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MAN S WORLDLY GOODS
said Adamis guilty of all the articles. By the discretion of the
justices the sane Adamis drawn and hanged, etc. And it was
found that the sane Adam has in the town aforesaid chattels to
the value of 325., which Ralph attc Wk, escllcanr of the lord the
King, seized forthwith and nade further execution for the |oud
the King, etc."”
Ail am G ymt was hanged. Thousands of other peasants Wre
hanged al so. The Peasant Revolts were put down. But try as they
m ght, the feudal overlurds could not reverse the process of agrarian
devel opnent. The ol d feudal organization was broken up by the
pressure of economc forces that could not be withstood. By the
m ddl e of the fifteenth century over the greater part of western
Eur ope noney rents had been substituted for |abour dues, and, in
addi ti on, many peasants had won conpl ete emanci pation. (in the
nore rtnute areas, away fromthe highways of trade and the
liberating iulluence of the cities, SClfthln renained.) The 'agricul -
tuxal |abourer was now nore than just a workhorse. He could
begin to hold his head up with an air of dignity.
Transacti ons whi ch had been unconmon to feudal society he-
cane the order ol the tl:l)’. \Were formerly | and was granted or
acqui xed only on the understandi ng of nutual service, now there
arose a new conception of |anded property. Large nunbers of
peasants Wre free to nove about, and to sell or bequeath tltcir
[ mul, although they had to make a certain paynment for doing so.
The Stcvcnagc ()ourt Rolls for 1385 rcnrd that a villain who
"held a meSsuagc and half a vitgate of |land for the Iength of his
life, and paying for all other services due, 10 Solilll, came into the
CAJl't and di sposed of and conceded the aforenentioned land Ito
HCl ZLI'1 CYlI for the length of his Iife and he gives the lord a fee of
6 tlcnuxii for registering this on the court rolls."
The fuel that |znmd was thus bought, sold, and exchanged freely
like any rolnnmity spelled the end of the old feudal world. Forces
maki ng for change had swept over western Europe and given it
a new face.
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"And No Stranger Shall Work . . ."

| NDUSTRY, too, was changed. Whatever industry existed formetly :1/
had been carried on in the peasant’s own house. Did his famly

need furniture? Then there was no calling in the carpenter to nake
it or no purchasing it at the furniture store on Main Street. Not
at all. The peasant’s own fanily chopped and cut and carved unti

it had whatever furniture it needed. Did the nmenbers of the famly
need cl ot hi ng? Then the menbers of the fam |y spun, and wove,

and stitched, and sewed-their own. Industry was carried on in the
honme, and the purpose of production was sinply to satisfy the needs
of the household. Among the lord s donestic serfs there were

some who did only this sort of work while the others farned

In the ecclesiastical houses, also, there were sone craftsmen who
specialized in one craft and so betanc quite skilled at their jobs of
weavi ng or working in wood or iron. But this, too, was not com
nercial industry supplying a market-it was sinply serving the

requi renents of the household. T he nmarket had to grow before
craftsmen as such could exist in their separate. professions.

The rise of towns and the use of noney gave craftsnen a chance

to give up farm ng and make a living by their craft. The butcher
the baker, and the candl estick-maker then went to town and set,

up shop. They went into the business of hutcheting, baking and
candl esti ck-nuhing not to satisfy tsnly the needs of their own |iouse-



— 0k — O

mu CFE THE "taunts
w 1:15. qu EURCPE:
(THE. GU ADS
(MAW ! j AFTEh 24w)
1



56 ' MAN S WORLDLY GOODS
hol d, but to neet the demands of others. They were in business to
supply a small but growi ng narket.
Not much capital was required. A room of the house in which
he Iived would serve the craftsnman as a workshop. All he needed
was skill in his craft and custoners to buy what he made. If he
was a good workman and becane wel | known among the towns-
men so his wares were in demand, then he could increase his out-
put by taking on a hel per or two.
There were two ki nds of hel pers, apprentices and ionrneynen.
Apprentices were youngsters who |ived and worked with the naster
craftsman, and | earned the trade. The |length of apprenticeship
varied according to the trade. It mght be as little as one year or
as many as twelve. The usual length of tine spent as apprentice
was fromtwo to seven years. Becom ng an apprentice was a serious
atiair. It meant an agreenent on the part of the child and his
parents with the master craftsman, that in return for a small fee
(in food or noney) and the prom se to be hardworking and obedi -
cm the apprentice was to be taught the secrets of the trade and be
| odged and boarded with the master for the termof the agreenent.
After he hatl served his termas |learner the apprentice, if he
passed his exam nation and had the neans, m ght set up shop as a
master himself. If he lacked sulhcient funds to start his own busi -
ness, then he becane a journeyman and continued to work for the
same master for wages, or else tried to get enployment with
anot her master. By hard work and careful saving of his wages, he
was often able after a few years to open his own shop. in those
days not nuch capital was required to set up a business and start
__ production. The typical industrial unit of the Mddl e Ages was
this small workshop in which the master was a srnall-scal ¢ enpl oyer
wor ki ng side by side with his helpers. And not only (lid this master
craftsman produce the wares he had to sell, but usually he sold
them hinself as well. In one wall of the workshop there m ght be
a wi ndow, |ooking out on the town stteet, in which the goods were
di spl ayed for sale and actually sold over the counter.
It is inportant to understand this new stage in industrial organ-
y_-._S ..
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"AND NO STRANGER SHALL WORK . . ." 57

i zation. Wiere fornerly goods were nade not to be sold comrer-
cially, but nerely to supply the needs of the househol d, now goods
were made to be sold in an outside market. They were nade by

prof essi onal craftsmen who owned both the raw material and the
tools with which they worked, and sold ihe finished product. (To-
day workers in industry own" neither the raw material nor the tools.
They sell not the finished product, but their |abour’ power.)

These craftsmen foll owed the exanple set by the nerchants before
them and forned gilds of their own. Al the workers engaged

in the same craft in a particular town fornmed an association called
a craft gild. Nowadays when a politician or industrialist makes a
speech about the "partnership of Capital and Labour" the old expe-

" rrenced worker in his audience is apt to shrug his shoul ders and
say, "T'aint so." He won't believe it. He has |l earned that there is
a wi de gap between the man who pays and the man who is paid.

He knows that their interests are not the sane and that all the
talk in the world about their. bcing partners won’t change the siwa
ation any. It is for this reason that he is suspicious of conpany
uni ons. He doesn’'t want, if he can help it, to be a nenber of a

| abour organi zation, in which his enployer has too big a finger in
t he pie.

But the craft gilds of the Mddle Ages were different. Everyone
doi ng the sane worlt-apprenticcs, journeyncn, and master crafts-
nen- hel onged to the sane gild. Both masters and hel pers could

bel ong to the same organi zation and fight for the sane things. This
was possi bl e because the di stance between worker and boss was not
too great. The journeyman lived with the master, ate the same food,
was educated in the same way, believed the sane |hings, and had

the sane ideas. It was the rule, not the exception, for apprentice or
journeyman to becone a nmaster on his own. So |long as this was

true, the enployer and the enpl oyee coul cl be nenbers of the



same gild. Later, when abuses crept in am it was no |onger true,

then we lind the journeyman formng giltis exclusively their own.

But in the early stages of gilt! organizations, the harness-rnslxrs’
gthl Inzlttzlrtl ali harness-znkers, the su' ntl-minlns’ Kiltl includtd
u-mv ' 4Wil ' i i WMM nmm hme,
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58 MAN' S WORLDLY GOODS

all sword-polishcrs, etc. Every apprentice had the sanme rights as
every ot her apprentice, every journeyman the sane as every other
journeyman, and every master craftsman the sanme as every other
master craftsman. There were ranks in the craft gilds, but within
these ranks there was equality. And the steps up the | adder from
lowly apprentice to master craftsman were not out of reach for
many of the workers. ’

Did you ever hear of a lawer? It’s an out-ofdate word now,
probably because it pertains to an outolLdate profession. It neans
a person who' dresses white leather. In the fourteenth century in
London, this was a big business and a gild of tawers had been
organi zed. Fromthat gild s ordinances, dated 1346, we can | earn
a few things about craft gilds: . |,

19wW' %

“I'l't . . . if by chance any one of the said trade shall fall into

poverty whether thru old age, or because he cannot |abour or work
he shall have every week . . . 7d. for his support if he be a

man of good repute.

"bl And that no stranger shall work in the said trade . . . if he

be not an apprentice, or a man admitted to the franchi se of the
said city.

"(31 And that no one shall take the serving-man of another to

work with him during his term unless it be with the perm ssion
of his nmaster. And if any one of the said trade shall have work in
hi s house that he cannot conmplete . . . those of the said trade shal
aid him that so the said work he not | ost.

"L11 And if any servingnan shall conduct hinmself in any other
manner than properly towards his master, and act rchelliously to-
wards him no one of the said trade shall set himto work, unti

he shall have nmade anends before the Mayor and Al dernen.

"P51 Also, that the good fol ks of the same trade shall once in the

year . . . choose two men . . . to he overscers of work and all other
things touching the trade for that year, which persons shall be
presented to thc: Mayor and Aldermen . . . and sworn before them

diligently to enquiie and nake search, and loyally to present to
the said Mayor and Al dernen such defaults as they shall find touch-
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ing the said trade w thout sparing any one (or friendship or for
hat r ed.

"Also, that all skins falsely and deceitfully wought shall be
forfeited.

"(61 Also that no one who has not been an apprentice and has

not finished his termof apprenticeship in the said trade shall be
made free of the sane trade."

It is fromthe study of thousands of such documents that his-

torians are able to reconstruct, hundreds of years later, the story of
the craft gilds.

Rul e nunber | shows that the gilds had the welfare of their

menbers in mind. They were a kind of friendly brotherhood that

took care of down-and-out nenbers. Many gilds probably started

for just that reason so that gildsnen could help one another in

time of trouble. Incidentally, it is an interesting fact that unenpl oy-
nment insurance and ol d-age pensions so nuch in the news today

were provided by craft gilds for their nenbers al nost six hundred
years ago

Rul e nunmber 3 is further proof of the fact that gilds were regu-

|ated so that the spirit of friendship, not of conpetition betWen

gi l dsmen, was to exist. Look particularly at this provision that other
tawers were to aid a fellow tawcr who was behind in an order

so he should not |ose the business. Evidently, the trade interests of



the menmbers of the gild was one of their nmjor considerations.

C I dsmen were obviously banded together to keep the direct con-

trol of their industry in their own hands. Read rul e nunber 2 again
It is inmportant because it shows that the craft gilds, |ike the mner-
chant gilds before them wanted and obtai ned a nonopoly of al

thetr type of work in the town. In order to practise any trade in
the town, you had to be a nenber of the craft gild. Nobody out-
szde the gild was allowed to exercise that trade w thout perm ssion
fromthe gilJ. liven the beggars in Basle and Frankfort had their
gihls which didn't allow beggars fromthe outside to Leg in the
towns ex:rpt on two days a ycari The gihls tolerated no inur-

fereruc v.i7h their monowy. h was to their a-haetag: to La": it.
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106 MAN' S WORLDLY GOODS

forty-three wcelrs in order to earn that which an artisan obtained
in 1493 with ten weeks’ |abour." For the workingman this neant
either tightening his belt or fighting for higher wages to neet the
hi gher costs, or beconming a beggar. Al three happened--as a result
of the price revolution

Anot her group that suffered were those who had a fixed noney

i ncome, the rcntier class, who |lived on annuities, pensions, or the
income fromsecurities bearing a fixed rate of interest. Here, for
exanple, is the case of a Mss Reyncrses, who at the end of the
fourteenth century invested her nobney in obtaining an annuity for
life:

"W the Council, mayor, and gild nasters of the city of Hal ber-
stadt hereby make known that we have sold to the pious virgin

Al heyde Reynerses a yearly rent of half a |odighe marks . . . for
the sum of five | odi ghe marks which has been truly paid to us."

Per haps M ss Reynerses had counted on this annual return to

keep her in confort in her old age. Wl Il and good. But if she had
lived in this period of rising prices she would have had the un-
fortunate experience of going hungry, because, while her incone
remai ned the same, (one-half a |lodighe mark in this case) the things
she could buy with that income had become much dearer, so she
could buy I ess of them Her nom nal income was what it al ways

had been, but her real inconme would have declined. This al ways
happens to people with a fixed income in a period of rising prices.
| otnnlarly, the people with fixed incomes fromthe |and were hard
" hit. You renenber how the paynent of rents in nmoney for the use
of land had taken the place of customary services. That worked

well for the | anded gentry until the price revolution came. Then
they found thensel ves receiving the old I ow rents while they had
to pay the new high prices. Th:y were in a hole. What could they
do about it? What could those lords and rich men who had either
been gi ven or had bought the church | ands that rhe kings had
confiscated do about the fact that prices were risirg while rents
remai ned the sane? They felt they had to get nore noney out of
their land. But how?

#w" V" s
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There were two ways-cncl osure and rack-renting. ENg’ MN?) Ar TEK ’ Sgk

Encl osure went on to sone extent throughout Europe, but par- ?EQ UE jbnoErl (FF
ticularly in England. You renmenber the open-Eeld systemof agri- "7n® #4503
cul ture which was described in the first chapter. It was a bad systemi
because it was wasteful. It was bad, too, because the progressive,

wi de- awakc, enterprising farmer could not go his own pace or try

out new experinments, but had to lit into the tenpo of the others

who held strips next to his. A few stupid unintelligent farners

could keep a whole village from progressing. There had grown up

therefore, in sone places, a practice of strip-swapping, which en-

abled the various farmers to change their holdings fromthirty acres

of strips scattered in and out of other people’ s land, to four or five

conpact hol dings of six or seven acres each. A lucky or bright stripe

swapper mght succeed in "untangling" all of his strips and getting

theminto one conpact piece. The next step was to put a fence

around your hol di ng or hol di ngs. Wat was once open field now

becane encl osed-that is, fenced in. If you have ever travelled in

New Engl and you will-rcntnber the stone walls which encl ose

each farmer’s field; in old England, where they had stone easily

avai l abl e, they also built their enclosures of stone; and where there

was no stone they enclosed their fields with hedges. Encl osure of

this type, where farming on the |and continued, hurt no one and

led to an inmproverent in production. No one objected to this, and

the poor farmer as well as the rich did it and benefited fromit.

But there was encl osure of another sort that worked great hard-

ship on thousands of people. This was enclosure for shecp-raising. ?

Because the price of wool had been going up (wool was England s "



chief export), nmany lords saw a chance to get a bigger noney re-
turn front their land by converting it fnmfarmland to sheep
pasture. This had happened before the price revolution, but now

hi gher prices acted as a spur to the novenent, and nore |ords

encl osed their land for the purpose of raising sheep. Wile this did
mean nmore noney for the lord, it also nmeant the loss of a job and ’-
of a living for those farmers who had been on the encl osed | and.
Fewer people are needed to tend sheep than to run a fann--thc
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extra number were now down and cut. Oten the lord found that

in onlcr to get a good-sizccd holding together into t compau piece,

he had to turn off those tenants whose hol di ngs stood in the way.

He did so-and nore poor people |ost their neans of earning a

living. Fromthe bitter outcry of the panphleteers of the period

we | earn what great hardship enclosure for pasture brought to the

poor farmer.

Sonetimes the lord nmerely encl osed the common. This neant,

of course, that the poor tenant’'s cattle had no place to pasture,

which in turn nmeant ruin. Had the tenants no rights in the matter?

Couldn’t they go to law ahut it? Yes, they could. But going to

| aw has al ways been easier for the rich man who can pay the costs,

so even in those cases where the tenants m ght have won they,

sel dom had the neans to continue the fight. The lord who had the

noney could afford to keep the case going until the tenants had

to give up-and then he coulcl buy their Iand and add it to his piece

to be enclosed. That is the story contained in the foll owi ng petition

to the House of Commons from farners from Wotton Bassett

"for Restoration of Rights of Comon":

uThat whereas the Mayor and Free Tenants of the said Borough

. . . had and did hold unto them free conmon of pasture for the

feeding of all sorts of other beasts . . . one Sir Francis Englefield
did enclose the said park . . . and this did continue so |long, he

bei ng too powerful for them that the said free tenants were not

able to wage | aw any | onger; for one John Rous, one of the free

tenants, was thereby enforced to sell all his land (to the val ue of

1:500) with following the suits in law, and nany others were

t hereby inpoverished. . . . W are put out of all the comon that
ever we had and have not so much as one foot of comon |eft
unto us. . . . W are hereby grown so in poverty, unless it please

CGod to nove th: hearts of the Honourabl e House to comm serate
our cause, and to enact sonething for us, that we may enjoy our
right again. . . .

(Here follow twentythree signatures
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"Di vers hands nmore we m ght have had, but that many of them

doth rent bargains of the lord of the manor, and they are fearfu
that they shall be put forth of their bargains, and then they shal
not tell howto live . . . otherwi se they would have set to their
hands. "

Not all enclosure was for sheep pasture. Because a large farm

was easier and cheaper to run than a lot of little farms, tnanoria
| ords often encl osed for better crop-raising. Those unfortunate tcn-
ants who held strips of land that the |ord wanted were soon anong
the growi ng ranks of | andl ess and honel ess peopl e.

