable. In the United States, it has been shown by Snyder that
over a much longer period there was no increase in the incidence of risk as judged
by insolvency.
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With regard to the temporary conditions of the market, it has been suggested by
some writers that a state of depressed trade is favourable to industrial reconstruction,
and that plans for reconditioning and rationalization would naturally be made then.
The stress of the risk factor might be expected to increase this tendency. But as
evidence has not hitherto been presented to verify this and other aspects of enterprise
in relation to the cycle, the following propositions may be set out.

First, company enterprise directly follows the trade cycle. When the trend of
company formations is taken out by a seven-year average, the annual indices against
the line of trend, when averaged for the periods of rising and falling trade, show
variations between good and bad times which are clearly marked.

Second, company failures inversely follow the trade cycle. This had not been
shown to be the case, because of the defects of the figures available (e.g. to
Aftalion), and trade-cycle theory requires every kind of verification. Complete and
classified figures are now available. They show that, when insolvencies are separated
from other liquidations, and the same method is used as for company formations, the
fluctuation is marked, though it is not so great as for formations.

Third, what is of most importance here, amalgamations in this country directly
follow the trade cycle, so far as they have any tendency at all. It is quite clear that
they do not follow it inversely. The data are at present available only between 1890
and 1913, that is, for six cyclic phases.

In the United States, similar results have been proved by Snyder and Thorp. ‘The
consolidation movement appears to be most active in periods of prosperity, and to
show a marked decline during depression.’ This post-War conclusion of the official
statistician of the Census conforms to the well-known pre-War fact that the greatest
period of trust formation was on the rising market at the close of last century.

The increase of credit facilities, the strengthening of joint stock methods, and even
the progress of amalgamation, may have contributed to the diminishing appearance
of the risk factor. Its downward trend, while there was no trend in the figures of
unemployment, show a divergence in the incidence of risk as between the parties in
industry. Competition should be described as chaotic, ruinous, cut-throat, or
excessive, only in those cases or aspects where these epithets are true, and not
habitual. The influence of the risk factor is now being absorbed into the general
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policy of rationalization, whose outlook is to the future rather than to the past.

The Evolutionary Significance.

Finally, there is the aspect of combination in which it is regarded in its
evolutionary significancds it a preparatory step to some kind of socialization, or
is it a solution of the competitive problem which can be maintained by private
capitalism, thus cutting off the necessity of state intervention? The sharpness of this
alternative has been much diminished since it was first presented, by the evolution
of methods whereby the State can give to whole industries the position of ‘industries
in commission,” or ‘semi-public’ industries. The interest of the shareholders in profit
is limited, and the directors have a delegated and supervised authority in
management. The chief field of application of this method is public utilities, in which
domestic competition has special causes of limitation, and international competition
does not exist. From this to fully competitive industry, or to the supply of
transferable goods, is both theoretically and actually a considerable step. In England
and Germany, the State has begun the creation of compulsory cartels, and is feeling
the possibilities of intervention in the organization of some fundamental industries;
but these steps might be retraced, the political attitude being liable to change. | agree
with Dr. Liefmann that we have to keep these results in view, and that combination
has itself to provide the spirit favourable to their further evolution; the ‘sense of
interdependence’ must permeate and modify the ‘sense of opposition.” In America,
socializing in the broadest sense of the word is too far off to be yet discussed; no
general proposition could be formulated. Industrial evolution rather leads the study
of it than the study of it the evolution. This does not mieéssez-faire but the
recognition of a momentum of change, which absorbs and moldifssgz-faire.

There are some directions in which this evolution seems ready to show important
possibilities for the future. One of these has already been mentioned — the increased
status, as compared with fifty years ago, of industrial in relation to professional
occupations, due to the creation of a greater scope for management, authority, and
responsibility.

Second, the stability of industry. The presumption is a fair one that combination
can improve the conditions in this respect; for some causes of instability are certainly
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due to overlap and multiplicity of enterprise. Dr. Liefmann has much to say on the
power of cartels to stabilize prices. The desideratum is the price policy which will
lessen fluctation of industry; this may certainly depend on limiting the extremes of
price movements, but that limitation may, in my view, result from bold price
policies. To go quickly above the market in a rising conjuncture, or quickly below

it in a falling onemaybe the method of intercepting the rise and fall, and checking

its range, but this is not a settled point, and Dr. Liefmann is more favourable to
controlled change in price. It has usually been supposed that this function of control
rests chiefly on banks, as the sources of the requisite of credit, without which there
cannot be expansion; and in some ways this is a dangerous assumption, if it leads
industrialists to think that control over fluctuation is not mainly their affair. There
are other requisites of expansion besides credit, and a coal cartel might, in the
interests of stability, control its own requisite. But how? In the case of the banks, it
is held that if they put up bank rate quickly at a certain period, the total fluctuation
will be less; if it goes up from 4 to 6 or 7, then it may not have to go up to 10,
because the speculative influences on industry will be headed off; while if it creeps
up by halves per cent, these influences may grow, till 10 Per cent is the crisis rate.
What, by analogy, should a coal cartel do? Hold the price as steady as possible, and
control the supply? Or use the price instrument to anticipate the rise of other prices
or catch their fall, thus steadying enterprise by lessening or increasing profit margins
over costs? This is a debatable question; but the combination movement at any rate
gives to industry itself a share in the function of control over fluctuation, since it
creates the unity of policy which the banking system in recent times has obtained by
its implicit combination under central bank influence.

Third, the integration of the interests in industry, the producer, the employee, and
the consumer. There have been steps taken in England and Germany to give to
labour consultative rights in industrial administration; but a full share, through
representatives, in the control over industry cannot be obtained by labour directors
in separate businesses. It is alien to the spirit of the labour movement to be thus
thrown into the competitive strife; but the position is different in combined industry.
The German coal cartels must by law have labour representatives, with full rights,
on their own governing bodies, and on the coal council of all Germany, which finally
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controls everything. The same is true of consumers’ representatives. This integration
of interests is a better method than that adopted in England, where no labour
representation on the coal board exists, and the consumers’ interest is to be
safeguarded by the criticism from outside of committees of invigilation and
investigation. It is to be remembered that there are as yet few cartels or other
organizations so placed in the saddle that they can really carry out this integration
of interests; there is nothing more as yet than the indication of possibilities of this
kind as combination extends under private, public, or semi-public authority.