Though nost of us know nore about encl osure than we do about

the rack-renting of this period, it was the latter that was nore
important. Rents of land and the fines paid when a new tenant

took over a hol ding had been practically stationary. They had been
fixed by eustomand in the past custom had had the force of |aw.

But now that the revolution in prices necessitated a greater return
fromhis land, the lord di sregarded custom which had been the
peasant’s protection in the past. Wwen a tenant’s | ease expired,

i nstead of renewing at the same ternms as the old | ease, according
to custom the lord jacked up the rent so high that the tenant often
found it inmpossible to pay and had to give up his land. That’s what
happened to | easehol det’s. But though holding |land on a | ease was
to becone inportant later, at this tine nost of the peasants were

1

1-.



copyhol ders. This nmeant that they held their land according to the
custom of the manor "by will of the lord in the copy of the

roll." Unfortunately for many copyltol ders, the custom of the tnanor
was talten by the lord to nean what he wanted at that particul ar
nonent, and what he wanted above all else was either nore noney
fromthe land, or the land itself to be rented to sonme one el se who
woul d pay nore noney. Every possible trick was used to force the
tenant out. Wen a copyhol d changed hands-say at the death of

the head of the fam ly-then the son who expected to take over

the hol ding on paynent of the usual snmall fine according to cus-
tom found that the fine was no | onger small. The lord junped the
fine upward to so high a figure that the peasant could not pay and
i
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had to give up his old rights. Then the lord either sold the Iand or
leased it to sone one able and willing to pay the new scale of rents.
A petition of :553 fromthe inhabitants of Witby shows how

rents and fines increased:

11O Wt

The old rent The new rent And the in:

"From Henry Russell .............. 42, s. 1134 d. 4 S. 7s. 3d. 3% 5s. | tl.
From Thomas Robynson. . ns. n54d. 401. 7 d. ,y s. g d.

From Thomas Coward. . . . 14 s. 9d. 31 1. s, |. 6 d.

FromWIlliam Wl ker. .. 7 s. 3d. :7s. 51

From Robert Barker. . . . 14 s. 6 d. 30s. 1 s. | d."

In a sernon preached before the eourtiers of Edward VI, Bishop
Latimer had the courage to call a spade a spade: hYou | andl ords,

you rent-raisers . . . you umitural lords, you have for your posses-
sions yearly too nuch. For that here before went for twenty or

forty pound by year (which is an honest portion to be had gratis

in one Lordship, of another man’s sweat and | abour) nowis it |et
for fifty or a hundred pound by year."

Lati mer was not al one in denouncing grasping |andlords. O her
speakers and witers of the period also cane out strong agai nst

encl osure, rack-rcnting, higher fines, and | andl ords who by their
evictions were adding to the huge arny of tranps and beggars. In
Tlte Prayer for Landlords offered up at this same tinme, we find

the following: "W heartily pray that they (who possess the

grounds, pastures, and dwelling-places of the earth) may not rack
and stretch out the rents of their houses and | ands, nor yet take
unr easonabl e Hnes and incones . . . give themgrace also that they
may be content with that that is sulhcient, and not join house to
house nor couple land to land to the inmpoverishnent of others."

But in spite of prayers, the lords continued their practice of en-
closure and racklrenting. Wiole villages were left Jlerelict, with the
evi cted i nhabitants starving, stealing, or begging on the road. Mre
than prayers were tried. Laws were passed. The (lrown was really
worried. It wanted to stop the depopul ation of villages. It was
frightened because the arnmy was recruited largely fromthe peasant
and smal |l vhol di ng cl ass. Then, too, these peasants whose neans of
l'ivelihood was bei ng snatched fromthem had paid their taxes and

- - - - - .- _.__-0- -
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had been a good source of revenue for the Crown. Also, these wan-

dering groups of beggars constituted a real dangerethcre had been

but ni ngs. pulling down of enclosures, risings. So | aws were passed

agai nst enclosure. The first in 1489, and others right on through

the sixteenth century. But their very frequency shows that they

were to a large extent disregarded, otherw se there would have been

no need tor re-enactnent. Though sonme of the worst abuses were

nodi fied, it was a cinch that where the local |andlords were al so

the local justices, the |laws would not be strictly enforced. It is

interestin to remenber that when the peasants rose agai nst the

encl osures they were not the | awbreaker Swthe | andl ords were break-

ing the aw. Wich did not mean, however, that these peasant

uprisings were not dealt with severely. They were. They al ways are.

Notice an inportant change in this teriod. The old idea that

| and was inportant according to the amount of |abour on it had

di sappeared; the devel opment of commerce and industry, and the

- revolution in prices, had nade nobney nore inportant than nen,

and | and was now regarded as a source of income. People had

learned to treat it as they did property in general-it becane the

pl ayt hi ng of specul ators who bought and sold it on the chance of

nmaki ng noney.

The encl osure novenent caused a great deal of suffering, but

it did extend the possibilities of inproving agriculture. And when
capitalist indusz had need of workers, it found part of its |abour

supply in those di spossessed | andl ess unfortunates who now had

only their |abour power with which to earn a living.

3
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Tm expansion of the market. Roll that phrase over and over on

your tongue. Stanp it indelibly on your mnd. |: is an inportant
key to an understanding of the forces which brought about capi
talist industry as we know it.

It’s one thing to produce goods for a small and stable market,

for a market in which the producer turns out an article for a cus-
tomer who cones into his place of business and gives himan order
It’s quite another thing to produce goods for a market which has
growmn fromthe limts of a town to the broad expanse of a nation
and beyond. The gild sct-up was designed to fit a |local snmall nar-
ket; when the market becanme national and international, the gild
set-up no longer Fitted. The local craftsman coul d understand and
handl e the uni: of a town, but world trade was. quite a di Herent
matters The widening narket threw up a mdd' | cman who made

it his job to see to it that the goods made by the workers reached
the consuner, who might be hundreds or thousands of niles away.

The gild naster craftsman had been nore than just a maker of

goon. He had four other functions. He was five people in one.

In so far as he had to seek out and bargain for the raw materia

he used, he was a nerchant; because he had journeynmen and ap-
prentices working under himhe was an enpl oyer; because he super-
vised their work he was :1 foreman; since he sold his finished
product over the counter to the consumer, he was a shopkeeper

11z
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Enter the middl eman. Now the five functions of the nmaster crafts-
man are reduced to threo-worker, enployer, foreman. The ntt-
chanting and the shopkeeping are no | onger his concern. The

m ddl eman brings himthe raw material and collects the finished
product. The niddl eman now st ands between himand the cus-

tomer. It has becone the master craftsman’s job sinply to tum out
finished (pods as fast as raw material is brought to him

Thi s method whereby a niddl eman enpl oys a nunber of artisans

to work on his material in their own honmes is called the "domestic"
or "putting-out" system Notice that as far as the techni que of pro-
duction is concerned, the putting-out systemdid not differ from
the gild systemlIt left the master craftsman and his helpers in the
home working with the same tools. But while the nethod of
producti on renai ned the sane, the niketing of the goods was

organi zed on a new basis, by the m ddl eman, acting as nerchant.
Though the m ddl enman did not affect the techni que of produc-

tion, he did reorganise it to increase the output of goods. He soon
saw t he advant ages of specialization. Wlliam Petty, 3 fanous seven-
teent h-century econom st, put into words what the nm ddl eman was
putting into action. "Coth nust be cheaper nade what one curds,
anot her spins, another weaves, another draws, another dresses, an-
ot her presscs and packs, than when all the operations above nen-
tioned were clunsily perfornmed by the sanme hand." Wen you

enpl oy a | arge nunber of people to make a certain product, you

can divide the | abour anobng them Each workman has one par-

ticular job to do. He does it over and over again, and as a result
he becones quite expert at it. This saves tine and so speeds up
production. Still other changes woul d have to be made to neet the
needs of an expanding market. That’'s what the enterprising mddle-
men t hought. K

But the gildsnen thought otherw se. You renenber how jeal ous

the gilds were of their nonopoly on the manufacture and sal e of

"W a
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their perticular product. So watchful were they of their "rights"
that it is even reported cf the d asgow Corporation of Mechanics
that it tried to prohibit James Watt from carrying on his work on
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the nodel of a steam cngi neel xcause he was not a nmenber of the
Corporationl It is quite clear that gildsncn | ong accustoned to
beli eving that the manufacture of this or that product was their
exclusive privilege were going to how hard and | ong when m ddl e-
nmen dared to introduce changes in the old way 0!: doing things.
Tradition ruled the gilds. The old nethods, the old market, the

ol d monopol y, Business As Usual -that suited nmost of the gildsp

men. But it did not suit the enterprising w de-awake mni ddl eman

He had no time for tradition in a period of increased demand. He
wanted to change the ol d nmethods, cater to the new market, and
fight the old gild nonopoly. The gild set-up with its innuner-

abl e rules and regul ati ons was ol d-fashi oned, out of aate, and stood
in the way of further devel opment of industry. It had to be over-
throwmn. It was overt hrown.

Not all at once, and not too openly. (Glds were not legally
abol i shed in France until the Revolution; in England it was not
until the early nineteenth century that the gilds | ost their |ast
privileges.) The m ddl enen often worked within the: franework of
the gild system apparently accepting its formbut actually under-
mning it. Sonetimes wealthy masters of a gild becanme enpl oyers

of other masters in their own gilds; sometines one gild in an

i ndustry gradually took over the trading function and "put out”
work to other gilds in the sane industry. Gone was .he old equality
among masters whi ch had been fundanental to the gild system

Wher ever necessary the middl enan beat the | anpering gilt!

rules and regul ations by nmoving his industry outsid: the gild prov-
ince. out of the towns into the country districts, where work could
be carried on by whatever nethods were suitable w thout worrying
about gild restrictions as to wages, nunber of apprentices, etc. Thus
Anbrose Crowl ey, an ironnonger in G eenw ch, England, noved

to Durham and organi zed the | arge-scal e producticn of hardware,

on the putting-out system "In what had previously been a snal
village Crow ey planted a thriving industrial town of x500 inhabi -
tants, and proceeded to organize the manufacture of nails, |ocks,
bolts, Chisels, spades, and other steel tools. The houses were appar-
PR \"
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ently owned by Crow ey, and the materials and the tools were
advanced to the worknen by him after the former had deposited

a 'a bond for a considerable anpbunt.’ This deposit gave the right to
hol d a workshop and be a master worknman, |abouring with his

own family and employing in turn a hired i ourneyman or two and

an apprentice. The place of work was the nmaster workman's shop

and paynent was made to him by the piece for the work done.

Kni ghtcd in 1706, Sir Anbrose Crowl ey | ater becanme MP. intm

her of Parlianentl for Andover, and by that tine he possessed a
fortune of , (lzoopoof’

Naturally gildsnen objected to this change in the organi zati on of

i ndustry. They fought to retain their old nonopolies. But the heyday
of the gilds was over. They were fighting a losing battle. The ex-
pansi on of the market had nade their system antiquated, unable to
cope with the increasing demand for goods. "In a conplaint dated

4 February, 1646, objections are nmade about the growth of ribbon
manufacture in the countryside. . . . The ’'puttcrs out’ thereupon
replied that the position had changed conpletely since 1612. Trade
had increased a great deal . . . the nunber of gildsnen was too
small to provide even one 'putter out’ wth enough goods for the
whol e year."

M ddl eman engaged in the selling of cloth were particularly eager
to speed up production because for a long time cloth was Europe’s
chief export to the East. Mre and nore workers were needed to
supply the increasing demand, so the m ddl enen brought their

raw materials not only to those gildsmen in the towns who were
willing to work on them but also to the nen, wonen, and chil -

dren in the villages.



To those peasants who_ had suHcred (mmthe encl osures, this
spread of industry to the countryside gave an opportunity to add a
few shillings to their dimnished income. Many who woul d ot her -
wi se have had to | eave the village were enabled to hang on because
the nmerchant brought themwork to do. Daniel Defoe, whom you
remenber as the author of Robi non Crusoe, wote another fanous
hook, in 1724, called A Tour Through Great Britain. He describes
1
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sone of these villagers at the task set them by the m ddl enen.
"Among the Manufacturers Houses are |ikew se scattered an infinite
Nunber of Cottages or Small Dwellings, in which dwell the work-

men whi ch are enpl oyed, the Wnen and Chil dren of whom are

al ways busy Cardi ng, Sphzning etc., so that no Hands bei ng un-
enploy’d all can gain their Bread even fromthe youngest to the
ancient; hardly any thing above four Years old, but its Hands are
UElicient to itself. This is the reason al so why we saw so few Peopl e
wi t hout Doors; but if we knock’d at the door 01' any of the Master
Manuf acturers, we presently saw a House full of iusty Fell ows,

some at the Dye-fat, some dressing the Cloths, some at the Loom

.o all hard at work, and full enployed upon the Manufacture,

and all seeming to have sutiicient business. "

And just as Crowl ey, the hardware nanufacturer, grew weaithy

by successfully managi ng to supply the expandi ng market with

goods that it was calling for, so mddlenen in the cloth busness
grew rich also. Defoe informs his readers further

"*1" hey told ne at Bradford, that it was no extraordinary thing to
have Clothiers in that Country worth, fromten thousand, to Forty

t housand Pounds a Man, and many of the grea: Famlies . . . have
been originally raised from and built up by this truly noble Manu- .,
facture. . . . But to go back to Newbery, the fampbus | ack of Next.)-

bcrry, who was so great a Clothier, that when King lame: net his
Waggons | oaden with Coths going to London, and inquiring whose
they were, was answered by themall, They were | ack of Newbery :,
the King returned, if the Story be true, That this | ack of Newbery
was richer than he."

This famous | ack of Newbury was an important figure because,
unl i ke nost of the other m ddl enen who brought the raw mate-

rial to thc craftsmen to be worked on in their own houses, he set
up his own building containing over two hundred | conms on which
sone six hundred nen, wonen, and children | aboured. This was

early in the sixteenth century. It was the forerunner of the factory
system of three centuries later.
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Newhury and the mi ddl emen who brought the raw materials to

the craftsmen to be combed, spun, woven, in their own homes were
capitalists. T hey owned the cloth; they marketed it; they kept the
profits. The naster craftsnen and the journeynmen under them were
wage earners. They worked in their own houses; they arranged

their own time. They owned their own tools (though this was not

al ways true). But they were no | onger independent; they no | onger
owned the raw material s-these were brought to them by the md-

dl enen, the entrepreneurs (there were exceptions to this al so-

, some did their own raw nmaterials). They were now nerely piece-
wor k makers of goods, no longer trading directly with the

consuner; their trading function had been taken over by capitalist
entrepreneurs and they had become merely manufacturers in the

real sense of the word (manu, by hand -i- factura, 3 making : a
nmaki ng by hand).

In the gild system which had risen with the town econony, capi-

tal played only a snall part; in the putting-out system which arose
with the national econony, capital played an inmportant part. It took
| ots of nmobney to buy the raw materials for many workers; it took

| ots of nobney to organize the distribution of those raw materials
and their sale as finished products later. It was the nan with noney,
the capitalist, who becane the directing head of the puttingout

.aa-n



system

I ncreased demand meant the reorganization on a capitalist basis

of those heavy industries which needed an expensive plant. A good
exanpl e of this was coal mning in the sixteenth century in England.
The surface seans of coal were used up and deep m ning was
necessary. This neant the investnent of |arge suns of noney. It
nmeant the entrance upon the scene of the capitalist.

Simlarly in the mhing of metals, |arge suns of nbney were in-
vestetli to meet the demand for iron, brass, copper, etc., needed in
V industry, as well as for supplying the warring arm es. So huge was
the outlay of capital necessary in the neta! industries that conbina-
tions of capitalist: forned joint-stock conpanies to amass the suns
T
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requi red. This had been done before in trading ventures-now it
began i n manuf acturi ng.

Wth the discovery of hitherto unknown |ands, it was natura

that conpletely new industries such as sugar-refmng, tobacco, etc.,
shoul d make their appearance. The governnents granted nonopo-

lies to those people who dated to risk their nmoney in these new
ventures. The new i ndustries were organized fromthe start on a
capitalist basis.

Fromthe sixteenth to the eighteenth century, the independent
craftsmen of the Mddle Ages tend to disappear and in their place
cones a wagoearni ng class growi ng nore and nore dependent on

the capitalist-merchant-ni ddl eman- entrepreneur

It m ght be helpful to go over an outline of the successive stages
of industrial organization

. Household or family system The nmenb:rs of the househol d
produced goods for their own use, not for sale. Wrk was not
carried on to supply an outside market. Early M ddl e Ages.

I1. Gld system Production carried on by independent masters,

enpl oying two or three nen, for a small, stable, outside market.
The workers owned both the raw materials on which they worked

and the tools with which they worked. They sold not their |abour,
but the product of their |abour. Throughout M ddl e Ages.