Finally, we may find ways, even if only in a few industries, of arranging the use
of unemployment funds, by advance and recovery, so as to keep men in work and not
in idleness. This is out of the question with a great multiplicity of quite separate
producers. But | am not sure that it does not deserve a second thought when the State
can advance to and recover from some more complete organization of producers.
And similar methods of advance and recovery may be found workable in respect of
wage disputes when, failing an agreement by negotiation, provisional terms can be
made for the continuation of work, for final adjustment by recovery according to the
terms of an arbitration. Such ideas may be more feasible as unity of industrial
administration grows.

For such attempts to define the future, Dr. Liefmann is not to be made responsible.
He will, I hope, pardon anything in this Introduction which goes beyond his own
careful estimates. It is to his own account, continued over so many years, of the
evolution and significance of industrial combination, with all its checks and
balances, that with many others | owe the debt of knowledge and stimulus to inquiry.
To thedoyenof these researches, this translation is a grateful tribute.

D. H. Macgregor
Oxford, 1932



Part I: The Nature And Origin Of Cartels.



Chapter I: Economic Federations, Associations And
Companies.

Modern Economic life is based on the most involved mechanism of exchange. No
man produces the goods which he himself needs; he is obliged to acquire them from
others in exchange for money, and most men are gainfully employed in offering
goods and services to others in order that, with the earnings from such goods and
services, they can ensure the satisfaction of their own needs by means of this money.
Thus innumerable specialized earning activities have been developed which we call
trades or professions. Now, it is evident that men do not practise their trades and
professions in complete isolation from each other, but, on the contrary, show a lively
desire to establish close contacts with their fellows in the same trade. At all times
this has been so. True, one cobbler regards another cobbler as an opponent because
he may take away his customers or, as we say, enter into competition with him; but,
in spite of this, the most varied relationships exist between and with all other
cobblers. For instance, they have a very extensive sphere of common interests, as
against the tanneries, the leather factories, the leather merchants, the producers and
the merchants of all other materials they may need, the boot-and-shoe shops, the
consumers and finally the Government that regulates their trade. With a view to the
common defence of these interests the cobblers form associations of the most varied
character, some merely local, some more extended and some perhaps even national
in their scope; and to-day, in the age of press publicity and mass printing, they
usually have a trade journal to further the purposes of cobblers’ associations. The
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same happens with all the other money-earners, and in modern economic life the part
played by these trade associations under various names and in various forms is of the
first importance.

‘Economic or Trade Federations’ is the term most generally in use for such
formations; but when one looks more closely one can distinguish three main groups
according to type of organization or formation without going into detail regarding
trade or industry represented. Those groups may perhaps be characterized as follows:

1. Trade Federations or Technical or Professional Associatien3hese are the
loosest federations — this term being most generally and comprehensively employed
of industrial and trading bodies. They aim at defending the economic interests of
their members as against other economic interests or the government, but they make
no attempt to interfere in the activities of the members themselves. These interests
being very varied, the circle of persons who enter into such unions is also very
varied. The more general the interest and aims which are represented, the more
people covered by a union of this nature, the looser becomes the texture and the
relationship of the individual to it. Thus the most important federations or institutions
— if we include purely technical or professional — are those formed by members
of the same profession or trade, the so-called ‘technical or trade institutions’
(Fachvereine). But general associations rise in considerable number above them; thus
above the individual industrial institutions, the Central Association of German
Industrialists (Zentral-verband deutscher Industrieller) and the Federation of
Industrialists; above the individual institutions in the chemical industry, the
Association for promoting the Interests of the Chemical Industry; above the
numerous institutions in German engineering, the Association of German
Engineering Firms (V.D.M.A.); and at the head of the whole German industry the
National Federation of German Industries (Reichsverband der deutschen Industrie).
Other groups are the Hansa Federation for Industry and Commerce (Hansabund fur
Industrie und Handel), the Federation of Agriculturists (Bund der Landwirte) and the
German Agricultural Society (Deutsche Landwirtschaftsgesellschatft).

The union of the narrowest groups, the technical associations, is industrially most
important. To it belong, for example, the so-called trade unions, as they confine
themselves to defending the interests of the workmen as against other outside
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interests, and do not attempt to regulate their industrial activities directly; to it also
belong the numberless professional associations of people engaged in agriculture,
industry, commerce, transport, the liberal professions, etc., in which people of the
same economic status are banded together in defence of their common interests. This
is the case for instance, where the small retailers conduct a campaign through their
organizations to secure legislation against the big stores and the co-operatives; where
the professional associations in this or that industry demand higher protective tariffs
or lower transport rates or a diminution of the burdens represented by social taxation
and the like; where associations of civil servants or public officials agitate for a
revision of salary or pension rates, for equality of status or of emoluments, etc., etc.
But out of such professional associations may develop a second, more solid form of
association, viz.:

2. The industrial or trade association which regulates the activities of its members
to conform to a definite aim — when, for instance, the members of a Trade Union
are not content with agitating for a rise in wages, but agree not to accept work under
a certain minimum wage, even at the cost of a strike; when the retailers undertake
not to buy from any manufacturer who supplies the big stores; when the employers
in a given industry agree among themselves not to re-engage workers who have
taken part in a strike, or not to supply merchants who in re-selling have not kept to
the prices fixed by them. In all such cases there is a mutual undertaking on the part
of the members which goes beyond the mere furthering of common interests through
the professionassociationsind is not restricted to action within these associations
— a mutual obligation to carry out or to refrain from particular acts conducive or
non-conducive to a common aim. The members may agree to surrender their liberty
of action or submit to control through joint agreements. In this case we can use the
term — associations.

3. The third form of association is that of the busireesporationor company.

This is a combination of individuals to undertake some economic activity. Such
companies are, as arule, profit-earning; the bond uniting their members is the pursuit
of gain.

They occur in many and widely diversified forms, ranging from a small group in
a trading company to the joint stock companies in which an unlimited number of
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persons may have a share in the undertaking. To this category belong also the co-
operative societies since they are combinations of individuals of the same type to
carry out a joint enterprise. While, however, co-operatives are joint enterprises and
are not merely unions or associations, they have so many points of real difference
from the ordinary industrial or trading company, that it is better to treat them as a
special form of enterprise parallel to the industrial or trading company. Co-operative
societies do not earn profit as such, but are rather an amplification of the work
carried out in the sphere of domestic and trading economy by their members and
impose a co-ordinated or single unit instead of many scattered activities. They have
a fundamental similarity to a union or an association inasmuch as their members
have joined together for a common purpose. The first is the case when no special
economic attitudeis-a-visthe common body, which is a company in the broader
sense, is desired, i.e., in consumers’ co-operatives. More closely knit enterprises
occur when purchasing or selling co-operatives restrict activities of their members
in some way favourable to them. Under certain conditions they come close to the
cartel, which we define latér.

It must here be emphasized that¢heels,which are to occupy us first, belong to
the second group of economic unions, viz., the associations. They are associations
of entrepreneurs, while the Trusts, of which we shall speak later, belong to the third
group and are combinations or companies of entrepreneurs. But with this the
distinction between the two types of organization is not complete. One should
recognize at once that all associations are not cartels and that the term is confined to
entrepreneurs : it excludes the associations of workers, such as the trade unions. And
yet | should like here to emphasize the fact that, in their organization and the part
they play in economic life, cartels and trade unions are very similar. It is important
to recognize this to-day, when the trade unions have attained to full equality with
employers’ associations as far as power and influence upon the national economy as
a whole are concerned.

Now we have tentatively assigned to the cartels and trusts their place among the
many organizations of modern economic life, we shall say a few words about their
economic significance. Every one in Germany has had plenty of opportunity for
convincing himself of the reality of the cartels and trusts. For several decades every
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one has been affected by them in a greater or lesser degree, not merely in Germany
but — we may safely say — in every corner of the globe. Even before the War, was
there a housewife who did not express her surprise at finding that sugar or paraffin
oil ‘had gone up,’” and receive from the shopkeeper the answer:

‘Yes the sugar cartel (or the oil cartel) put up the prices last month’? Who has not
complained of the high price of coal and heard in reply: ‘Nothing will induce the
coal syndicate to put down its prices; we retailers have cut our profits to the bone’?
Who does not remember seeing before the War the tank lorries of the German-
American Oil Company driving about the streets of our towns, and hearing that oil
was so dear because the American Oil Trust ‘controlled’ the greater part of the world
production of that illuminant? If this was the position twenty-five years ago, it is still
more so to-day, not only in Germany but all over the world. Everywhere we find
combinations of entrepreneurs controlling the market right down to the final
consumer and not infrequently raising the price. It is mainly with unpleasant feelings
that the public makes its first acquaintance with the cartels and the trusts; because
it always occurs at a time when the public is made to pay more than it likes.

Cartels, trusts and similar phenomena have naturally greatest significance for the
particular trades concerned. The conditions of production and marketing are entirely
altered and utterly new economic arrangements make their appearance, and it seems
as if they would lead to a complete transformation of the present-day economic
system. It is therefore no wonder that discussions of socialization should have
centred on such formations and that they should be regarded, even by non-socialists,
as phenomena indicative of a new economic order, ‘planned ecohomy.’

But the effects of cartels and trusts are not confined to a single national economy.
The Oil Trust, which we have already mentioned, has extended its influence over the
whole world. In China it has made large advances of money to the Government in
return for valuable concessions. In Mexico, where it has been engaged in a struggle
with British capitalists for the control of the oil-bearing lands, it has been at times
one of the principal instigators of the civil disturbances there. In Germany it
attempted to defeat by force the plan of an Oil monopoly aimed against it. Wherever
oil is discovered, it tries to create a sphere of influence; it has branches and
subsidiary companies in more than fifty countries, and, in addition, its principal



Robert LiefmannCartels, Concerns and Trust35

shareholders have invested their vast profits in the most various branches of
American industry, notably in mines and railroads.

But the Standard Oil Company is merely the biggest example of a capitalist
expansion which is to be found everywhere on a smaller scale. Large-scale
enterprises do not now consist of a single company, but result from mergers, the
amalgamation of a number of undertakings. It often happens, however, that such a
merger is not complete, and one enterprise is only financially interested in another.
Thus so-called combines or concerns come into existence, very variously organized
conglomerations of several undertakings, which are partially co-ordinated but mostly
brought under one control as subsidiaries of large companies. Thus the Oil Trust of
which we were speaking, the Standard Oil Company of New Jersey, stands at the
head of a concern which includes some five hundred enterprises spread over the
whole world and with a capital of some £1,000,000,000.

This trust, which, if not the biggest, is probably the most important and the most
‘international’ in its sphere of interests, has rivals in other industries hardly inferior
to it in extent and international range. The big German electricity concerns, for
instance, with their subsidiary or affiliated companies, extend over many countries,
while the great companies in the German chemical industry have amalgamated to
form a single concern with a share capital of 1,100,000,000 marks, which in turn
owns many companies operating in hard coal and brown coal mining, the
manufacture of explosives, electricity supply, as well as trading companies in
different countries.

Even where the individual enterprises are primarily concerned in supplying the
home market, they may stand nevertheless in the most intimate contact with
enterprises in other countries and their organizations through the medium of
international cartels. These international cartels are constantly increasing in
importance; through them competition in world markets is being gradually restricted;
by means of foreign branches and financial participations the national economic
frontiers are swept away. Thus cartels, combines and trusts and all that they represent
may be regarded as the high point of ‘modern capitalism,’ of the spirit of enterprise
which exploits all technical achievement for the purpose of gain, the system to which
the modern world has entrusted the satisfaction of its needs.
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Before all those formations, the question rises more urgent than ever: what is their
effect on our economic life? Can they be left to themselves, or should the State take
a part in their organization and how? Here we come to a second question: whither
tends this whole development? All these problems will now concern us.