[I1. Putting-au! system Production carried on in the hone for
growi ng outside market, by master craftsnmen with hel pers, as in the
gild system Wth this inportant difference-that nasters were no

| onger independent; th 2"; still owned their tools but were dependent
for their materials on an entrepreneur who hazl cone between them
and the consuner; they were now sinply piece-work wage-carners.

Si xteenth to eighteenth century.

V. Farlory system Production for increasingly wider and nore
fluctuating market car:icd on outside the hone, in enployer’s
bui | di ngs and under strict supervision. Wrkers have conpletely

| ost their independence; they own neither the raw material as they
did under the gild system nor their tools as they did under the
putting-out system Skill not so inportant as fornerly because of
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i ncreasi ng use of nmachinery. Capital nore inmportant than ever
before. Nineteenth century to present day.

A word of warning.

St op

Look

and

Li st en.

The outline above is offered as a guide, not as gospel. It’'s danger-
ous to accept it as the whole truth. It isnit. Taken with reservations
it may be hel pful. Taken by itself it will |lead you up many w ong
trails.

It’s a mistake, for exanple, to believe, as the outline suggests, that
all industry passed through the four successive stages. That was true
only of some, by no neans of all. New industries arose whi ch began

inthe third stage. Qther industries skipped several stages.

The tinme periods indicated are only rough approxi mati ons. Al,

ways when one stage was wi dely prevalent, signs of its decay were
already there, and the seeds of the next stage were pushing upward.
Thus in the thirteenth century when the gilds were at their height,

i nstances of the putting-out system had al ready appeared in northern
Italy. Simlarly, exanples of the factory system al nost as we know
it today, were already in evidence in the period which the outiine
calls th: putting-out system Renenber |ack of Ncwbury in the



si xteenth century.

The reverse is also true. The wi de preval ence of any stage of in-
dustrial devel opment does not nean the total disappearance of the
precedi ng stage. The gild system persisted long after the outline

i ndi cates that the putting-out system had cone in. Perhaps the best
proof that one stage continues long into the next is furnished by the
foll owi ng quotation on uhonework"--i.e., the putting-out system

"A survey of honmework in the fabricated-metal industry. . . . The

_ products include hooks and eyes, snap fasteners, safety pins, bobby
pins, and netal buttons. Attaching strings or wires to tags is another
operation which is perforned by sonme of the honeworkers
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Di stribution of honL-wcrkers

accedi ng to Axcrage handy Shocki ng,

z 1’

mumns; I\/aw offum m wor k!

xccn: and unit treats

zccns " "h ; " 3 eightccnth ccntuncs° I ndccd no. What

31z 1 1 13. condi tions dcscribcdinthis quotation?

e " 4.

7 .. a

14 1s 3
I x; " " over 7

, Tlnt. August,
Pl ace: Connccncut,U. S. A K’

h. . . The average famly, thcn

hours a week, for which it
"Crowded, unsanitary and dil api dat ed houses,

-1934

iSIft H? Thnmk Of two’

A

works a tota
rcccives $1. 75.

and | hrcc-ycar-old children al!

I's that n rcport of the punmng-out system 1ln the Sixteenth to

IS the um and place of the '2

of thirtyJivc man-

: Orn-out cl ot hi ng,

and frequent conplaints about the inadcquacy of food, both as to

amount and quality,

characterized the hnnts investigated

"Chil dren under sixteen wcrc workhxg in 96 of the 129 fanilies.
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Hal f of thcsc children were | ess than twel ve years of

age. Thirty-four of thcmwerc eight ycars old and under, twelve
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| eged), and since the richer nmenbers of the Third Estate nanaged

by devi ous ways 'to get thensel ves exenpted fromdirect taxation

the whole burden fell on the poor. It was a hard burden. A true

pi cture of the period woul d have shown the peasant bentway over,
carrying on his back the king, the priest, and the noble.

A famous Frenchman, de Tocqueville, showed what this burden

of taxation neant in the daily Iife of the hard-’.vorking peasan:
"Picture to yourself a French peasant of the eighte :nth century .

so passionately enanpured of the soil, that he will spend all his
savings to purchase it. . . . To conplete this purchase he nust first
pay a tax. . . . He possesses it at last; his heart is buried in it with
the seed he sows. . . . But again these neighbours call himfromhis
furrow, and conpel himto work for them w t hout wages. He tries

to defend his young crops fromtheir gane; again they prevent him

As he crosses the river they wait for his passage to levy a toll. He
[inds themat the marizct where they sell himthe right of selling
hi s own pxoduce; and when, on his return home, he wants to use

the renmni nder of his wheat for his own sustenance . . . he cannot
"1 mm..... --. up u- inaugggl. n.

-

__V___

sky

nuan-

....... u.n.-

into being had | ong since been abolished. The nobl es who had re.

ceived feudal dues and services because they gave nilitary protec-

tion, no long:r formed the king's arny-their nmlitary function had

gone. They did not help to govern as a group-only individually--

they had no administrative political function. They did not farmthe

| and, nor did they as a whol e engage in business-they had no eco-

nom ¢ function. They took wi thout giving. Too often they had be.

cone idiers, parasites, frittering their tine away at court, far away

fromtheir estates. Nevertheless, they still denmanded and still re-

ceived paynents and services fromthe peasants. It was a hangover

whi ch the peasants rightly resented. And as de Tocqueville points

out in the last sentence of the above quotation, the very fact that

sone of the customaryi dues had been destroyed, nmeant that those

still remaining were all the nore hated.

Exactly how nmuch of his incone did the peasant pay in taxes?

The answer will surprise you. It has been estimated that as much

as eighty per cent of his earnings were paid out to the various tax-

collectorsl Qut of the twenty per cent remaining he had to feed,

i 152 MAN' S WORLDLY GOCDS "THE OLD ORDER CHANGETH . . 153t 9 3

Z You and | so order our lives that our expenses are determned by touch it till he has g
round it at the mill and baked it at the bakct

.3 our incone. CGovernnents, in the main, try to do the same, But the house of these sane
men. A portion of the incone of his little prop- ; °’

i governnment of France in the eighteenth century worked it the other : erty is paid away

inquit-rents to themalso. . . . Watever he does,

3 way around. It spent noney foolishly, extravagantly, unsystenatio ; these troubl esone n
ei ghbours are everywhere in his path . . . and i;

f ally, and cotruptly. One example will prove that. The Livre Rouge when these are disnis

sed, others in the black garb Of the Church’

"3 was a Red Book containing the list of all those grat ted government present thenselves
to carry 03 the clearest profit of his harvest. . . . i

ii pensions. On its rolls was the nane of Ducrest, a barber. Wiy was The destruction of a
part of the institutions of the M ddle Ages

T: he entitled to a pension of 1,700 livres annually? Because he had rendered a hundred t

i mes nore odi ous that portion which still :

; been the hairdresser to the daughter of the Conte dl Artois. The survived."
i

"5 fact that this daughter had died at an early age belore shc had any But this reads |ik

e a description of the feudal systemof the elev- V

" 1 hair to dress, made no difference. Ducrcst received his pension. enth CCNUFY- Had the

re been no changes, then, in the seven cm

i That was one exanple of the mad way in which French finances tuties that fo' | nmcd? Yes,
there had. O the 22,000,000 peasants in Fili’NNCE | 7 3?

, 3 were admi nistered. There were thousands of others. Instead of in- France in I!" 17003.
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com regul ating outgo, outgo determ ned income, A 1005:, reckless others had gone up th
e scale fromserfdomtoward conplete free- i i
1" way of spending neant that a |arger ampbunt of noney had to he dom But that did not m
ean that all the old feudal dues and services d E e QW L CHAR!

- raised in taxes. And since the privileged classes would not bear had been sWN 3WBY-
Sont had, but many remmi ned. They re- , -
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their share (but rather inflicted taxes of their ow. on the unpnvs. manned tn spite of
the fact that the original cause of their comy
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sheitrr, and clothe his famiy. Small wonder that the peasant grum
bl ed. Small wonder that a bad harvest found himon the borderline

of starvation. Small wonder that at such a time a good many of his
nei ghbours (ranped the roads as beggars, hungry for food.

The French Revol ution broke out in 1789. But don’t gather from

that that the peasant was worse off in the eighteenth century than
he had been in the seventeenth. He was not. He was perhaps better
off. As a matter of fact, the peasants had in one way or another
been able to save enough fromthe tiny bit remaining to themafter
the many taxes had been collected, to buy the land. For a hundred
years or more before the Revolution the peasants had been steadily
buyi ng the I and, so that when 1789 roll ed around, about one-third

of the land of France was in their hands. But this nade them nore

di scontented than befbte. Wy?

They were iand-hungry. They had been able to satisfy their erav-

ing alittle. What stood in the way of their further advancenent?
The crushing burden i nmposed on themby the S nte and the privL

i cgcd classes. Now they saw nore clearly than ever before that with
this heavy burden off their backs they could stand straighter--rise
fromthe position of aninals to that of men. The very fact that
their position had inmproved a little opened their eyes to what night
be if only . . .

Not that it had:ft occurred before to the peasants of France (and

of other western European countries) that feudal payments and
restrictions should be overthrown. It had. There had been Peasant
Revolt: before. Wiile these revolts had not succtzeded in throw ng
overboard the whol e set of feudal regulations, they had inproved
the lot of the peasant. But to clear the ooards entirely the peasants
had to have hel p and | eadership

They found it in the rising mddle class.

It was this rising mddle ciass, the bourgeoisie, that brought on
the French Revol ution and gained the nost fromlIt. The bourgeoisie
brought on the Revolution because it had to. If it had not succeeded
in throwing at? its opprtxors it would have been crushed itself. It
was in the sane position as the young chicken living in its shell and

VV;VVMISTVW’rl’uﬁ'M re’r’", Jlrfalmw imma mi1l. 13w Inf'nft’f;
TUUWKWY LTt
"THE. OLD ORDER CHANGETH . . 155

at last growing to such a degree that it nust break through the

shell or die. To the grow ng bourgeoisie, the regulatidn, restriction,
and restraint on comerce and industry, the governnment grant of
nonopoly and privilege to small groups, the continued bl ocki ng of
progress by stickvin-the-mud outworn gilds; the unequally dis-
tributed and constantly increasing tax burden, the existence of old

| aws and the passing of new | aws about which they had little or no
say, the swelling nunmber of meddling governnent othcers, and the
ever-mounting volume of the government debt-this whol e decaying

and corrupt feudal society-was the shell which had to be broken

Not wishing to be strangle’i to a painful death, this grow ng bour-
geois mddle class took very good care to see that that shell was

br oken.

VWho were the bourgeoisie? They were the witers, the doctors,

the teachers, the | awers, the judges, the civil servants-the educated
class; they were the nerchants, the manufacturers, the bankers-

the rnoneyed class, both in the noney already and eager for nore;
Above all else they wanted-or rather, they needed-to cast off the
rule of feudal law in a society which in actual fact was no | onger
feudal . They needed to shake off their tight feudal doublet and re-
place it with a | oose-fitting capitalist coat. They found the expres-
sion OF. their needs in the economc field in the witings of the
Physi c-cnta and Adam Smith; they found the expression of their

needs in the social field in the witings of Voltaire, D derot, and
the Encycl opzdists. lairrez-fairc in commerce and industry had its
counterpart in the "rule of reason" in religion and science.

There’ s not hing nore maddening than to see sone fell ow who

hasn’t your ability or capacity for hard work, walk off with the
juicy plums nerely because he has "1u".l" of some kind. The bour-



geoi sie were sonewhat in that position. They had talent. They had
culture. They had money. But they did not have the |egal position in
soci ety which all these things should have brought them "Barnave
becanme a revolutionary the day that his nother was turned out of

the box which the was occupying in the theatre at Grenoble by a

nobl eman. Mre. Rol and conpl ai ns that when she was asked to

h
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stay to dinner at the Chateau of Fontenay with her nother, it was
served to themin the servants’ quarters. How nmany enem es of the
old regime were nade by wounded sel f-csteem "

The tsurgeoisie owned little land, but they dicl have capital. They
had | oaned nmoney to the State. They wanted it ba: k. They knew
enough about the affairs of government to see that the stupid and
wast ef ul managerment of the public noney was bcund to lead to
bankruptcy. They were alarned for their savings.

The bourgeoi sie wanted their political power to neasure up with
their econonic power. They had property-they wanted privil ege.

They wanted to make certain that their property would be freed
fromthe annoying restrictions to which it was subject in this decay-
ing feudal society. They wanted to nmake certain thtt their loans to
the governnment woul d be repaid. To nmake certain of these things

they had to win for thenmselves not only a voice but t/i: voice in
governnent. Their chance cane-and they seized it.

Their chance came because France was in such a nmess that it was

no | onger possible to carry on in the old way. This was admtted

by the Conte de Cal onne, hinself a nenber of die nobility. H's
position in the key office of Mnister of Finance nade himbetter
able to see the handwiting on the wall. uFrance is a kingdom com
posed of separate states and countries with ni xed adninistrations,
the provinces of which know nothing of each other, where certain
districts are conpletely free from burdens the whol e wei ght of

whith is borne by others, where the richest class is the nost lightly
taxed, where privilege has upset all equilibrium where it is inpoy
sible to have any cnnstant rule. or conmon will: necessarily it is a
nost i nperfect kingdom very full of abuses, and in its present
condition, inpossible to govern."

Note particularly those |ast three words. A nenber of the ruiing
class admits that it is inpossible to govern any |longer; add to that,
the discontented nasses; now let an intelligent rising class anxious
to seiz: power stir up the mxture and a revolution will result. It
came in x789. It is called the French Revol ution

A brief sinple statement of the purposes of the revol utionists was
as, ., ,
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mat given by one of their |eaders, the Abbe Sieyes, in a popular
panphl et called What is the Third Estate? "W nust put to our-

sel ves three questions:

First: What is the Third Estate? Everything.

Second: What has it been hitherto in our political systenf

Not hi ng.

Third: What does it ask? To becone sonething."

Wiile it was true that all the nmenbers of the Third Estate, the
artisans, the peasants, and the bourgeoisie, were trying "to becone
something," it was primarily the last group that got what it wanted.
The bourgeoi sie furnished the | eadership, while the other groups

did the actual fighting. And it was the bourgeoisie that gained the
nost. During the course of the Revolution the bourgeoisie found

one opportunity after another to enrich and strengthen thensel ves.
They speculated in the iands taken fromthe Church and the nobil -
ity, and reaped huge fortunes through fraudul ent army contracts.
Marat, the spokesman for the poorer |abouring class, described

what was happening during the Revolution in these words: "At the
nonent of insurrection the people smashed their way through

every obstacle by force of nunbers; but however much power they
attain at first, they are defeated at |ast by uppcr-elass plotters, full of
skill, craft. and cunning. The educated and subtle intriguers of the
upper Chas: at first opposed the despots: but only to turn against
the people after they had worned their way into its confidence and
nmade use of its might, and to place thenselves in the privil eged
position from which the despots had been ejected. Revolution is

made and carried through by the [ owest ranks of society, by work-
ers, handicraftsmen, small shopkeepers, peasants, by the plebs, by
the unfoxtunate, whomthe shaneless ri-.h call the canaille and
whom t he Ronans shanel essly called the proletariat. But what the
upper cl asses constantly conceal ed was the fact that the Revol ution



had been turned solely to the profit of |andowners, of |awers and

trieksters." i

This is a fair statement of what happened. After the Revol ution

was over it Was the bourgeoisie which had won political power in
V. .- . -'. _-sm...-- cathwa-
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France. The privilege of Birth was indeed overthrown, but the
privilege of Business took its place. "Liberty, Equality, Fraternity"
was a papul ar sl ogan shouted by all the r6vol uhoni sts, but they
cane, in fact, primarily to the bourgeoisie.

A study of the Napol eonic Code makes that quite plain. It is

obvi ously designed to protect property-not feudal, but bourgeois
property. The Code has sone 2,000 articles, of which only 7 dea
with | abour and close to 800 deal with property. Trade uni ons and
strikes are prohibited, but enpioycrs’ associations are OK. In a
court dispute concerning wages the Code says the enployer’s state-
ment, not the workman's, is to be believed. The Code was nade

_by the bourgeoisie for the bourgeoisie; it was made by the owners
of property for the protection of property.

When the snoke of battle was cleared away, it was seen that the
bour geoi sie had won the right to buy and sell what they pl eased,
how, when, and where they pl eased. Feudalism was dead.

It was dead not only in France, but in every country which the

arm es of Napol eon conquered. Napol eon brought the free market
(and the principles of the Code Napoleon) with himon his vic-
torious nmarches. Snmall wonder that he was wel coned gladly by the
bour geoi sie cf the conquered nations! In these countries, serfdotn
was abol i shed, feudal dues and paynents were swept away, and the
ri ght of peasant proprietors, merchants, and manufacturers to buy
and sell without regulation, restriction, and restraint was definitely
est abl i shed.

An excellent sumary of this phase of the Frent h Revolution is
that witten in 1852 by Ka:i Marx in The Ei ghteenth Brumaire of
Lonmi r Bonaparl e: "Desmouhns, Danton, Robespizrre, Saint-1lust,

Napol eon, the heroes as well :15 the parties and ma-:ses Of the great
French Revolution . . . achieved the task of their clay-which was
to liberate the bourgeoisie nd to establish nodern bourgeois soci-
ety. The lacobins broke up the ground in which feudalismhad been
rooted, and struck off the heads of the feudal maunates who had
grown there. Napol eon esrblished throughout France the condi -
tions which made it possible for free conmpetition to devel op, for
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| anded property to'be exploited after the partition of the great
estates, and for the nation’s powers of industrial production to be
utilized to the full. Across the frontiers he everywhere nade a cl ear-
ance of feudal institutions. "

Revol uti ons are bl oody affairs. Many peopl e were shocked at the

vi ol ence and terror of the French nodel. It is an interesting fact
that the nost powerful opponents of the French Revol ution were

the English. It is especially interesting because the struggle of the
Engl i sh bourgeoisie to win political power to equal their economc
power had taken place in England nore than a century before the
French Revol ution, and the Violence that acconpanied it had been
conveniently forgotten.

There was a difference, however. While Business in France had

to give Birth :1 real knockout blow fromwhich it never fully recov-
ered, in England victory went to Business, but by a decisicn rather
than by a knockout. It seems that in England, Business and Birth
knew each other quite well and so got along rather better than they
did in other countries. The English bourgeoi sie had been able to
becone | anded aristocracy, and the | anded aristocracy on its part
went in for business without too many worries about "being above

all that." Nevertheless the years 1640-1688 in English history mark
a period 0?. real fighting-fighting that was stopped only when it
was settlee’ :hat the bourgeoisie were to have their say in govern-
ment .

You renenber the nane of Ednmund Burke, that great British

st at esman who spoke so ably On the side of the Anerican col onists



in the "taxation without representation" question. Wen he wote
a series of papers bitterly condeming the French Revol utionists,
he was rem nded by another English witer of England s own

"d orious Revol ution" one hundred years before: "In the nane of
manhood, in the nane of hunanity, in the name of comopn sense

. . whatjs the irrenedi able offence, the crime never to be atoned,
that the people of France have committed against this country? Is
it in having effected a change in their governnent by the Revol u-
tion of 17892 They differ fromourselves in this instance only by
I
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being a century behind us. Is it in subjecting their nonarch to the
axe? The British nation set the exanple."

In England by 1689, then, and in liruncc after (789, the Eght for
the freedom of the market 1nme resulted in a mddlc-cluss victory.
The year 1789 might well mark the end of tht Mddle Ages in

so far as the French Revol uti on gave the death blow to feudalism
Wthin the structure of the feudal society of prayers, fighters, and
workers there had arisen a mddl cwcl ass group. Throughout the

years it had gained increasing strength. It had w.tged a |ong, hard
fight against feudalism marked particularly by three decisive bat-
tles. The first was the Protestant Reformation, tfe second was the
G orious Revolution in England, and the third was the French

Revol ution. At the end of the eighteenth century it was at |ast
power ful enough to destroy the old feudal order. In the p!:.ce of
feudalism a different social system founded on :he free exchange
of goods, with the primary object of making profits, was ushered in t
by the bourgeoisie.

ik W call that system C xpitalism
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Wiere Did the Money Cone FromP

Two men wait in line for tickets to the show. Each pays $9.90 foe
three $3.30 orchestra seats. As one of them | eaves the box office
wi ndow he is joined by two of his friends. They enter the theatre,
sit down, and wait for the curtain to rise. The other one |eaves the
box othcc wi ndow, walks to the sidewal k in front of the theatre,
and, holding the tickets in his hand, approaches the passersby.
"Wanna buy three in the centre for tonight?" he asks. Mybe
eventual |y he succeeds in selling them (for $4.40 each), maybe he
doesn’t. It doesnit matter.

Is there any difference between his 39.90 and the first man' s?

Yes. M. Speculator’s nobney is capital, M. Theatxe-goer’'s noney is
not. thtcin lies the difference?

Money becones capital only when it is used to purchase goods

or labour in order to sell again at a profit. M. Speculator didn't
want to see the show. He paid out $9.90 with the hope of getting it
back- pi us some nore. Therefore his noney was acting as capital.

M. "1’ heatre-goer, on the other hand, paid out his $9.90 with never
a thought of getting it backwhe sinply wanted to see the show.

Hi s nmoney was not acting as capital.

Simlarly, when the shepherd sold his wool for noney, in order

to buy bread to eat, he wasn’'t using that nobney as capital. But
when the nerchant paid out the noney for the wool, hoping to

Icil the wool again a: a higher price, he was using his noney as
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I
i capital. Wien noney is directed to an undertaking or transaction
i that yields (or pronmises to yield) prolit, that noney becones capi -
tal. It is the difletcnce between selling in order to buy, for use (pre-
capitalist), and buying in order to sell, for gain (capitalist).
But what is it that the typical capitalist buys in order to sell for
gain? Is it theatre tickets? wool? autos? hats? houses? No. it is non
of these things, and yet it is part of all of them Talk to an indus-
trial worker. He will tell you that what his boss pays hi mwages for
is his ability to work. It is the worker’s |abounpower which the capi -
i talist buys to sell for gain, but it is obvious that the capitalist does
_ not sell his worker’s |abour-powcr. What he does scll-at a profit-
; 1s the goods that the worker’s |abour has transformed fromraw
g matrrial to finished product. The profit comes fromthe fact that
the worker receives in wages | ess than the val ue of what he has
pr oduced.
The capitalist owns the neans of production-buildings, machin-

cry, raw materials, etc. He buys | abour-powr. It is fromthe asso-
i ciation of these that capitalist production ensues.
i Notice that noney is not the only formof capital. A present-day
E industrialist may have little or no cash, and yet be the possessor of a
great deal of capital. He may own the neans of production. This,
3 his capital, grows as he buys | abour-power.
i Once nodern industry has started, it nmakes its own profits, ac-
| eurul ates its own capital very quickly. But where did the capita
7 cone fromin the beginning--before nodemindustry had begun?
g That’s an inportant question because, wi thout the existence of
"af ' accunul ated capital, industrial capitalism as we knowit, would
not have been possible. Nor would it have been possible w thout the
| existence of a free propertyless, |abouring class--pcople who had to
% work for others for a living. How were these two conditions
1 created ?
You might answer that the capital necessary for starting capitali st
1 production canme fromthose careful souls who worked hard, spent
| only what they had to, and piled up their savings little by little.
Peopl e did save, of course, but that's not the way the mass of capita
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was |int accunulated. It’s such a pretty story, though, it’'s a pity it
is not entirely true. The true story is not nearly so pretty.

Before the capitalist eta, capital was accurul ated mai nly through
conmer ce-an el astic term neani ng not only the exchange of goods,

but stretched to include conquest, piracy, plunder, exploitation

Not for nothing had the Italian city-states enlisted the aid of
western Europe in the Crusades. The close of those "religious" wars
found Venice, Genoa, and Pisa in control of .1 rich enmpire. And

the Italian conquerors made the nost of their opportunity. A stream
of wealth flowed fromthe East to the waiting hands of their traders
and bankers. One of the best authorities on the subject, M. John A
Hobson, says of this Italian commerce with the East: "Thus early

was | aid the foundation of the profitable trade which furnished to
west etn Europe the accurmul atioris of wealth required for the later
devel opnent of capitalistic nethods of production at hone."

If M. Hobson is correct, then we nust |ook for the first begin-
nings of capitalist organization in the Italian peninsula. And there,
in the thirteenth and fourtcenth centuries, and even earlier, is ex-
actly where we find those begi nni ngs.

But great as was this treasure fromthe East, it was not enough

A new and | arger How of capital was necessary before the era of
capitalist production could really get going. It was fromthe sixteenth
century on that capital began to be accurul ated in anmounts enor-

nmous enough to satisfy the need. Karl Marx, another emni nent

authority on the subject of the evolution of nodern capitalism
summarizes it in this way: "The discovery of gold and silver in
America, the extirpation, enslavcncnt, and entonmhnment in mnes _

of the aboriginal popul ation, the beginning of tlac conquest and



| ooting of the East Indies, the turning of Africa into a warren for
the commercial hunting of black-skins, signaliscd thc rosy dawn of
the era of capitalist production. These idyllic proceedings are the
chief monenta of primtive accunul ation.”

W' oultl you (are to listen to a tale of cruelty, nunlcr, and torture 3
that would nake activities of our twenticth-ccntury gangsters and 5
rackettcrs sound |ike a Suntlay-school picnic? Then ask a Mexican
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er Peruvian Indian to tell you the story of the first contact of his
ancestors with the white nan in the sixteenth century. The natives
were given Christianity-and with it enforced service in the m nes,
beatings, killings. But what a trenendous store of gold and silver
they dug out of the ground to be shipped to the Od Wrld--there

to find its way eventually into the hands of the nerchants and
bankersl (And gold or siiver in those hand: was not idle; it was
used to give credit; it was used either in |oans to manufacturers or
intrading, to bring in a greater anmount of noney. In short, it was
capital.)

True, Cortez and Pizarro, the conquerors of Mexico and Peru

wer e Spani ards, and the Spani ards have | ong been notorious for

their harsh treatnent of their colonies. But what of the Dutch?
Surely their methods were different?

Sir T. S. Rafiles, onetine Licutenant-CGovernor of the island of

| ava, says, "No." He described the history of the colonial adniinisv
tration of Holland as "one of the nbst extraordinary rel ations of
treachery, bribery, massacre, and neanness." He estimated that the
profits of the Dutch East Indian Conpany from 1613 to 1653 were
about 640,000 guil ders every year

Here's a sample of the Dutch methods of accunul ating that

capital. "To secure Ml acca, the Dutch corrupted the Portuguese
governor. IVlie let theminto the town in 1641. They hurried at once
to his house and assassinated him to iabstain’ fromthe paynent of
1:21.875, the price of his treason. \Werever they set foot, devastation
and tl epopul ation foll owed. Banjuwangi, a province of lava, in 1750
nunbered over 80,000 inhabitants, in 18" only 18, 000. Sweet coin-
mercel "

_Thus Holland piled up the noney it needed to make it the chief
capitalistic nation of the seventeenth century.

Engl and next wore the crown as nost inportant capitalist coun-

try. Where and how did the English acquire the necessary capital ?

"I hrough hard work, careful living, and piled-up savings? Don’t

you believe it.

VI. Howitt, in his Calomintian and Christianity, published in
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London in 1838, quotes a witer in the Oriental Herald who has

this to say about the British in India: "Qur enpire is not an enpire
of opinion, it is not even an enpire of laws; it has been acquired;

it is still governed . . . by the direct influence of force. No portion
of the country has been voluntarily ceded . . . we were first per-
mtted to | and on the sea coast to sell our wares . . . till by degrees,
sonetines by force and sonetinmes by fraud . . . we have put down

the ancient sovereigns of the |and, we have stripped the nobl es of
all their power, and by continual drains on the industry and re-
sources of the people we take fromthemall their surplus and dis-
posabl e weal th."

Sounds angry, doesn’t he? Well, maybe you'd be angry, too, if

you had lived in India in 1769-1770. At that tine you' d have seen
thousands of natives starving to death. Because there wasn’t enough

rice? Not at all. There was plenty of rice. Then why the fam ne?
' Sinply because the English had bought up all the rice and would
not sell it again-except at fabul ous prices, which the mserable ’

natives coul d not pay.

Trade with the col onies brought wealth to the nother country. It
built up the early fortunes of European nerchants. Panticularly
interesting as a source of capital accunulation was the trade in hu-
man bei ngs, the black-sltinned natives of Africa. In 1840, Professor
H Merivale delivered a series of lectures at Oxford on "Col oni zan
tion and Colonies.” In the course of one of these |ectures he asked
two i nportant questions, and then gave an equal ly inportant an

swer: "What raised Liverpool and Manchester from provincia



towns to gigantic cities? Wiat maintains now their ever active in-
dustry and their rapid accurmul ation: of wealth? . . . Their present
opulence is as really owing to the toil and sufl’ering of the Negro as
if his ham s had excavated their docks and fabricatedhtheir steam

engi nes. "

It's fashionable at the ptesent tine to poke fun .1t the pronounce-
ments of the professors. VI as Professor Merivale, then, talking
through his hat? He was not. He had probably read the petition to

the House cf Commons sent by the merchants of Liverpool in 1788,
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in answer to sone m sguided peopl e who had the bad taste to sug-
gest that the horrible trade in |live human bei ngs was unbecomn ng

to a civilized country: "Your Petitioners therefore contenplate with
real concern the attenpts now making . . . to obtain a total aboli-
tion of the African Slave trade, which . . . for a long series of years
has constituted and still continues to forma very extensive branch
of the comerce of Liverpool. . . . Your Pctitioners hunbly pray

to be heard . . . against the abolition of this source of wealth.
The Portuguese began the Negro slave trade at the opening of

the sixteenth century. The other civilized nations of Christian
Europe follou ed inmediately. (The first Negro slaves to be brought
to our own country cane in a Dutch ship in 1619.) The first Eng-

i shman to conceive the idea that there was |ots of noney to

be made by sei zing unsuspecting Negroes in Africa, and selling
themas "raw material” to be worked to a quick death on pl anta-
tions in the New Wrld, was John Hawkins. "Good Queen Bess"

t hought so nuch of the great work of this nurderer and ki dnapper
that she knighted himafter his second slavc-trading expedition. It
was, then, as Sir John Hawki ns, who had chosen as his crest a Negro
in chains, that he later proudly boasted to Ri chard Hakluyt of his
exploits in this inhuman traffic. Here is Hakluyt’s charmng re-
cital of Hawkins' account of his first voyage in 1562-1563: "And
bei ng anongst other particulars assured, that Negroes were very
good nerchandi se in Hispianola, and that store of Negroes m ght
easily be had upon the coast of Guinea, resolved with hinself to
make trial thereof, and conmunicated that devise with his wor-

shi pful friends of London. . . . Al which persons |iked so well

of his intention, that they becane liberal contributors and adven-
turers in the action. For which purpose there were three good ships
WHERE DI D THE MONEY COME FROM? 169

for which he received . . . by way of exchange such quantity of

mer chandi se, that he did not only latlc his own 3 ships with hides,
gi nger, sugars, and sone quantities of pearls, but he freighted al so
two other hulks. . . . And So with prosperous success and much

gain to hinself and the aforesaid adventurers, he cane hone."

Queen Elizabeth was inpressed withi"his prosperous success and

much gain." She wanted to be a partner to any prolits in the future.
So for his second expedition, the Queen | oaned a ship to sl ave-
tradcr Hawkins. The name of the ship was the 1CI1U
COnmrer cc- conquest, piracy, plunder, exploitation-thcse were

the ways, then, in which the capital necessary to start capitalist pro-
ducti on was accumul ated. Not w thout reason v_litl Marx wite: "If
noney . . . 'conmes into the world with a congenital |iloon stain on
one cheek,’ capital conmes dripping fromhead to foot, fromevery
pore, with blood and dirt." Comercc-conqucst, piracy, plunder

expl oitation-these were ellcctive ways. They brought huge profits,
fabul ous suns-a grow ng supply of capital.

But nmore than accunul ated capital was necessary before | arge-

scal e capitalist production could begin. Capital cannot be used as
capilal-i.e. to give a profit-until there is labour to yield that profit.
30 an adequate supply of |abour was al so necessary.

In the twentieth century, with unenpl oynment everywhere around

us, with workers willing and eager to take any job they can find,

it is difficult for us to understand that there was a tinme when get-
ting labourers to work in industry was a real problem It seens
"natural" to us that there should exist a class of people who are

eager to enter a factory to work for wages. Ilut it isn't "natural" at

all. One man will work for another only when he has to. So |ong

as a man has access to the | and where he can produce for hinself,

i mediately provided. . . . Fromthence he passed to Sierra Leona, | he will not work for
some one else. The history of thc I1J' nitcd States

upon the coast of Guinea . . . where he stayed sone good time. proves that. As long as th

ere was cheap or free land In the West,
and got into his possession, partly by the sword, and partly by othcf there was a Wstwar
d Moverent of l|a' ntlshungry people. which



ncanS. to the number of 300 Negroes at the |least, bcsidcs other nmeant that | abour was sca
rce in the East. rh; sane thing happened
mer chandi se which that country yieldeth. Wth this prey he sailed in Auslnlin: "Wen thc’
colony at Swan RIVL'r was (nnmlctl . . .

over the Ccean , , , and Isoldj the whole. nunmber of his Negroes: M. Peel . . . took out
WIIll him. . . (50,000 and 3-10 an-uluals
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of the | abouring classes; but they were all fascinated by the prospect palinents of their
| abour regulations . . . these new fteedntn be- 5,
of obtaining land . . . and in a short while he was left without a cane sellers of thensc

chs only after they had been robbed of all ~’

servant to make his bed, or to fetch himwater fromthe river." their own neans of produc
tion, and of all the guarantees of exist- t

Shed a tear for M. Peel who had to nake his own bed sinply be- cncc afforded by the old

feudal arrangements. And the history of f

cause he did not realize that as |ong as workers have access to their . this, their expro
priation, is witten in the annals of mankind in

own neans of producticn-in this case, the land--they will not Work i letters of bl ood and
fire."
for sone one else. | It was in England that |arge-scale capitalismfirst devel oped, so

What is true of workers to whomthe land is the nmeans of pro- its origins are nost clear
ly traced there. We have seen in the earlier ’

duction is likewi se true of those workers whose nmeans of production chapters how the enc
osures and rack-renting of the sixteenth cen-

are their workshop and tools. So |ong as these workers can use their tury drove nmany peas
ants 06 the land on to the road, where they t

tools to turn out products which can be sold for enough to give ' becane beggars, vagabon
ds, thieves. Thus early was a free property- i

thema living, they will not work for sone one else. Wiy should i less |abouring class cr
eated. !

they? Encl osures cane again in the eighteenth century and the early part

It is only when workers do not own the land and the tools-it of the nineteenth. Then they
were nmuch nore extensive, and so ,

is only when they have becone separated fromthese neans of the arny of |andless unfortun
ates who had to sell their |abour-power it

production-that they go to work for anOther. They do so not be- for wages was increased t
remendousl y. Wereas the encl osures of 3

cause they want to, but because they have to, in order to get the the sixteenth century m
et with a great deal of resistance not only

wherewi thal to buy the food, clothing, and shelter they need in fromthe di spossessed, bu

t also fromthe government, which was

order to live. Stripped of the means of production, the workers have afraid of violence o
n the part of the nasses forced into starvation

no choice; they must sell the only thing they have left, their capac- the enclosures of t
he ei ghteenth century were put over in legal 3

ity to work-thcir |abour power. form "Acts of Enclosure" nmade by a governnment of the |an
dl ords I.