The classification given in this chapter was first developed in my Wik,
Unternehmerverbénden the Volkswirtschaftliche Abhandlungen der badischen
Hochschulenyol. I, No. i, 1897.



Chapter II: The Nature Of Cartels.

We shall now try to draw up a definition and describe the nature of cartels and
trusts. For the man in the street the terms ‘cartels,’ ‘rings,’ ‘trusts’ and ‘syndicates’
all mean the same thing, and are used in an extremely vague sense. Here, in
conformity to a well-known bad habit still extremely common in Germany, we are
especially fond of using the English word ‘Trust’ and a word of French origin,
‘Syndicate.’ True, the word ‘cartel,” which economic science has come to use side
by side withiproducers associatighis not of pure German origin either, but at least
it was coined in Germany to describe phenomena which were first observed in
Germany.

We shall therefore consider the cartels first, as being the form of association most
important for us in Germany. The term ‘Cartels’ we take to mezantary
agreements between e+as we have called theasssociations of — independent
enterprises of similar type to secure a monopoly of the maiketmonopolization
or domination of the market is evidently the essential point in definition; it means
that the cartels aim at excluding as far as possible competition within their range of
activity. It is upon this monopolistic character of the cartels that their effectiveness
both for good and for evil depends. We know certainly the means by which they
achieve the position of monopoly; it is the agreement between members to carry out
or refrain from certain acts in the course of their business activities, an agreement
which makes a group out of a mere association of enterprises. Cartels are
associations witmonopolistic aims.

Misconceptions are widely prevalent as to the true nature of monopoly. People are
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inclined to think above all of state monopolies, where the State reserves to itself the
exclusive right to carry on a particular industry or trade, and so they deem it a
monopoly where competition is legally or actually eliminated by State action. Such
a view is too narrow. In the economic sense, a condition of monopoly obtains
wherever a considerable portion of the demand may be satisfied only by one single
supplier or (as in the case of the cartels) by one combined group of suppliers. It is
therefore quite unnecessary for one supplier alone to etisbltemonopoly).

There may be several suppliers in existence, but, for some reason or other, such as
higher cost of transport, alternative sources may not be available and satisfaction
may therefore depend upon one seller ombta(ive monopoly). In this case
competition is not actually or in the legal sense excluded; it remains, so to speak,
latent and comes into play if at any time the price situation is such as enables it to
overcome the preferential position of those who now have the relative monopoly. It
is of special importance to note here that exactly the same is the case with the
combinations of theworkers, the Trade Unions. They too are monopoly
organizations; if a trade union wants to obtain better conditions of labour by threat
of a strike or similar methods, it tries, as far as possible, to unite all the workers
concerned. The more a cartel-agreement manages to include all the enterprises
affected — including, for instance, those in foreign countries — the nearer it gets to
being an absolute monopoly. But the great difference between such a monopoly and
a monopoly legally conferred, for instance by a patent, is, that in this case the
possibility of its encountering new competition through the entrance of new firms
is never quite excluded but remains always in the background. In fact, the more the
cartel exploits its monopolistic position to exact high prices — and thus give a strong
stimulus to new enterprises — the greater prospect there is of this latent competition
becoming reality.

In spite of my attempts during the past thirty years to make clear the economic
nature of competition, some wholly false ideas are still very prevalent, above all in
legal studies on the subjéct.

The true nature of the cartels, as of all monopolistic organizations, is determined
by the purposewhich their members follow. Whether an association can realize
prices different from those which would obtain in a state of free competition is a
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guestion for particular cases and often very difficult to decide at all. The purpose to
control or influence the market makes the association into a cartel And it is quite
sufficient to speak of theurpose of achieving monopolistic contsihce behind the
concept of influence stands always control. General statements, such as that the
cartels aim at ‘regulating’ purchasing, production or marketing in any given trade,
are too vague. Regulation is only possible under an exchange constellation, a perfect
system defined by economic science as a monopoly. A cartel may not even attempt
to include all the undertakings in the given branch of trade, and yet wetithay s
speak of the aim of monopolistic domination of the market even if only some of the
buyers are exclusively dependent on the cartel firms. As | have explained in detall
in my theoretical work,the notions ‘competition’ and ‘monopoly’ are not only
applicable to one party to an exchange, but must always take account of the opposite
party. A patentee has, it is true, a position of absolute monopoly, but he enjoys no
sort of preferential position in the determination of prices and incomes, unless his
wares are superior to those of others. The possibility therefore of producing
monopolistic effects — which is the real point of importance in life — is always
dependent on the situation on the opposite side.

Assuming then this monopolistic tendency to be the purpose of cartels, there is no
need at all to include in the definition — as many authors have done — the desire to
increase profits."For monopolistic tendency’ means trying to get the most
favourable position possible in exchange. Profit-making is of the essence of
enterpriseé? as of ‘all economic activities,” and there is no need to mention this
specially in the case of the cartels, since cartels as such are not profit-earning
concerns. They may be used not to increase the profits of their members but to
prevent them falling below a certain level — a thing which may easily happen in
open competition. Costs and profits remain, as we shall see, in the case of most of
the cartels, a matter for the individual firm; and even though a firm usually — but
not always — joins a cartel in the expectation of a rise in profits, yet the purpose of
the cartel is not to be found in the economic activity of the firm as such, but in
something external to the firm, the condition of the market, and the favourable
adjustment of conditions governing supply and demand.