The story of how the supply of |abour necessary for capitali st
he order of the day. The |abourer with | and

producti on becane avail able nust, then, be the story of how the becane the | abourer witho
ut | and-ready, therefore, to go into !

wor kers were deprived of their means of production: 'The process, ' industry as a wage-wo
riter. .’

therefore, that clears the way for the capitalist system can be none Though the encl osure
noverment is nore typical of England, it

ot her than the process which takes away fromthe | abourer the did take place to a | esser
extent on the Continent. Proof of this is 3

possessi on of his neans ef production; a process that transforns, on 3 contained in the f
ol  owi ng conpl aint fromthe peasants of Chcfies, t

for the | andl ords were t

the one hand, the social means of subsistence and of production into | in France, to the
r deputies in the EstateyGeneral in 1790: "The
capital, on the other, the inmedi ate producer: into wage-|abourers. i parishioners of Che

fies, in Anjou, nale bold to present to you . . .

. The i medi ate prcducer, the | abourer, could only dispose of ; their w shes, request
s'iand conplaints, in regard to the commons 3

his own person after he had ceased to be attached to the soil and 3 of their parish, of w
hich certain individuals, either rich, or power- ,r’

ceased to be the slave, serf, or bondrnan of another. To becone a 3 ful, or greedy, have

unjustly taken possession. . . . The conmunity

free seller of |abour-power, who carries his commodity wherever '- O this parish . . . h
as been deprived thereof by a judgment of the

he finds a market, he nust further have escaped fromthe regime of i Council rendered in

favour of the seigneurs of Chefies . . . they ¢

the gilds, their rules for apprentices and journeynen, and the im have only the said | an
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172 MANS WORLDLY GOODS

present deprived thereof, they are without any relief, and reduced
to extrene poverty. A new systemcreated by the econonists tries
to make people believe that the commons were not good for agri-
culture; powerful lords, nen with noney, have enriched thensel ves
with the spoils of the country parishes by invading their conmon
lands. . . . Nothing is nore precious to certain parishes than the
pasture |l ands; without themthe cultivators can keep no cattle,

wi thout cattle they have no manure, and how can they hope for

good harvests without manure?"

The [ oss of their common rights, of which these French peasants
conplain, hit the English peasants very hard al so. For successfu
farm ng, provision nust be nade for the naintenance of aninals.
XVhen the peasants lost their rights to the common, it nmeant dis-
aster. Naturally they were bitter against the |ords who deprived
them of their rights to the commons, and agai nst the government

whi ch enforced those neasures which drove them off the | and.

Their resentment is shown in this little jingle which was popul ar
at the tine:

The | aw | ocks up the man or wonan

Who steals a goose from OH the comon;

But | eaves the greater villain |oose

Wo steals the cormon fromthe goose.

Donit get the idea that the | andl ords were driving the peasants
off the land to provide a | abour force for industry. That never oc-
curred to them They were interested only in getting the nost profit
out of the land. If they could have made nore noney by not en-

cl osing. they would not have encl osed. But there was nore noney
init for themby enclosing than by letting the land remain in oper
fields. Arthur Young in his tour through Shropshire in 1776 points

this out: "Rents by the enclosures are generally doubled. . . . Three
mles from Daventry came to Branston an enclosure only a year
old. . . . The Open licld lIct at 63. to 10s. an acre; but nowit is (on

| ease) nos. to 30:."

Per haps the nost infanmus exanpl e of the sweeping from OK the

VWHERE DI D THE MONEY COVE FROWP : 73

| and of the wetched | abourers who had al ways been on it is that of
the Duchess of Sutherland in Scotland. The story is told by Marx:
"Where there are no nore independent peasants to get rid of, the
"elearing’ of cottages begins; so that the agricultural |abourets do
not find on the soil cultivated by them even the spot necessary for

their own housing. . . . As an exanple of the method obtaining

in the nineteenth century, the iclcaring nade by the Duchess of
Sutherland will sullice here. This person, wcll instructed in econ-
ony, resolved . . . to turn the whole country, w tose popul ation

had al ready been, by earlier processes of the |like kind, rcduced to
15,000, into a sheepwal k. From 1814 to 1820 these 15, 000 inhabit-
ants, about 3,000 famlies, were systematically hunted and rooted
out. Al their villages were destroyed and burnt, all their fields
turned into pasturage. British soldiers enlorced this eviction, and
came to blows with the inhabitants. Onc old woman was burnt to
death in the flames of the but which she refused to | eave. Thus this
fine | ady appropriated 794,000 acres of land that had fromtine

i menorial belonged to the clan.”

Fromthe sixteenth century to the early part of the nineteenth, in
Engl and, the process of. depriving the peasant of the |and went on.
In France, the snall peasant owner class grew, but in England,
where industrial capitalismdevel oped nore rapidly than anywhere

el se, the small peasant owner class was al nost conpletely w ped
out. Dr. R Price, an cightecnth-ccntury English witer, tells what
happened to them "Wen this |and gets into the hands of a few
gteat farners, the consequence nmust be that the little farmers wll
be converted into a body of nen who earn their subsistence by

working for others. . . . Towns and nanufactures will increase
because nore will be driven to themin quest of places and enpl oy-
ment. . . . Upon the whole, the circunstances of the | ower ranks

of men are altered in al nost every respect for the worse. Fromlittle
occupi ers of land they are reduced to the state of day-Iabourers and



hirelings."

That’'s an exact statement of the case. Forced off the |land, the
"l owa ranks of nen" had to become day-| abourers. The encl osures,
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then, were one of the chief ways by which the necessary supply of
| abour was made avail ab’ e.
There were other ways. One of themwas not nearly as spec-
VWH i KE DID THE MONEY COVE FROW? 175’
of the former masters have been reduced to journeynen; poverty
has di spossessed them"
Per haps
the nmost convincing proof of the fact that the hand
tacul nr or as obvious, but it aHected nmany nore people. It was the
factory systemitself, which finally divorced the | abourer fromthe
nmeans of production in industry, as he had al ready been divorced
fromit on the |and.
In the Journals of the House of Conmmons for 1806 the report of °’
the committee appointed to 'iconsider the State of the Wollen
Manuf acture in England" states that "there have |ong been a few
Factories in the nei ghbourhood. . . . These have for sone tine
wor ker was |icked by the drop in’ the prices he received due to
machi ne conpetition, is furnished by this extract fromPhilip
Gaskel | s fanobus book, published in 1836: "Fromthe tine of the
i ntroduction of steam power, a nost extraordinary and painfu
change has been wought in the condition of the hand-loom weav-
ers, and their labour may fairly be said to have been crushed be-
neath the steamengine. . . . The prices paid for weaving a par-
ticular kind of cloth, as shown in the following table, will exhibit
the extraordi nary depreciati on which has taken place in the val ue
been objects of great jealousy to the Domestic Cl othiers. The nost
seri ous apprehensions have been stated . . . lest the Factory system
shoul d gradual |y root out the Donestic; and | est the independent
of this species of |abour

| 793 39/9
little Master Manufacturer, who works on his own account, should no 15/0
1830 5/0
sink into :1 Journeyman working for hire."
What were "serious apprehensions" in this :806 report becane
"This is not a solitary instance; it is an exanple of the entire |abour
connected with hand-i oom manufacture."
That decline in the prices paid for hand-work tells the sad tale.
No | onger able to earn a living, the weaver sold (if he could) his ’-
hand-| oom his neans of production. Hi s next step had to be the .
line in front of the enpl oynent oi hce of a factory. There he was i
joined by other workers of other trades, who had suffered the sanme 2
experi ence. Thus nmachi ne production, which cannot carry on wth-
out a large | abour supply, itself ensured that |abour supply by t
[
5
. 5.
i
reality later. You can easiiy see why. The factory systemwth its
power -driven nmachi nery, and division of |abour, could turn out
products rmuch faster and nore cheaply than could the hand work-
ers. In the conpetition between machi ne work and hand work, the
machi ne was bound to win. It did win-and thousands of "inde-
p:ndent little Master Manufacturers" (independent because they
had owned the tools, their neans of production) sank into the
position of "lourneymen working for hire." Many of them went
hungry for a long tine before they submitted, but in the end they
had to submt.
Anot her House of Commons Report, fromthe Assistant Hand-
Loom Weaversi Conmi ssioners, for 1840, contains this evidence
showi ng why it was useless for the handel oom weaver to hold on to
hi s own out moded mean: of production: "Conpetition, the great
cause of reduction of wages, arising . . . in utter npting to gain trade
by pndcrsclling CIC| other, has produced great changes. The trade
of the weaver, who, assisted by his famly and others, nade a few
pi eces only, has been absorbed by the great nmanufacturers. Many
vV -- namvnshku -y...-v-nt.-wn
m ni ng the handi craft worker.
And so, there cane int J existence that propertyl ess |abouring
class which, with the accunul ation of capital, was essential to indus- |j
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VWen the revolution in the nodes of production and exchange, 1

whi ch we have called the change fromfeudalismto capitalism oe- ECONO M : 4 CHANGE

curred, what happened to the old science, the old law, the old edu- c, hCOLE)

cation, the old governnent, the old religion? They changed al so. ¢ 24146 ;
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|76 MAN' S WORLDLY GOODS
teaching. The worl d domi nated by traders, nmanufacturers, bankers,
required a different set of religious precepts fromthe world dom -
nated by prayers and fighters. In a society where the object of work
was nerely to make an adequate living for yourself and famly, the
Church coul d denounce prolitecrs; but in a sdciety in which the
primary object of work was to nmake a prolit, then the Church had
to sing a different tune. And if the Catholic Church, geared to a
f eudal - handi craft econony in which the craftsman worked nerely
to make a living, could not change its teaching fast enough to fit
capitalist econonmy in which the capitalist worked to nmake a profit,
then the Protestant Church coul d-and did. The Protestant Church
split into many ditl’crent sects, but in all of them in varying de-
grees, the capitalist interested in acquisition could find confort.
Take the Puritans, for exanple. Were the Catholic | awgivcrs
had warned that the road to riches mght be the path to hell, the
Puritan. Baxter, told his followus that unless they took advantage
of their opportunities for acquiring wealth, they were not serving
CGod. "If God show you a way in which you may lawfully get nore
than in another way (w thout wong to your soul or to any other),
if you refuse this, and choose the |ess gainful way, you cross one of
the ends of your calling, and you refuse to be God's steward, and
to accept His gifts and use themfor H mwhen he requireth it; you
may | abour to be rich for God, though not for the flesh and sin."
O take the Methodists. Wesley, their fanous | eader, could wite:
"W ought not to prevent people frombeing diligent and frugal
we nust exhort all Christians to gain all they can, and to save al
they can ; that is, in eHcct, to growrich."” . |
O take the Calvinists. The Protestant Reformation canme in the
si xteenth century, the Period when opportunities for the accumul a-
tion of capital, so necessary for later iarge-sealc capitalist produc-
tion, were greater than ever before. The teachings of Calvin were
particularly in the spirit of capitalist enterprise. Wiere fornelly
the Catholic Church had | ooked with suspicion on the nerchant
as one whose "lust for gain" was a sin, the Protestant, Calvin, could
wite: "Wat reason is there why the inconme from business shoul d
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not bc’latgcr than that from | andowning? Whence do the mer-

e’ nant’s ptolits come, except fromhis own diligence and industry P"
No wonder Cal vi ni sm became the creed of the rising bourgeoisie.
Here in America we know best the Puritans, those followers of

Cal vin who settled New Engl and. Qur history books sing the praises
of that sturdy band whose aimin life was the glorihcation of Cod.
We know how t hey worked toward that end by | eading a disci-

piined life in which thrift and hard work were desirable, and

| uxury, extravagance, and idl eness were untlcsinblc. Think about
that for a nonent froma different angie. Wat qualities could he
nore fitting for an economic systemin which the accumul ati on of
weal th on the one hand, and steady habits of work on the other

were the foundation stones, than these sanme religious ideals con-
verted into daily practice by these followers of Calvin? That man
was the best Christian whose every activity was nmost suited to the
acquisition of wealthwn the spirit of capitalism A perfect tie-up
Benjam n Franklin is an outstandi ng exanple of one in whom

that spirit was nost alive. In his Poor Richurd : Al manark he put
into sinple honely phrases the Puritan key to the best life for the
ri ght eous:

"No nman e’ er was gl orious, who was not |aborious."

"Hope of gain | essens pain."

"Keep thy shop and thy shop will keep thee."



And in Advice to Young Tradesnen:

I "In short, the way to wealth, if you desire it, is as plain as the
way to market. It depends chiefly on two words, industry and Im
gelily; that is, waste neither tine nor noney. . . . He that gets all
he can honestly, and saves all he gets, will certainly becone rich."
This is the capitalist spirit. For the Calvinist this teaching was
not advice in the onlinary sense, it was an ideal of Christian con-
duct. The best way to work for the glory of God wax’ to pminto
practice this teaching.

The hut tinme sonme one tells you that it is "human natne" to

desire gain, you can show hi mhow that becane human nature.
Shimhimlint saving am intcsting, practicetlly unknown in feudal
t.q.._.-_..,.i. Ha... .. - -
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178 MAN' S WORLDLY GOODS

society, slowy becanme the thing to do in capitalist societye-for the
glory of God. So that by the tine the nineteenth century cane
around, "To save and to invest becane at once the duty and the
delight of a large class. The savings were sel dom drawn on, and
accunul ating at conpound interest, nmade possible the matcria
triunphs which we now all take for granted. The norals, the polio
tics, the literature, and the religion of the age joined in a grand
conspiracy for the pronotion of saving. God and Manmobn were
reconcil ed. Peace on earth to men of good nmeans. A rich man

could, after all, entcr into the Kingdom of Hcaven-if only he
saved. "

The accurul ation of the capital that cane fromearly eomerce

plus the existence of a propertyl ess | abouring class, spelt the begin
ni ngs of industrial capitalism The factory systemitself nade for
the accunul ation of a greater supply of wealth; The owners of this
new weal t h, brought up to believe that theirs was the Kingdom of
Heaven i f they saved and reinvested their savings, put their capita
back into the factories. Thus the nbdern system as you and | know
It, came into being.

XV

X

Revol ution-1n I ndustry, Agriculture, Transport

Tun newspapers of 150 years ago did not run 3 "Believe It or Not"
cartoon with its story of incredible happenings. If they had, the
Bi r mi ngham Gazette for March n, 1776, woul d have known i nmmre.
diately where to put this amazing news item "On Friday |ast 3

St eam Engi ne constructed upon M. Watt’s new Principles was set

to work at Bloonfield Colliery . . . in the Presence of a. Number
of Scientific Gentlenen whose Curiosity was excited to see the first
noverments of so singular and so powerful a Machine . . . by this

Exanpl e the Doubts of the Incxperienccd are dispelled and the

| nportance and Useful ness of the Invention is finally decided.

[1t was) invented by M. watt . . . after many Years’ Study, and
a great Variety of expensive and | aborious Experinents."”

By 1800 the "I nportance and Useful ness of the Invention" of

M. Watt had becone so plain to Englishnen that it was in use in
30 collieries, 22 copper mnes, 28 foundries, 17 breweries and 84
cotton mlls.