The monopolistic effects of a cartel can only make themselves felt provided the
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majority of the competing firms come into the agreement. Experience has shown that
normally about three-quarters of the firms concerned must participate, otherwise
monopolistic action becomes impossible. This is not to be regarded as a strict rule,
but is dependent entirely on the conditions in the particular branch of trade. It is this
necessity of including, as far as possible, all firms concerned that distinguishes the
cartels on the one hand from simple associations, trade or professional associations
which attempt byndirect means merely, such as agitations, petitions and the like,
to improve the economic situation in their particular trade or generally to further
their common interests. They are to be distinguished also from the numerous non-
monopolistic associations which regulate conditions of contract, fix standards and
uniform specifications, carry out central purchasing of raw materials, or set up joint
selling organizations or agencies, and so forth. Those are associations, because they
regulate and control the economic activity of their members at certain points, but
they are not monopolistic associations, or cartels, because they have no monopolistic
purpose in view. Thus they have no need to include all the members of a particular
branch of industry or trade, but may be formed by a number of such firms, e.g. where
certain firms arrange among themselves for the joint purchase of raw materials, for
a joint selling organization, for uniform conditions of contract, for standardization
and uniform specifications. Cartels, on the contrary, restrict the economic freedom
of their members in obedience to a common monopolistic purpose — take from
them, that is to say, their right to fix their own prices, to produce or sell as they
choose, etc., thus bringing about a common policy and a united front. But there may
be intermediate forms between simple associations and monopolistic associations,
just as there are between unions and associations, because different agreements
covering different groups may be concluded within the same organization. This does
not however affect the scientific necessity to distinguish between these three types;
such a distinction rests on the difference between their economic effects. Thus even
agreements as to conditions of contract may bear a monopolistic character, and in
this case it is permissible to speak of ‘contract-cartels’ as far as they may complete
the actual monopolistic (price) agreements, e.g., provisions as to rebates; or when the
conditions of contract, as in banking, may be themselves prices.

The cartels, however, do not go as far as to take away completely the independence
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of the individual firm, and are therefore to be distinguished from mergers — in
which one firm is completely absorbed in another and the former owner loses his
proprietary rights altogether. They differ in this respect fromntfmmopolistic
amalgamationdgn whichall or nearly all the firms in a particular branch of trade are
brought into one concern, thus abolishing completely the economic independence of
former individual undertakings. The special form of amalgamation known in
America as the trust has precisely the same effect; of these we shall speak in detail
later. In the case of the trust, too, the individual undertakings lose their independence
and are completely absorbed in a single concerogrporation or company.
Amalgamations, mergers and trusts are not mere contractual unionaxebut
financial, capitalistic unions, resting upon a basis of ownership. A financial
amalgamation of several firms, so common to-day, is called — subject to certain
qualifications to be discussed below —eancern and a trust is therefore nothing
more or less than monopolistic concernlhe trusts have many points of contact
with the cartels, since the main thing about them too is their monopolistic purpose.
They are thus to be regarded in many respects as a further stage in development of
the cartels, and frequently produce the effects of these in a still more marked degree.
But there is a further limitation to be made. Cartels, strictly speaking, are only
associations of producers offering their goods to the purchaser or consumer. The
above expression ‘influencing or domination of the market’ means, in fact, nothing
more or less thatlomination of suppl{but this is not to be taken quantitatively, but
quite generally in the sense of ‘willingness to sell’). Associations of firms to control
purchases in their capacity as customers or buyers against the producers or against
the workers, are not to be regarded as cartels. These organizations aim not at a
sellers’ monopoly, but, on the contrary, at a buyers’ monopoly. The formation,
however, of such buyers’ monopolies is generally far more difficult than that of a
sellers’ monopoly, because the number of buyers is generally far larger than the
number of sellers of a given product (‘Labour’ as a product is the most important
exception to this rule). What generally results from such agreements is not really a
monopoly, but merely a certain degree of co-operative union; for instance, factory
owners have often come together to arrange for collective purchasing of coal, but
have found themselves unable to put up a buyers’ monopoly to counter the sellers’
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monopoly of the Coal Syndicate, and so have had to content themselves simply with
the privileges granted to large-scale purchasing. Thus these ‘buyers’ associations,’
as we may call them, have not the far-reaching effects upon the national economy
which the sellers’ monopolies may have; they may, however, serve as a means of
defence for the buyers, and are of great economic importance from this point of
view. To this class belong all cooperative unions of consumers, purchasing and
wholesale. Co-operatives, which, while not possessing a complete monopoly, yet
sometimes concentrate in themselves, through the association of a large number of
buyers, such a large part of the demand, that even a sellers’ monopoly has to reckon
with them. But we shall not extend the term cartel to cover all these purchasing
associations, because they must be assessed on a different economic basis.

The same is true of those associations of employers which are directed against
labour, the Employers’ or Anti-strike Associations. Here too the firms act not in their
capacity assellers of commoditiebut as purchasers of labourAll such
organizations must be judged differently, and in fact have quite other economic
effects from those which are associated wiskelgers’monopoly. If we were to call
bothcartels, we should be obliged to speak in each case of producers’ or consumers’
cartels, since it would hardly be possible to make any statement which would apply
to both, so completely do they differ in their causes and in their effects. It is therefore
wise to restrict the term ‘cartels’ to associations of producers. In the slipshod
language of everyday, and even unfortunately in scientific writings, this distinction
is often not observed, and false or misleading conceptions are the result. It might
possibly be permissible to speak of ‘consumers’ cartels,” but ‘cartels’ must always
be taken to mean associations of producers.

Normally cartels are conceived as being agreements between firms i.e., between
large-scale profit-earning units. They are associations of firms with a monopolistic
purpose. But just as it is difficult to draw the line between industry and handicratft,
between the industrial firm and the small tradesman, so it is with the associations.
Still, in production, the difference in the amount of capital required for a large-scale
undertaking is important, and plays, as we shall see (QHppa part in the
formation of cartels. In small industries the actual work of the owner plays a larger
part in the organization regarded as a whole, even where it is a case of selling
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products and not performing services. In consequence, too, of their purely local
character associations of small tradesmen frequently take quite different forms as
well as their effects and are restricted to a much smaller field. It is this fact which
determines the possibilities and the problems of State regulation within such trades.
It is therefore advisable to restrict the term ‘cartel’ to the monopdgsger profit-
earning units, supplying more than local requirements. It is, however, quite true that
the line which separates associations of firms from those of smaller trading units is
a fluid one, especially in commerce.

On the other hand, there is a fairly sharp line separating these combinations from
combinations of individuals, who sell their personal services. One might of course
speak of cartels of doctors, lawyers, musicians, artistes, authors, etc., since in all
these branches there are agreements aiming at influencing the supply in a
monopolistic sense. These consist above all in agreed scales of wages and salaries,
with an obligation not to supply any services under the standard rates. There are also,
as is well known, numerous trades which stand in an undefined position between
personal services, supply of materials and the selling of goods — from the
hairdressers, hotel and inn keepers and plumbers, up to the theatres and the transport
agencies. But, generally speaking, the term cartel is to be confined to those who are
producersor entrepreneurs, i.e., those who either offer for sale goods requiring
considerable capital, or money services or material services also requiring
considerable capital investméht.

Above all, the term cartel is not to be taken to include the wage-agreements of
labour. Such agreements form the basi$raide Unionsand these may be either
mere unions serving the general interests of their membexssociationdinding
their members to do or refrain from doing certain things, or finally they may be
monopolistic associatiorming at direct intervention in wage matters — in which
case they must do everything possible to get all the workers concerned included in
the agreements.

For all associations, which for the foregoing reasons are not to be accounted
cartels, it is best to use the more general term ‘combination’ or ‘convention.’ It is not
convenient to use the word cartel in a more general sense, as it would then be
necessary to state in each case whether one is referring to cartels of entrepreneurs as
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producers or as consumers, or of undertadpeabuyers, to cartels of handworkers
or cartels of labour, etc.

As regards the distinction between cartels aogperative societiest would
naturally be going too far to assert that all cartels are a kind of co-operative society.
For not every association for furthering the common interests of its members is a co-
operative society. On the contrary, co-operatives, are as W& saa/form of joint
enterprise, whereas cartels spring from mere agreements between producers. There
are however some forms of cartels, as we shall see in Chapter V, which take over
from their members a portion of their economic activities — usually the individual
selling of their products, and transfer this to a common selling organizatiorns This
a selling co-operative, even if it does not take the legal form of one — a matter of no
importance from the economic standpoint. It is a selling co-operative based on an
association, in fact,@-operative with a monopolistic purposethe same way any
activity aiming at the common purchase of raw materials or goods for individual
firms is a buying co-operative. And when it includes all the competing buyers, and
excludes competition, then it is a buyers’ co-operative with a monopolistic purpose.
Cartels and co-operative societies have in common the fact that they are formations
destined to further the economic activities of several enterprises by means of
combined effort, and they coincide in the case where such combination leads to the
formation in common of some special organization which has branched off the
organizations of individual members.

A question much discussed in recent times is whether organizations which have not
originated voluntarily but have been created compulsorily by the State are yet to be
regarded as cartelStatutory Compulsory cartglsThe kind of compulsion leading
to these formations may, however, be very different, as was seen in the War. One can
only speak of cartels — a word derived fraarta, ‘contract’ —where the
association has been entered into through an agreement which has its basis in private
law, but not of combinations of a public nature determined by statute. But there may
be intermediate stages. If, for example, price-agreements are linked on to a guild, a
matter forbidden by factory regulations but which occurs very often nevertheless,
one can see here a cartel. Cartels are voluntary contractual agreements with a
monopolistic purpose, even though the basis of the original combination is not a
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contractual one. In the same way | consider the term ‘compulsory cartel’ applicable
where the State, by threatening a public and compulsory organization of the trade,
prevents the dissolution of a cartel, as was the case with the Potash Syndicate in
1910; or where it intends in the same way to secure the organization of an industry,
but leaves the form that organization shall take more or less to private initiative. On
the other hand, no cartel exists whepeiblic corporation —a totally different thing
from voluntary trade associations — is formed, as was so often the case during the
War?!3

Finally, it must be emphasized that when we, as economists, consider the
monopolistic aims and effects of the cartels, and determine their position within the
entire mechanism @xchangen this basis, we place less importance on their inner
structure. The problems involved in the latter, the relationship between the members
of a cartel, are more a matter for sociology, whereas the science of jurisprudence has
to take account of both sides, the relationship of the members within the cartel and
its influence on the mechanism of exchange.



Chapter IlI: The Origin Of Cartels.

At all times and in every stage of trade exchange there have been monopolistic
agreements between sellers. As cartels, however, they are a modern phenomenon,
arising out of the conditions of modern economic life. The only monopolistic
organizations known to ancient and medieval times took the form of the so-called
‘corners and ‘rings with which we too are familiar to-day. A corner is created by
buying up, as far as possible, all the goods available on a given market with a view
to monopolizing them. Thus, in ancient times, frequent attempts were made to buy
up all the corn supplies on a market and so get a monopoly and fix the selling prices
to suit. Such attempts were also common in the Middle Ages. We often hear of the
merchant princes of Augsburg, Nuremberg, or Cologne making corners, and of
legislation being directed against this practice in quite early times. A corner,
however, is not an association, but a trade manoeuvre which may be attempted by
a single merchant.

By a ring’ we shall understand an association of several persons with a view to
forming a corner in conjunction — though of course in popular language the word
is often used as equivalent to cartel. Thus a ring is not an agreement between
independent entrepreneurs, butjsiat enterprisecarrying out business in common.

It aims, through the holding up of all available goods, at causing a scarcity and hence
an increase of price, so that it can unload at the higher price and make a profit. A ring
is thus a highly speculative enterprise, and has nothing whatever to do with
regulation of price, production and supply, which is the function of the cartels. The
concentration of the entire stocks of a commodity in a single hand and the
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withdrawal of them from the market is utterly at variance with the object of trade,
which is thedistributionof goods. Further, since the ring can only gain control of the
entire volume of goods by outbidding all the other buyers and paying the producers
the highest prices demanded, and since, in addition, it must make very high profits
upon these high prices to compensate it for the very great risk it runs, it invariably
makes the goods extremely expensive for the consumer. For all these reasons corners
and rings are to be regarded with very great disfavour. In recent times they are less
common than they used to be, or at least they are more rarely successful. With the
development of modern transport, which makes competition by the most distant
producers and merchants possible, such an attempt at monopoly by cornering has to
take account of all the supplies on all the markets of the globe, whereas formerly
with inferior means of transport it was possible to be safe against competition even
in small areas. It is however clear that during the War, with the general scarcity of
commodities and the more rigorous delimitation of national economic activities,
cornering again became easier, and ephemeral companies were formed here and
there locally to buy up goods and create a scarcity.