The invention of machines to do the work of man was an ol d,

old story. But with the harnessing of machinery to steam power an
i nportant change in the nmethod of production canme about. The

conm ng of power-driven nmachinery neant the' tisc of the factory
systemon a w de scale. You could have factories w thout machines,
but you (ould not have power-driven nmachi nes w thout factories.
The tauory systemwith its |argc-scalc efficient organization and
179
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250 MAN' S WORLDLY 0001 )S
But whatever the econom sts said-:nd their controversies are
| endless on this as on other questions-and whatever theory w n:
out for the tinme being, the capitalists thenselves realized that, be
the reason what it may, if they could control the supply of an
article they could also control its price. The value of a commodity
m ght fall because it took less tine to produce, or because the quan-
tity had increased and therefore the nmarginal utility was |ess, but
there was no doubt at all that manipul ation of the supply carried
with it the power to fix prices. And the power to fix prices ailects
profits.
1; Il 5,000 compdities can be turned out at a cost of $10 per unit,
and sold at Sn 2 unit, this gives a total profit of $5,000, or 10 per
0. .
5.83:1 5 cent, on capital mvested. If only 4,000 are turned out, the cost of
t E 0.1096 production goes up to $10.50, but the price is pushed up to $12.50,
O5A | leaving a total profit of $8,000, or 19 per cent. The conpany which
, ' can control the supply will therefore regulate it to give the greateSt
"17% A’ sk profit. It won't be concerned with turning out nore goods to satisfy
OF n2 wi der demand at a lower rice unless in doin so it can increase

(Mdi npcu’ thAHSN profits. The econom cs of m ss production mght make it possible

LMVE agpol uwws to turn out xoo0, 000 at $7 each, and the market might be able to
absorb them at $8 each. But this only gives 14 per cent proHt

You renenber how the Dutch merchants in the sixteenth cen-

tury cut down the production of spices in otder to keep up the
price. Those early monopolies had been broken, but we shall see
how new and vastly nore powerful nonopolies canme in the nodern
wor | d, when the output of goods becanme so gleat that there was a
danger of prices falling too | ow for profits.

The manufacturers of England hell made a good thing out of

the head start they had in the Industrial Revolution. In the first
hal f of the nineteenth century the problemin England was not so
much where to sell its manufactured goods, but how to turn them
out fast enough to Fill the orders which cam fromall over the
known world. But along about the last quartu’ of the nineteenth
century there canme an inportant change. The free-tradc policy advo-
cated by Engl and had never "taken" in the United States, where.
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you renenber, a protective tariff was in ellcct alnost fromthe
country’s beginning. Tariff walls in the United States Were made
hi gher after the Civil War. In Russia, a general protective tarifl
went into effect in 1877; in Gernany in x879; in France in 1881
Now Engl i sh manufacturers no | onger had a clear hel d-their goods
had difficulty in junping the tarifl barriers. New England s best
customers no | onger needed to take her goods-tltey could make
their own, they could serve thenselves. Behind tariff walls "infant"
i ndustries were fast becoming "giant" industries.

Not figuratively, but literally. From 1870 onward is the period of
"trusts" in the United States, of "cartels" in Germany. Conpetition
was replaced by nonopoly. Little nmen were driven out of business
by big nmen. Little business was either crushcd by Big Business, or
merged with it to nake still |arger Big Business. Everywhere there
was grow h, amal gamati on, concentration-giant industries in the
maki ng, giant industries headi ng for nonopoly.

The gradual replacenent of conpetition by nmonopoly was not

an encroachnent fromthe outside, but a devel opnent of conpeti-
tion itself. Mnopoly arose fromw thin competition-an illustra-
tion of the truth that each system or event, or whatever, carries
within itself the seeds of its own transformati on. Monopoly wasn’t
an outside invader that charged in and conquered conpetition. It
was the natural outgrowth of conpetition itself.



YJU know the story of the revolution in the nmeans of comuni -
cation and transportation follow ng our GCivil War period. Mre

and better railways were built, bigger and better steanships sailed
up and down rivers and across the oceans; the tel egraph was im
proved and its use becane wi despread. Wth npltl, regular, and
cheap nmeans of communi cation az.d transport, it was both possible
and economi cal to bring production necessities together and con-
centratc themin one locality; with the trenendous advance in
technol ogy, with more and nore patents for el hcient machinery

being taken out all the tine, it was possible to go in for mass pro-
duction and a greater division of |abour. The tine was ripe for

| ar ge- seal e production which would result in decreasing costs per
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unit at the same time that production was increasing. It was at

| ast possible for Conbination to enter the field of battle-and win
the victory.

What was possi bl e was done.

Business is a fight. Ask anyone who's in it. Now there's a saying

in the fight gane that "a good big man will licl: a good little man."
In the business gane this was proven true. Two conpani es are com
peting in a certain business. One conpany takes a crackvat the other
by lowering the price of its goods. The other conpany hits back by
lowering the price still further. This goes on. Punches-in the form
of still lower prices-Hy back and forth. Soon prices are bel ow the
cost of production. "Who will win the contest? It is obvious that

the firmthat can produce at the | owest cost will have the advantage.
It is obvious, too, that the |arger the scal e of production, the |ower
the cost of production. This neans that the big fellow has an initia
advantage. But it is staying-power that counts. And stayi ng-powcr
inthis fight is measured by the reserves of capital, which deter-

m ne how |l ong you can stick it out. The firmwth the greater

amount of capital is the big fellow. Lowered prices |eave him
ecarrcd, but they leave the little fell ow punch-drunk-and before

| ong, conpletely out. Marx, who probably neve: saw a prize fight,

had a permanent ringside seat at the continual fight of business vs.
busi ness. He reported it in this fashion: "The battle of conpetition
is fought by chcapening of commodities. The cheapness of com

nodities depends . . . on the productivcness of |abour, and this
again on the scale of production. Therefore the larger capitals beat
the smaller. . . . Conpetition . . . always ends in the ruin of mmy

smal | capitalists, whose capitals partly pass into the hands of their
conquerors, partly vanish."

That |ast sentence ineicattes that there is a clierz ence between ordi-
mry prize fights and that of business vs. business. In the former,
the |l oser is knocked out and the victor | eaves the ring seeking new
and nore prohtable conquests. In the latter the victor does the
sntue-but very often, before leaving the ring, Ltc acts the part of
nut". w- v
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a canni bal. He gobbles up the |oser and then steps fotth Bigger

than Ever, Ready to Meet all Conets.

The bigger he gets the harder it is to defeat him GQher lighters
uy--and | ose. The Big Fell ow becones Chanp. No one can stand

up against himat least for a tine.

Qut of free conpetition trusts were fornmed. Sonetimes the fight

was fair. Oten the fight was foul (even fromthe point of view of

t he busi ness world, which has |earned to take bl ows bel ow the belt
inits stride). But fair or foul, the fight was bitter. The nen who
ran the busi nesses which |l ost out, were often ruined; they could not
fight again; sometines they went mad, occasionally they conmitted
sui ci de.

But an authority on the subject, John D. Rockefeller, Ir., the son
of the greatest trust-nmaker, thought the result was wortlt the cost.
In a talk to students of Brown University on the subject of trusts
he said: "The Anerican Beauty Rose can be produced in its splen-
dour and fragrance only by sacrificing the early buds which grow

up around it."_

The first "American Beauty" in the trust field was in oil. By

1904 the Standard G| Conpany controlled over 86 per cent of the
refined illuminating oil of the country. Wat happened in oil hap-
pened al so in steel, sugar, whisky, coal, and other products. Trusts
were everywhere forned which attenpted to bring nonopolistic

order out of conpetitive chaos.

They were gigantic. They were ethcient. They were powerful.

Because they were these things they were able to reduce costs by
econom es in production, nmarketing, and managenent. They did

what they could to elimnate waste’u’ conpetition. They tried to
obtain control over the production of comodities so they woul d

be able to fix output and price. They did either or both-qvhich-
eVer brought the greater profit. It was larger profits they were inter-
ested in according to students of the trust novenent: "A trust is
any form of industrial organization, in the production or distribuo



tion of any commodity, which possesses tutlicicnt control over the
a.

i .ngrh. rah...

a.a. .--_,.t........ -.o-r-wmmnoa-wrwet; T =" -w mounmm- wwrenneWV ' s’ r FWHWAR ny- nvu L
) — ) 4

V. e..,., .Y...,.y [

t. .nme' u-



"Vv.v.ao.----uf-vl-lrrwRWuy-'-"’

it would sell at this, and in non-conpetitivr areas it would sel
above or below this, according to the demand : nd output available."
In England, too, there was this tendency far conpeting groups

to formassociations to elimnate conpetition anong thensel ves.

Let the various witnesses before the Commttte on Trusts tell their
own story: "Qur association was formed for the purpose of regu-
lating the trade and avoi di ng; unnecessary comnpetition

"1 Qur association was formed for the purpose of agreeing on prices

W-. ..., ;=S -wWv-vgu' -.1-1t’ npwm ww n-wr-n-vsr".
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supply of that commodity to be able to nodify the price to its own and has been the neans
of preventing cutting which went on con
n . -
advantage. .. _ _ _, " Stderably bcforc the assocntton was fornmed, the result being that
i
The trust was able to nldIfY the price to us own advantage. nost of the firms were making
no profits or very snnll profits
So were’ other largc-scale organizations. The trust was Anerican. "Conpetition was so sev
ere that no one could malt" ' t i |
Pool s, conbi nes, associations, cartels, were other forns of nonopoly thing out of the tra
de. Manufacturers were producing nor: :lilayn i
that became cotnnon, too, both here and abroad..The cartel was 9 was really required, and
were concerned only with cutting one -
nost comon m Germany. The termcartel designates an asso- . another’s throats."
ciation bESCd upon 3 contractual agreenent bc’ WCC' enterpriscrs in ' After hcaring thc wi
tnesses the committee came to this im)ort1nt
the same field of business which, while retaining their legal indc- i conclusion: "W fin
d that there is at the present tine i | 12 |
Co 11
pendence, associate thenselves Wth a VICWto exerting a nonopolw . every inportant branc
h of industry in the United Kingdom® 15h i hn
.o - n. ' -
tICInilU eCCon the nmarket. . _ _ | creasing tendency to the formation of Trade Associ at
i ons and Com
This sinmply means that the various big pwdueers, instead of binations, having for their p
urpose the restriction of cometition E
carrying on a war to the fnmsh through cutting prices, then com and the control of price
s .. p
bi ning into one conpany, remain 5:1)" ate organizations but do "G That last line tells t
he story-"restriction of conpetition and con-
conpete Wth each othcr-nthey agree as to the dwmon of the market trol of prices.” This p
ractice was a far cry fromthe traditional y
an: as to PHCCS. . . theory of the classical econonists-the theory that conpetition
-he specnficease Of the Ruhr Coal CUM shows how 1! was done: ' anong the producers and se
[lers of compdities woul d keep prices
A CUPW sellnmg syndicate 0" company was formed. . . . the shuts down to cost of productio
n (including a reasonable rate of profit) ' 3
Of Whh WC': held by d* SCPMMC conpani es. This syndicate WB3 the theory that with each in
di vi dual | ooking to advance his owti B
the sole agent for the 5:th of coal. It secured statistics fromthe sclf-interest, the 's
upply of an article would adjust itself to the
separate coal conpanies. It apponted an Executive Commttee which demand at the right pr
ce
uar |l
nmade eertam arrangenents for a uniformprice and paynent. The t | Wth the growth of nono
poly, supply and demand did not ad-
mre-owners sold all their coal and coke to the syndicate. . . . It i just thenselves-they
were adjusted; with the growh of nonopoly 5
fl-Wil PC'alucs for breach Of agreenents and enforced n 5011111103 | prices were not nade
through conpetition in the free marlret-t
policy. The syndicate woul d appont a Conmisston to determine : the market was no | onger f
ree and prices were hxed - i
thc Proportion 9f QU E NH allowed in eaeh tntne. ' - - Ft walfld _51 i Besides the nonopo
Iy that cane to industry there was anot her
a m ni mum scl hngpnee and when selling in COnpCU ch districts ? equally inportant if not m
ore so-the nonopoly in bankinrv Mni
had foreseen this when he said that with largc-scalc "capitalist



producti on an altogether new force conmes into play-thc credit svs- t
tem Not only is this itself a new and mghty wapor. in the battle I
of competition. By unsccn threads it, noreover, draws the dispos-
abl e nmoney, scattered in larger or snaller masses over the surface
of society, into the hands of individual or associated capitalists. It is 5
ti! r-pccilic machine for the centralization of capitals."”

Industry was run largely on credit, and so the financiers who had
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control of the credit systemwere in the seats of power. \Wen in-
dustrialists, large or small, nonopolist: or otherw se, wanted noney
with which to expand their business, they had to go cap in hand

to the bankers. Wen a group of nen wanted to start a business

and decided to sell stock to raise noney, they had to go cap in hand
to the bankers whose function it becane to float issues of stock
Money was everywhere needed and the noney of the nation was

to be found in the vaults of thc bankers-or in some place to which
they al one had access.

The nore noney bankers could control the greater their power.

A Money T rust grew up in every great industrial country. The era.
of nonopoly in industry was the era of nonopuly in banking as

well. That this was true, certainly by 19H, is provm by these words
of Woodrow Wl son, at that time Governor of New lerscy: uThe

great nmonopoly in this country is the nbney nonopoly. So |ong as
that exists, our old variety and freedom and i ndi vi dual energy of
devel opnent are out of the question. A great industrial nation is
controlled by its systemof credit. Qur systemof credit is concen-
trated. The growt h of the nation, therefore, and all out activities are
in the hands of a few nmen."

Very often it happened that these "few nen,"” the financiers,

were the sane nmen who were the heads of the industrial nonopolies.
There were uinterlocking directoratcs," which nmeant that the im
portant nmen in the banking world were on the boards of directors

0.. the great trusts or giant corporations in which they were "inter-
ested"--that is, in which their banks had invested | arge suns.

But they didn't have to be so closely connected. It was enough

that the bankers held the purse-strings-that gave themthe power

to dictate policy to the industrial firms. This was denonstrated in
clear fashion by the letter sent in 1901 by one of the "Big Four"
Berlin banks to the board of directors of a Gernman cement syndi -
cate: "We learn . . . that the next general neeting of your com
pany . . . may be called upon to take nmeasures which are likely

to effect alterations in your undertakings to which we cannot sub-
scribe. W deeply regret that, for this reason, we are obliged to
s,-n... F .1..." - ur-Dr-w: nrvvnvv- mmw - -Wrynguquysv-vwru vars!!- WAV
.. _--... "awm _whuwa .. -
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wi thdraw herewith the credit. which has been allowed you. If the
general neeting referred to does not deci de upon anything inac-
ceptablc to us, and if we receive suitable guarantees on this matter
for the future, we shall have no objection to negotiating with you
the opening of new credits.™

If the financiers could call the tune in this abrupt fashion to a
big syt.dicate, just imagine how great a neasure of control they
coul d-znmd di d-cxercise over the small fry in the industrial world.
The situation was well described by Supreme Court Justice Louis

D. Brandeis in a book he wote back in 1912, aptly entitled, O her
Peopl e’ s Money. He said: "The dom nant element in our financia
oligarchy is the investnent banker. Associated banks, tntst com
pani es, and life insurance conpanies :rr his tools. Controlled rail -
roads, public service, and industrial corporations are his subjects.
Though properly but middl emen, these bankers bestridc as masters
America’ s business world, so that practically no |large enterprise can
be undertaken successfully w thout their participation or approval.
These bankers are, of course, able nen possessed of |arge fortunes;
but the nobst potent factor in their control of business is not the
possessi on of extraordinary ability or huge wealth. The key to their
power is Conbination-concentration intensive and conprehensive."
After x870, then, capitalismold-style became capitalism new

style; the capitalismof free conpetition becane the capitalism of
nonopol i es. That was a change of trenendous ineortancc. i b
Large-scal e nmonopoly industry brought with it greater devel op-

nment of the productive forces than ever before. The power of induy
trialists to produce goods grew at a nore rapid rate than the power
of their coun;rvncn to consune them (This nmeans, of course, con-
sunmption a! a profit-people could alwa)s use nore goods, but they
couldn’t always pay for them)

The nonopolists were in a position at hone to regulate the supply



to fit the demand, and they did so. This was sensi bl e busi ness
practice and brought high profits. But it left a good part of their
pt oductive plant idle, and that condition of affairs always tends to
gi ve captains of industry a headache. They didn't want to make

1 .
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regard their continued association as part of the natural order of

things or as destined indefinitely to survive. Yet this was what

many, if not nobst, nineteenth-century witers seeminplicitly to

have assumed. The |ast quarter of the nineteenth century was

al ready casting doubts on such an assunption : sizadows of

doubt which the twentieth century was to deepen ; until in the

peri od between wars an exactly opposite opinion was to crystalli ze.