But though voluntary monopolistic associations in the form of cartels were
unknown either to the ancient or to the medieval world, still there were in the Middle
Ages organizations which in their actions resembled them very closely, namely the
Guilds. These, however, were not voluntary Biate-regulatecéssociations, and
they were not created to establish a monopoly position, but with a view to improving
the status and furthering the social interests of their members. In order to carry out
this task they then received from the authorities the right of exclusive trading. The
sole point of similarity between the guilds and the cartels lies therefore in the
elimination of competition, in their monopolistic action. But, in the case of the
guilds, this position of monopoly was assigned by the State and realized largely by
compulsion, whereas, in the case of the cartels, it is the result of the voluntary
combination of the interested parties. Besides which, the whole situation out of
which the guilds arose differed totally from that which has given birth to the cartels.
In the Middle Ages the characteristic form of industry was Handicraft — small-scale
production, mostly in the form of hired craftsmen working for a local market and
with little capital. The guild organization aimed primarily at ensuring for every
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member of the trade a standard of living appropriate to his status. In the cartels, on
the other hand, we have modern organizations with large capital — and the hope of
lessening capital risk is, as we shall see, one of the principal motives which induces
firms to form cartels. Thus even the modern combinations of artisans differ
considerably from the cartels in respect of their origin. Itis true that now compulsory
membership of the guild has been abolished they too are voluntary associa-tions, but
their members are not subject to the severe capital risks resulting from huge
mechanical productive capacity and manu-facture for stock which in large-scale
manufacture compels the continuous running of the works, and, in this way,
intensifies the fierce competitive struggle and the perpetual undercutting of prices.
Artisans working locally, on the other hand, count on getting traditional prices,
which do not easily alter even when competition increases. They suffer from the
modern overcrowding of industry, but not from great fluctuations of price, since
economic crises play a less important part in small-scale production. In addition, the
forms of association among artisans often differ from those of manufacturers,
especially since the recent guild legislation (Innungsgesetzgebwhidh has made
monopolistic combination among artisans much easier. But as far as their effects are
concerned, there is no great difference between monopolistic combinations in large-
scale and in small-scale production, except that the latter tend to be restricted to a
locality. For the ultimate consumer, the numberless monopolistic combinations of
artisans and small tradesmen are probably just as disadvantageous as those of the big
manufacturers.

Though the guild constitution of the medieval artisans does not justify us in
speaking of cartels in the Middle Ages, still here and there in trades which were not
organized in guilds we do find agreements among the producers to which the term
cartel might be applied. Thus in the fourteenth, fifteenth, and sixteenth centuries we
find price-agreements of the cartel type concluded in various localities, especially
in mining and in mineral-ores, such as copper, tin and mercury, also between salt
works and alum works; and in the eighteenth century too they are quite common in
the industries created by mercantilism, such as copper, salt, glass, porcelain, cloth,
and bedding industries.

But these cartels of former centuries have no historical connexion with the modern
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cartel movement. For in the meantime the principle of open competition had become
accepted everywhere, and the cartel movement of the present day is a reaction
against this principle. In spite of the short period of time during which open
competition has been really in operation, it had become so much the custom, even
in science, to regard it as the sole regulator of exchange that the exclusion of this
factor through the operation of the cartels was felt as something utterly new and
unknown. And from this standpoint, the cartel movement taken as a whole, as a
means of defence against excessive competition, is in fact quite a modern
phenomenon. Thus when towards the end of the seventies a few cartels came into the
public eye for the first time, conception and reality were completely unkfown.
Thus in the short space of a single generation these associations have developed from
very small beginnings into one of the most significant factors in modern economic
life. In economic development, which is accustomed to much longer periods, a rapid
expansion of this kind was something so unexpected, that it seems only natural to
conclude that the cartels must have causes deeply rooted in the nature of the modern
economic system, so that they were bound to make their appearance when they did.
We shall now attempt to trace these causes.

The fundamental cause of the formation of cartels lies in the growth of large-scale
enterprise. This again is the result of the great technical achievements, which,
beginning in the second half of the eighteenth century, have set their stamp upon the
nineteenth century. The invention of machinery of all kinds ledass-production;
improvement in transport, especially since the advent of the railways and the
steamship, madmass-marketingossible. But the large-scale enterprise that was
thus being developed required quite a different mechanism of exchange from that of
artisan-production. The artisan only came — and indeed only comes — into
operation when some one gives him an order, and he often, especially in earlier
times, used even to receive the raw material he would require from his customer in
advance (working up for the customer). But the large-scale plant, using machinery
and designed for mass-production, cannot afford to wait till some one comes and
orders something, and then carry out each customer’s order in turn; it has to make
sure of keeping its machines going all the time, so as to get full advantage out of
them, and must therefore work for stopkgduction for a market
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From all this there results theésk which is peculiar to the modern capitalist
enterprise designed for mass-production. The entrepreneur runs a double risk of
losing his capital: In the first place he runs the risk of not being able to keep his plant
in continuous and economic operation, i.e., he figkd capitalBut secondly, when
he has once started manufacture, he is not sure of being able to find a customer for
his products; he risks losing hsorking capital.The risk involved in fixed capital
is generally greater.

Now as long as mass-production was still in its infancy, the rewards of enterprise
were, generally speaking, very favourable, since production was almost invariably
cheaper than antiquated hand-work. In one trade after another handicraft had to yield
to large-scale manufacture. But directly there came to be a large number of producers
in the same trade, the situation became more difficult, the more so the faster the new
technical inventions and improvements followed on each other. By the use of the
most up-to-date machinery and improvements, every new firm that set up might be
superior to those already in business, and every one kept trying by cheaper
production and cheaper prices to secure for himself a steady market. The older
producers used the profits they had earned in former years to realize the newest
improvements themselves, the capital sunk in the enterprise grew larger and larger,
and competition in the same trade grew fiercer and fiercer.iffitkissification of
competitionis a universal phenomenon of modern economy, and it is this above all
which has led to the formation of cartels. This intensification of competition is
therefore the result of the tremendous growth of technique and invention, in
consequence of which the costs of production are continually reduced and the
producers using the newest methods keep on getting ahead of the others. It is further
the result of continual extension of transport and communications, leading to the
expansion of markets and bringing them into conflict with a continually growing
circle of other producers. It is, finally, a consequence of the enormous increase in
capital wealth, and perhaps still more of the increasioigility of capital(joint stock
capitalism), in the more highly developed countries, of the newlities for
founding new companies and the greatly increased love of enterprise.