This opinion, startling when first uttered, would probably to’day

comuand a. wi de measure of assent. It is that the econonic

situation of the hundred years between 1775 and 1875 was no

nore than a passing phase in the history of Capitalism product

of a set of circunstances which were destined, not only to pass,

but in due course to generate their opposite-that, in the words

of one recent witer, it " has been nothing else but a vast secul ar

boomi’J

(wi --, t

1L1 Jainam 5 It is now a. comonpl ace that the transformation in the
Qxbhnc’ w 6H4

(#60;

structure of industry to which the title of the industrial revolution

has been given ' was not a single event that can be | ocated

within the boundaries of two or three decades. The unevenness

of devel opnment as between different industries was one of the

| eadi ng features of the period ; and not only do the histories of

different industries, and even of sections of an industry (let alone

of industry in different countries), fail to coincide in point of

time in their main stages, but occasionally the structural trans-

formation of a particular industry was a process drawn out over

hal f a century. The essence of the transformati on was that

change in the character of production which i; usually associ ated

wi th the harnessing of machi nes to non-human and non-ani ma

power. Marx asserted that the crucial change was in fa'ct the

titling of a tool, formerly wicldcd by a human hand, into a

mechani sm; fromthat nmoment " a machine talzcs the place of

a nere inplenent ii, irrespective of " whether the notive power

is derived fromman or from sonme ot her machine ". The

inmportant thing is that " a nmechanism after being set in notion,

1lj. R Hicks, Value and Cefilal, 302f.

h The first me of this description has often been ascribed to Anmpid Toynbce in
his Lnl nm published in 1837 ; and it has been said that " the general currency or
the term" dates fromtheir publication (Beaks in Hh'cry, vol. XV, nb). Actunhy
Engel s used the termin IS5 in hi: Condition of (ix: Wrking an ir. England in 1814
(1139: lid., pp. 3 and 15), w nere he speaks of it as having " the sane inportance fur
Engl and as the political revolution for France and the phil osophical revolution for
Germany ": and the origin of the termhas been crcditctl to him(cf. Mittoux,
77w I nduun’al analutinn in (lIt: EighlmIlh Cenfurg, p. 25). The phrase scum howe' -’ff,-
to have hcen current among French witer: as early :15 the 18:05. (Cf. A Ikramm.
Qua. ((11; Jounzal of Eronomu, vol. XXXVI, p. 343.)

THE | NDUSTXUAL REVOLUTI ON 25')

perfornms with its tools the same operations that were forntri’y done

by the workman with simlar toolsW’'At thc.sant tinme he

poi nts out that "the individual machine retains a dwarii sl

character so tong as it is worked by the power of man al one

and that " 110 system of nachinczy could be propcrlx dcvcl oncd

bef ore the steam cngi ne took the place of the carhcr "10ch-

power "3 At any rate, this crucial change, whether we |ocate

it inthe shifting of a tool fromthe hand to a nmechanismor m

the hanessing of the inplenment tn a new source of power,

radi cally transforned the production-proccss: It .not only

requi red that workers should be cenccntntcd 131. a single pine:

of work, the factory (this had sonetinmes occurrctimthe FFCHO;

period of what N arx had called " nanufacture ), but | npnset

on the production-proccss a collective character, as the aftnty

of a hal f-nmuchani cal, half-human team One eharactcnshc of

this tcam pi ocess was the extension of. the dmsmm .of litbom to

a degree of intricacy never prevrusiy wltn' ¢’ ssed, and us cxteniori,

nor eover, to an uni magi ncd degree ntnm what 'con’ sntu vi,

both functionally and geographically, a Single prottuctzon 11: 1t



or team A further characteristic was the ntrcasng nccd m

the activities of the human producer to conformto the rhythi?
and the nmovenents of the nachinc-proccss :- a technical shut

of bal ance which had its socio-cronomc rchctmlmthe grow ng
dependence of |abour on capital anri hi thevgromhg role pinyid

bv the capitalist as a coercive and dtsnptmary nrcc 'ovci itA c
hil mn pro-iuccr in his dctniicd operations. Andrew LIE u: 113
ngil oscplty q? Manufarlurc: triunmphantly ann-auneEd as the 1' 9m
object n of the new nmachinery that. it led to the cqua.x7;;ttx.;?
of labour r, dispensing with the spccxnl aptvtudcs Of the sc -
", - V' . '"x 0 he task

wzl lcd and intractable " siu’ nlcd nornman, and recncx it, t

of work-pt.oplc " to the exercise 01' vigilance and dexterity-
faculties, vhcn concentrated on one process, speedily breught 1:
perfection in the youngiif In the old days Pr0dnill101l ha

gl - VI " 7 hr eu.ua ln

been ceseutm |y a human actnt), genuall’Y. Intinlt u

character, in the sense that the producer workcu 1n hi: own tnnlc
and in his own fashion, independently of others, while: the too 5
- pt In: (-1 the

Uni '3

z |l h"; :1iil.gle
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or sinmple inplenents he trsed were little nmore than an extension

of his own Fingers. The tool characteristic of this period, says
Mant oux, was t; passive in the workers hand; his nuscul ar

strength, his natural or acquired skill or his intelligence determne
production down to the smallest detail ".1 Relations ofecononie
dependence between individual producers or between producer

and nerchant were not directly inmposed by the necessities of the
act of production itself, but by circunstances external to it : they
were relations of purchase and sale of the finished or half-1inishcd
produa, or else relations of debt incidental to the supply of the
raw materials or tools of the craft. This remained true even of

the " manufactory", where work was congregated in a single

pl ace, but generally as parallel, atom stic processes of individua
units, not as interdependent activities requiring to be integrated
as an organismif they were to function at all. Wereas in the

ol d situation the independent small naster, enbodying the

unity of human and non-human instruments nf production, had

been able to survive only because the latter remained neagre

and no nore than an appendage of the human hand, in the new
situation he could no |onger retain a foothold, both because the

m ni mum si ze 91' a unit production-process had grown too | arge

for himto control and because the rel ationship between the

human and nechani cal instrunments of production had been
transformed. Capital was now needed to finance the conpl ex

equi prent required by the new type of productiomunit ; and a

(Ae was created for a new type of capitalist, no longer sinply as
usurcr or trader in his counting-house or warehouse, but as

captain of industry, organi zer and planner cf the operations of

the production-unit, enbodi ment of an authoritarian discipline

over a |abour armny, which, robbed of economic citizenship, had

to be coerced to the fulfilnment of its onerous duties in another’s
service by the whip alternately of hunger and of the naster’s

over seer.

So crucial was this transfornation in its several aspects as

fully to deserve the nanme of an econom c revolution ; and

not hi ng that has subsequently been witten in qualification of

T oynbce’s classic clcscription of the change is tuntient to justify
that abandonment of the term which sone worshippers of

continuity seemto desire. Its justification lies less in the speed
of the technical change itself than in the close cnnnection between
techni cal change and the structure of industry and of econonic

" Op. m.,193.
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and social relations, and in the extent and significance of the
effects of the new inventions upon the latter. .It is true that

the transformati on cane very nuch earlier in sonme industries

than in others; and while those events which we describe as a

revol ution are properly to be treated as a closely inter-conncctcd
set, the timng of this set of events in different |ines of production
did not show any cl ose relationship. Nor could it reasonably

have been expected to be so in view of the very different character

of different branches of industry and the quite different technica
probl ens that each had to sol ve before power-nachinery coul d

take the field. What is perhaps nore remarkable is the stub-

bornness with which the old node of production continued to

survive and to hold a not-inconspi cuous place for decades, even

in industries- where the new factory industry had al ready
conquered part of the field.

In Arnold. Toynbcels view, it was ii four great inventions
that Were responsible for revolutionizing the cotton industry:

" the spinning-jcnny patented by Hargreaves in 1770 ; the
water-frame invented by Arkwight the year before ; Cranp

ton’s mule introduced in 1779, and the self-acting rmule, first
invented by Kelly in 1792 " ; although ii none of these by them
sel ves woul d have revolutionized the industry ", had it not been
for Janes Watt's patenting of the steamengine in 1769 and the



application of this engine to cotton-manufacture fifteen years
later. To these he adds as crucial links in the process Cart-
wight’s power-1loomof 1785 (which did not cone at all widely

into use until the 1820l s and 18303), and as affecting the iron

i ndustry the invention of coal snelting in the early eighteenth
century and ii the application in 1788 of the steamcngine to

bl ast-furnaces "J Engelr had al so i nstanced Hargi cavcs' jenny

as " the first invention which gave rise to a radical change in the

state of the English workers " ; coupling this with Arkwight’s
i ntroduction of " wholly new principles | in ii the conbination
of the peculiarities of the jenny and throstle ", with Cartwight's

power -1 oom and Watt's steamengine.’ To this chain of crucia

i nnovations it is now customary to add as earlier links : on the
one hand, Kay's flying shuttle of 1733, described by Usher as

" r. strategically inportant invention solving a difficulty that
the great Leonardo had seen as crucial) and having what

Mant oux describes as " ineal cul abl e consequences ", and Pau

" 01:. db. 90-! ' Op.- :11. 4-6.

" A P. Usherslliuag d Al abauim’ |l witwm 25:
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and i Watt’s spinning machi ne of the same yem (whi ch was not
dihimitlr fromArkwight's but was not a practical success and
remai ned very little known) ; on the other hand, Dud Dudl eyis
patent for making iron with pit coal as eas’'ly 3:. 1621, the work
of the Darbys at Coal hroukciale in smelting with coal in the early
decades of the eighteenth century, and Certts puddling process
(patented in 1784) and rolling mll. Simlarly Watt’'s steam
engine had as its forebears Newcontni s atnospheric engi ne of

1712, in which " the active source of pressure was the atnosphere,
but the actual operation turned upon the production of steam",
Lnu Savcry’s engine of 1698, which was based on the principle

of a vacuum created by condensi ng steam But both of these
earlier inventions in their practical use were confined to punping
in mnes and wat er wor ks)

We have previously nentioned that in cerzain spheres the

changes which we associate with the industria revolution. had

al ready appeared as early as the end of the Tudor period!

VWile still exceptional, these cases were by no ne: .115 uni nportant,

:5 the witings of Professor Nef have recently denonstrated.

But the newer technical nmethods of this period had as yet no

application to what were still (so far as their influence on enpl oy-

nment and social structure was concerned) the mgjor indus' .ries

of the country. These early enterprises of a factory type

constituted little nmore than rather isol ated outposts of industria
Capitalism even if as outposts their weight was it. ore considerable

than used to be supposed. A nunber of themrelied on State

protection and political privilege rather than on their own

economni ¢ vigour for survival. The workshops of a Jack of

Ncwbury or a Stunpe in the textile trades were scarcely

" factories in the nineteenth-ccntury ii machin-Jfactory sense,

even if they have been so called : rather were :hey of the type

of Marts " manufactories ". They were, norenver, rather rare

exanpl es in an industry which remai ned individual, small scale

and scattered so far as its production-process was concerned,

even if its econonic relationships were becomng capitalist in

character under the nerchant manufacturer and the puttinb-

out system’ Even WIllian a Lee’'s remarkable .nvention of the
stoclting-frame in 1589 did not lead to factory production

but only to capitalist rciations (in the tcntc (f the economc

dependence of the producer on the capitalist) on the basis of

| A ?- Uhcr, Hitter) g/ Mahunim Intentions, 307-9. ' See above, pp. x3912-
t See above, pp. 145-50.
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i ndi vidual production in the hone, under the frame-rcnt system
that has earlier been d(scribcd. Rather nore than :t century

[ ater Lonbe’s silk-throwi ng nachine of 1717, by contrast,
precipitated a transfer to factory production, " with its automatic
tools, its continuous and unlimted production and the narrowy
speci ali zed functions of its operatives f'! But even so, the extent
of its influence was Iimted. As Mantoux enphasi zes, Lnmbeis
machine '" was the point of departure of no new invention " ;

John and Thomas Lonbe renmained " precursors rather than

initiators ", "and it the industrial revolution had been heral ded,
but not yet begun ".’ In the iron industry again, it is true,
Tudor and Stuart tines saw sone |arge furnaces, involving the

i ngestncnt of sunms of capital which ran into four figures : they
saw forge hamrers and furnace-bl owi ng engi ne: worked by
water-nmills and automatic rolling and slitting mlls. But so

Il ong as charco Ii smelting prevail ed, the econom c sovereignty of
the smal| furnace, scattered anong the woods and forests, was

not seriously underm ned. Availability of fuel was a limt on

size as well as on location ; and until the technical problem of
smelting with coal had .been solved, a |larger and nore nodern

type of ironworks could not becone an econom c proposition

and in turn the expansion of metal production in its varints
branches was hanpered by the scarcity of pig-iron.a

It is now recognized that the speed with which the revol ution
conquered the main field of industry, once the crucial set of




i nventions had provi ded the neans of conquest, was |less rapid

than used to be supposed. In primary iron production the

passing of the old small-scal e charcoal furnaces was al npst

conplete by the end of the eighteenth century (although in 1788

they were still yielding about a fifth oiiBritish pigeiron) ; and by
the 1820’s Cort’s new met hods of puddling and rolling were well
established in the English iron districts, and the Nasnyth steam
hamrer was arriving to conplete the process. Wwereas in 171 5

the Coal br ookdal e wor ks had been val ued at , (6, ooo, by 1812,

" according to the estimates of Thomas Attwood, a conplete

set of iron works could not be constructed for |less than , Qo, oo()
and in 1833 one with a productive capacity of 300 tons of bar

" Mantoux, aft. :iL. mpo. ' llaid., 2m

UM"™ 195. Prof. Unher hmenphnsim that "t’nr mny lixt’ nnlh-rrnnmy
Ind menteenth-reutury Industries the obstacle to the use of nere nmver Wn rust

Ind physical. availability quite. as nmheh as the rnechanical dinicu ty of applying
pow' ; wth the resut that invention: at this tine tended nerely to suppl enent

the work of nmen and animals and " had little i nHuence upon the general Itructure of
wdunv" (v.0. nm 298)-
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iron: a wad; would cost anything from $30,000 10 , d 50,000 ".1

But the linishing netal trades were nuch nore b.tckward. The
l[ilac). Country ziztilnetking industry in the '30's was still in the
hands of small masters in small workshops and continued |argely
to be so even in the | 70's, with a nail master owni ng war ehouses
fromwhich he distributed rods and orders to donestic nailcrs,
or renting space in shops adjoining his warehouse to nailers who
had no forges of their own. O the Birm ngham netal trade
generally, in 1845 a contenporary witer remarked that It like
French agriculture Il it has Il got into a state of parcellation
Here in 1855 tt nobst muster nanufacturers enployed only five

or six workers t’, and tl during the flrst sixty years ol’the nineteenth
century" in the whole of this district tl expansion of industry

had meant . . . an increase in the nunber 0? small manu-

facturers rather than the concentration of its activities within

great factories ".’-" In gun-mmking, jewellery, the brass foundry,

snddl ery and harness trades the 'Go,s still w tnessed a remarkabl e

coexi stence of highly subdivided processes of production with the

smal | production unit of the shop-owncr, putting out work to

donestic craftsmen. Even the com ng of steam power failed in

many cases to transfer these small industries on to a proper

' actory basis; "factories" being divided into a nonber of

separ at e wor kshops, through each of which shafting driven by

a steamcngi nc was projected, and the workshops being rented

out to small masters who needed power for certain of their

operations.a Wiile the first cutlery factory in Shellield was

started in the 1820ts, as late as the t60ls nost ever: of the " large

Cutlery men " had part of their work done by outworkcrs; and

1-..ny of those who worked in the so-called factories were in fact

wor ki ng on their own account, hiring the power which the factory

provided and in sone cases working for other masters! In

view of facts |ike these, Professor C apham has even decl ared

that in the England of George IV outwork was "' still the pre-

dom nant form" of capitalist industry; since although it was

tt losing ground on the one side to great works and factories, it

was al so gaining on the other at the expense of househol d pro-

duction and handicraft "f In cotton it was not until the 1830’s,

| T. S. (uhtun, Iron and Stu! in tin Indmrial Rtualulinn. 11:63.

h'™ C C Alen, anmricl Dwneloj/mt uyiBt’rm nghamand tin Bl County, 1060-1927,
113- 14.

" MM 151.

"J. H dapham An Economic Ilium of AlodcmBritain : Ilu Rnilw Ago, 33, 99.

"53 11.54., 178.

m . .-

o )mtvivlfftty-1.

"ttt-. Wmvmtfwr-rwr-jfz-nll owqu-v'n'r’ " trWOtFLD WWTTTIC R T P9 " 1T 1w -
t A t’: . 8.1t 1.1, 1EIJIH 3-" "1"." "KW . a

"I"1111 1 NDUSTRI AL REVOLUTI ON 265

nore than half a century. after the inventions of Arkwight and
Cronpton and al nbst a hal f-century afterGrtwightk power-

| oom that the powcr-loomwas in w despread use and the ol der
spinning-jenny was definitely in decline. In the woollen industry
powcr - machi ncry only won its victory in the course of the 1850's ;
and even in 1858 only about half the workers in the Yorkshire
wool | en industry worked in factories. Hosiery in 1851 was stil
predom nantly based on the systemof small master-ernftsntn

(sonme 15,000 of them with 33,000 journeynen), enployed by
capitalist hosiers on a putting-out system The power-driveu
rotary knitting-frztme and Brunel’s circular knitter were then only
just beginning to nake serious inroads upon the industry. In
cotton at the sanme date a quarter of the firms, but in woollen and
worsted no nore than a tenth of the firns, enployed over 100
workers ; while in trades |like tailoring 1nd shoemaki ng produc-
tion was overwhelmngly in the hands of small firns enpl oying

| ess than ten workers apiece. It was not until the last quarter

of the century that boot and shoe production, with the introduc-
tion fromAnerica of the Bl ake sewer and ot her automatic

machi nery such as the closing-machine, shifted fromthe putting-
out or nanufactory systemto a factory basis.