This intensified competition had the most unfavourable consequences for all
entrepreneurs. On the one hand their capital risk kept increasing, on the other their
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profits kept falling. This went on till finally they came to consider their profits as no
longer adequate compensation for the increased capital risk. As soon as this view
was current in a given trade, and it began to be realized that common agreements
might improve the situation, the moment for the cartel had come. Subjectively, from
the point of view of the producer’s efforts alone, one may term the cartels as the
product of the growing divergence between capital-risk anditprBrom the
standpoint of private enterprise this may be taken as a factor making for the creation
of cartels, while general economic phenomena, active behind those motives and
instrumental in bringing them into being, growing competition and the unfavourable
situation resulting from it, afford us an explanation of the formation of cartels from
the standpoint of national economy.

It was only natural that the first attempts to form cartels in any given branch of
manufacture made their appearance at moments when competition had reached its
fiercest point and the resulting situation had become unfavourable in the highest
degree. At first each entrepreneur naturally supposed he could secure business and
a market by cutting his prices, and make up for his lower prices by producing on the
largest possible scale, on the principle of small profits and big sales. But as
everybody was thinking the same thing, over-production became worse and worse,
prices went lower and lower, and the weakest enterprises collapsed, till finally those
remaining had the happy idea of putting an end to all this by agreement. Thus out of
the most extreme competition there developed its very opposite, namely, monopoly.
Competition thus spontaneously generated its opposite; ‘competition Kkills
competition,’ just as the Socialist Proudhon had described it in the forties of last
century; It is highly interesting to observe how, in one industry after another, this
transformation from extreme individualism — from the absolute isolation of the
single enterprise — to a condition of more and more solidly organized associations,
has been gradually taking place.

But how was it that the entrepreneurs suddenly had the idea of giving up their
isolation and entering into such hard and fast mutual obligations? One of the
circumstances that contributed notably to this result was that the competitors in the
same branch of trade were already frequently associated in those professional or
technical associations (Fachvereine), which we distinguished from the cartels. In
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these associations, which are, generally speaking, older than the cartels, the members
of a trade originally came together for the defence of their common interests, and,
in the course of some common agitation for transport concessions, tariffs and the
like, they would naturally come to speak of the trade situation and possible means
of improving it. This was the first step to an understanding, and the first attempts to
form a cartel in an industry have very frequently been made at such meetings. Even
to-day, many cartels are still at the stage of being occasional agreements made at
periodical meetings. And the professional associations formed to deal with accident
insurance have had the same effect as technical associations, in effecting
combinations.

As has been already said, there had already been in former centuries a few
formations of the cartel type, both in Germany and elsewhere, and now that attention
has been turned towards them, more and more of such creations are coming to light.
Thus it has recently been ascertained that there is in Germany a cartel over a hundred
years old, the Neckar Salt Union, which was formed in 1828, between the salt mines
of the States of Wurttemberg and Baden, and the Hessian private salt mine at
Ludwigshalle (since 1821 a joint stock company). This cartel has only once altered
its statutes — in the year 1869 (on the abolition of the salt monopoly)! In the years
1836-44 there was a cartel between the four Prussian alum works, two of which were
private undertakings while two belonged to the Prussian state. And at the same time
— early and middle forties — the Oberlahnstein Association for the sale of Nassau
pig-iron came into being. Probably in 1854, and certainly after the still valid 1869
agreement, a proper syndicate arose from this associafidiew German cartels,
covering salt, bismuth and tinplate, go back to the sixties. But all these older cartels
are merely the result of special competitive conditions in their particular trade — not,
like the present-day cartels, the consequence of reaction pervading the whole
economic system against open competition as a general principle regulating trade.
The firstepochin the cartel movement in Germany falls in the time of the ‘big
crash,’” the deep economic depression in the middle of the seventies. It is in this
period that the great combinations in the coal, iron, paper and potash industries, and
in many other industries also, have their origin.

The formation of cartels was facilitated by the beginning of the protectionist era
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in 1879. The effect of tariffs on cartels has been often exaggerated. Even to-day you
may often hear it said that, without tariffs, there can be few or no cartels. It is true
that a large number of associations originated in the years immediately following the
introduction of the protective tariff — e.g., eighteen in the iron industry alone. But

it is not correct to say that these combines were founded simply to take full
advantage of the tariff. They are rather to be regarded as the belated effects of the
great crisis, which produced a fierce competitive struggle lasting several years until
finally in a few industries the ground was prepared for combination. It was not
simply to exploit the protective tariff chat producers eliminated competition in their
own ranks, but they desired protective tariffs as well as agreement in order to make
violent competition, the cause of economic distress, impossible — the former, to free
themselves from foreign competition, the latter to hinder blind internecine struggles
among themselves. Thus protective tariffs are — at least originally — not a cause of
the formation of cartels butraeansto render them possible. Entrepreneurs soon
recognized that tariffs can do little to improve the situation in an industry so long as
unrestricted competition continues within the national frontier. To eliminate this,
only self-help can be effective. The protective tariff of 1879 was only indirectly the
cause of the formation of cartels even where, as for instance in the soap and
explosive industries, it enhanced the price of raw materials, and forced producers to
raise their prices by agreement to correspond to the prices of the raw materials.

In general, as subsequent development has shown more and more clearly, it has
been shown that entrepreneurs can, by means of agreements, forestall unfavourable
economic conditions. When once the cartel system had become widely disseminated
and examples of several branches of industry organized in cartels for some
considerable time were available, entrepreneurs did not wait for things to become
really critical during times of depression but did their best to prevent excessive
competition, trade depression and economic crises. When the prices of raw materials
r