The survival into the second half of the nineteenth century

of the conditions of donmestic industry and of the manufactory

had an i nportant consequence for industrial life and the in-

dustrial population which is too sel dom appreciated. It neant

that not until the last quarter of the century did the workingy

cl ass begin to assunme the honbgeneous character of a factory
proletariat. Prior to this, the mgjority of the workers retained

" the marks of the earlier period of capitalism alike in their habits
and interests, the nature of the enmploynent relation and the
circunstances of their exploitation. Capacity for enduring

organi zation or |ong-sighted policies remi ned undevel oped;

the horizon of interest was apt to be the trade and even the

locality, rather than the class ; and the survival of the individua-
list traditions of the artisan and the craftsman, with the anbition

[ 1m $1; , 94-5, 143, 193. In 181.1 there were 145 recorded boot and shoe

" factories ' | will; no nore than 400 .p. of steamin all. Power was only used
for hea work such as cutting bumor still sew ng, and several of the processes in
boo;:ma 'ngywere Itill done by outworlten. Lester: and naker: often worked in

the taeto , ad: by side on benches ; but nearly all the Iinishing was done at hone.
In 1887 there were in the town of Northanmpton some 130 shoe nanufacturer: cm

0 laying tone 17,000 to 18,000 workers (cf. A. Adcock. TIM Nw | nmmplon Shot, 41-5).

0 the early "90': mtind the trade union claimng that its two |: est branches had
finally temeved sweating by securing the abolition oloutworking. I1fMnthly Reports
of the Nauonal Union of Boot and Oe Qpcntiva, March 1891.)
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to beconme hinself a small enployer, was for |ong an obstacle
to any firmand w despread grow h of trade unionism |et alone
of cl ass consciousness. The differences within the Charti st
noverent had reficcted very clearly the contrast between the
factory workers of the northern towns, with their clogs and

" unshom chins and fustian jackets " to whom Feargus O, Connor

directed his appeals, and the artisans of London slilled trades who
foll owed Lovctt and the small master craftsmen of the Bl ack
Country. By this heterogeneity of a still primtive |abour force

the dom ni on of Capital over Labour was augnented. By the

primtive character of the enploynment relation, which renained

so common, and the survival of traditions of work froman earlier

epoch, both the growth of productivity was hindered and a

prem um was placed on the grosscr fornms of pttty exploitation

associated with I ong hours and swcatcd | abour, children’'s

enpl oynment, deductions :nd truck and the distegard of health

and safety. As late as 1870 the inmedi ate enpl oyer of many

workers was not the large capitalist but the internediate sub-

contractor who was both an enpl oyee and in turn a snal

enpl oyer of |abour. In fact the skilled worker of the m ddle

ni neteenth century tended to be in sonme neasure a sub-contractor,

and in psychol ogy and outl ook bore the nmarks of this status.

It was not only in trades still at the stage of outwork and

donestic production that this type of relationship prevailed, with

their master gunnakem or neil nasters or aaddl srs’ and coach-

buil dcrs’ ironnmongers, or factors and " foggers with domestic

wor kers under them Even in factory trades the system of sub-

contracting was conmon : a system with its cpportunities for

sordid tyranny and cheating through truck. and debt and the

paynment of wages in public houses,1 against which early trade

" Its in the Birm ngham donestic industries factors were sonetinmes call ed

"sl nuzhl vrmen " because of their habit of heating donn wnkers’ wages, and In

nail netking " the trucking fogtgcr, often a publimm, paid in bad dear pods and

tindernnld the honest master ", so aim" truck of a corrupt 301 was stii practised

(inthe early '70’s) by some of the mining bullies and doggies of the M dlands and

the Suul h-West" (d apham Eran. |.’'i:t. (Free Trade and Steel), 456). Paying

wages at long intervals was another evil, lending to the indebtednds of workers to

subcontractors or innkeepers or to conpany shops which gavv credit but charged

high prices in return. At |ibbw Vale about this tinme cash wges were only paid

nonthly and sonetines at Rhymmey only every three nonths (ibid., 457). Mars

remarked that " the exploitation of ehcap and i mmature | sb-nubpower is carried

out in a nore shanel ess manner in nodern manuhtturc than in the factory proper
This exploitation is nore shanmeless in the so-called domestic industry than tn

manuf actures, and that because the power of resistance in the |abourers decreases

with their dissem nation ; because a whole series of plundering parasites insinuate

drcnsel vu between the enpl oyer and the workman; became poverty robs the

wor kman of the conditions nmost essential to hit |abour, ot’spaee, light And ventilation

(Capital, vol. 1, 465).
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uni oni rm fought a hard and prol onged battle. In blast-furnares

there were the hridgc-stcckers and the stock-takcrs, paid by the

capitalist according to the tonnage output of the furnace and

enpl oyi ng gangs of men, wonen, boys and horses to charge the

furnace or control the casting. In coal-mnes there were the

butties who contracted with the managenent for the working of a

stall, and enployed their own assistants ; sone buttics having as

many as 150 nmen under them and requiring a special overseer

called a " doggie " to superintend the work. In rolling mlls there

was the mastenroller, in brass-foundries and chain-factorics the

over hand, who at times enployed as nany as twenty or thirty

even Wonen workers in button factories enployed girl assistants.

When factories first came to the Birm nghamsnall netal trades,

" the idea the: the enployer should find, as a matter of course,

the work piaees, plant and materials, and should exercise super-

vi sion over the details of the manufacturing processes, did not

spring into existence " ; i and even in quite |arge establishnents

survivals of older situations persisted for sonme tine, such as the

deduction from wages of suns representing the rent of shop-nmmm

and paynent for power and |light. The workers on their side




often continued the habits customary in the old domestic wurk-
shops, " played away ii Mnday and Tuesday and concentrat ed

the whole week’s work into three days of the week.:’ Here it
needed the arrival of the gas-enginc (rendering obsolete the old
systemof hiring ttcam puwcr to suh-contnttort), the growth of
standardi zati on, and the superscssion of wought iron by basic
steel (lending itself to manipulation by presses and machi ne-
tools) as the staple material of the netal -working trades to
conplete the transition to factory industry proper, and to el Tect
" an approximation of the type of |abour enployed in a variety

of metal manufactures ownrg to the sinlarity of the mechanica

met hods in use "J

Many of those who have sought to depict the industriall/th will metathb

revol ution as a continuing series’ of changes which even out- didn't WVt LO1:

| asted the nineteenth century, rather than as a once-for-ul

change, seemto have enployed the termas synonynous with a

purely technical revolution. In so doing they have | ost sight

of the special significance of that transformation in the structure
of industry and in the social rclations of production which was

the consequence of technical change at a certain crucial |evel.

' 16121., | 50.

h Allen, eg :11, 146, 1So-r. | 16d _

.1 ., 448.

" (bit, |

t

-.;t" watt ca 'ttu

ow f cdft-i

. - .onvr'tm V

m.n hv., .--:;a--r n"mJr-w ht-mwmyamm mvernwm ...... ,.- N- e-u-q 1.7 yum few

m W W mwtvF-rv ""th -.., .,. . ,0."

to|
tv. .,

nrlw



haunt ... -.

-n")’ u-gu-r u-xV-ns mgynm ow. | x-w S Crux-raww

268 swnrzs |IN THE DLV - ZLOL' MEJNT OF CAPI TALI SM,

If we focus our attention on technical change fur u, it is both
true and inportant that, once |launched on its new career, this
change WM a conti nui ng process. |Indeed, one hits to regard this
fact that, once the crucial transformation had cone, the industria
system enmbarked on a whol e series of revolutions in the technique
of production, as an outstanding feature of the epoch of mature
Capitalism Technical progress had come to b: an elenent in

the econom c cosnbs that was accepted as normal, and not as
sonet hi ng exceptional and intermttent. |'Vitl. the arrival of

st eam power, previous boundaries to the conplexity and the

mass of machinery and to the magnitude of the operations

whi ch machi nery could performwere swept away. To a certain
extent, even, revolution in technique acquired a cunul ative

i npetus of its own, sinec each advance of the nezzchine tended to
have as its consequence a greater specialization (if the units of its
attendant human team; and division of |abour, by sinplifying

i ndi vi dual work-nmovcnecnts, facilitated yet further inventions
whereby these sinplified novenents were imtated by a machine.
Wth this cunul ati ve tendency were joined two further ones:
towards a growi ng productivity of |abour, and hence (given
stability, or at |east no conparable rise, of real wages) a grow ng
fund of surplus-value fromwhich fresh capital accumul ation

could be derived, and towards a growi ng conce ntration of pro-
duction and of capital ownership. As is nowadays accepted as a
commonpl ace, it was this latter tendency, child of the grow ng
conpl exity of technical equipnent, which was to prepare the

ground for a further crucial change in the structure of capitalist
i ndustry, and to beget the |arge-scale, monopolistic (or sem- or
qguasi - monopol istic) |l corporation capitalism®" of the present age.
The genetic history of that crucial series of inventions between
the seventeenth century and the nineteenth century still contains
many dark places. Yet, while we do not know enough about

the origins of these inventions to bc dogmatic about their causa-
tion, we have no right to regard themas fortuitous events, un-
related to the econom c situation in which they were pl anted-a

as some dcux ex macltina which need have no | ogi cal connection
with the preceding section of the plot. Indeed, it is now w dely
recogni zed that industrial inventions are social products in the
sense that, while they have an independent |ineage of their own,
each inventor inheriting both his problem and some of the aids

to its solution fromhis predecessors, the questions that are posed
to the inventors mind as well as the materials for his projects are
o, eca-Wme- - - - - _--_-Du-_-
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shaped by the social and econonic circunstances and needs of

[Itc time. As M. Beatles has aptly said, nowadays '| the inventor
is seen as a nouthpi ece of the aspirations of the day rathcr than
as the initiator of them!|’.1 Wiile the inventions of the eighteenth
century doubt| ess owed part-parentage to the scicntilic fernent

of the seventeenth century, a remarkable feature of them was

the extent to which they were the products of practical nen,
groping enpirically and keenly aware of the industrial needs of
the tinme. For example, while it is true that the researches of
Boyl e and others into the primary | aws of pressure in gases

provi ded one of the essential conditions for the invention of the
at nospheric and steam engines, the practical problemof snelting
with coal, on the other hand, was sol ved before the chenistry of
nmetal |l i ¢ compounds was properly understood. The probl ens

these nmen of industry and invention put to thensel ves were

formul ated, not a priori, but out of the fullness of their own
experi ence. Mreover, for a successful invention-anainvention

that will have significance for econom c devel opnttttvtllc nere
solution of a problemin principle is not enough. Exanples are

pl entiful of the gap which is frequently to be observed between

di scovery of the principle and its translation into actual achieve-
ment, as are also exanples of the gap that is apt to exist between
the conpletion of a project and the adoption and | aunching

of it as a commercial proposition. W have not only to



remenber what Usher has called " the conplexity of the

process t-f achievement ", due to the fact that successfu

i nvention generally comes only as the climx of a whole

series of related discoveries, sonmetines independent of one

another at first and depending for their solution on different

hands’;’ we have also to renmenber that the qualities and

experi ence needed for successful synthesis and application are

often those of an industrial organizer rather than of a | aboratory

wor ker. Unless the economic milieu is 5 2 vourablc-until economc

devel opnent has reached a certain stage-neither the type of

experience and quality of mnd not the nmeans, naterial or

financial, to nmake the project an econom c possibility are likely

to be present, while the problemw || probably never be fornmnu-

lated in the concrete formwhich evokes a particular industria
solution. Although Watt and Paul both planned and built a

" Hiring, vol. XV, 128.

h On the invention: ohteam of the gas-cngine and pctrol -engine and on Inventions
intextiles u a nmuau’ w devel opment cf. R C. Epstein on I ndustrial Invention "
I n Quarnb Jamal of Ecamm a. vol. Xl. 2.52-6.

I

I

., 'ldstr

faunmmww wWf v-wwwir ' "amrel W "4 th it " EVWAJ HWAWAT SWAWMS M r uumanmmpm -
T

Jotl?

gwek



.. .na.. .

270 STUDIES I N THE DEVELOPMENT OF C/tPl’' 1" ALi SP-

spi nning machine, it was not until thirty-liv-e years | ater that

there appeared a sinilar nmachine on the sane |ines which was

destined to have an econom c future; and this was probably

due to the fact that Arkwight possessed the practical business

sense which the earlier nien had | acked. Even so, Arkwi ght

was seriously handi capped for lack of funds in the early stages,

al t hough he was less unibrtunatc in this repeat than Watt

and Paul had been. Dud Dudl ey by 1620 s:cns to have dis-

covered how to snelt iron with coal (if his ovm account can be

relied upon) ; but it was not until a century lat:r that the Darbys

put it to successful use. Brunells invention in the hosiery trade

was made in 1816, but was; not introduced cl Teztively until 1847.

Mor eover, the devel opnert of the steamcngi’le waited upon a

suflicicnt qualitative inprovenent in the ttchnique of iron-

production to enable boilers andicylindcrs to he nade that were

able to withstand high pressures ; and the m.king of nachines

of sufficient sinplicity and accurac’y to serve their purpose was

l[imted by the existence of machi ne-tool s capabl e of fashioning

metal parts with sufiicient precision.1 At the sane tinme, while

the prevailing state of industry restricted the type of discovery

that could he made, conditions of industry also pronpted and

gui ded the thought and the hands of inventors. The discovery

of coai-snelting was a direct answer to a problemthat had been

posed for some time by the growi ng scarcity of wood-fuel. Kay’'s

i nvention of the flying shuttle cane as a solution of the difficulty

that previously the width of the material which could be manu-

factured was limted by the length of a weavcrls arns (throw ng

the shuttle fromone hand to the other). In th: 1760is inventors

recei ved the explicit encouragenent of the oll’cr of two prizes

by the Society for the Encouragement of Arts and Manufact ures,

" for the best invention of a nmachine that will spin six threads

of wool, flax, cotton or silk at one tinme and that will require but

one person to work it and to attend it |I’, in order to overcone the

| ag of spinning capacity behind the needs of weavers and of

ncrcl mts’ orders, especially at the season " when the spinners

are at harvest work " and " it is exceedingly difficult (for the

| We learn that Sntaton had to tolerate enors in his cylinder: amuntin to
the thickness of a little finger in :1 cylinder 28 inches in dianmeter, and that am
wax handi capped by having to work with an early cylinder which had an error of
I hrvtc-quartcrt of an inch. It was Ong with inprovenents in boring-machin-;ry by
W1 ki nson round 1776 that Boultan :m Watt were able to secure delivery ofadequate
cylinders. Simlarly the bal ance-benmin steam cngi nes pexi stcd because it wa
not possible to make surfaces accurate enough to attach crms-head to dank (Usher,
op. n'L, 320).
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nmul hcturcrs) to procure a sunti ent nuinhcr ohhznds tv: keep
their weavers enployed "3 The inventions which usheied 1n

the nodern world were not only closely niterlntkctl Wth 01;:
another in their progress : they wete also interlocked Wth t. e
state of industry and of econonic resources, with the nature of. "5
probl ems and the character of its personnel In the earlier period
of Capitalismfromthe soil of which they grew . 1 d

It is mliciently obvious that, until these inventions in

arrived, the state of industry was not such as to prevulc an
attractive field for capital investnent on any very cxtenstve scal e.
Ustiry and trade, especially if it was prw |leged trade, abs. tlvas
generally the case in those days, held the attractuin of 1g 1t.r
prolits even when account was taken of the possnhly greater
hazards involved. It would, of ceurse. be quite wong to regard
this period of technical innovation at standing entirely .nlnn

and as succeedi ng centuries of conpletely statienary technique.
The later Mddle Ages witnessed the fullng-ntll and the water-
wheel . The sixteenth and seventeenth centuries saw a crop. el

di scoveries which laid a technical foundation |ot the earliest
exanpl es of factory industry: .ixhproventcnts tn the. vaeltitiitn
punp, which facilitated deep mmy; selenttlic stndics 01 tie
flight of projectiles and of the pendul hmand . Hu)gch s :slutk)



of circular motion, which had its practical application in c Ocl -
maki ng and sinilar mechani sms. Neverthel ess, even Wthin t 1le

I i neage of inventions thenselves, theepoch of the steah.-e_nglne
surpassed all these, because the marriage of the stcant-engnme to
the new autonmati c nmechani sns opened,, 11p : 1 held ef tnycstnen;

in the " abridgencnt of hunman | abour which in. its cxtcnt 3:1

ri chness had seen no parallel ; while at the sane tlnt the new 3; -
won know edge of the practice and theory of mneral. conpounl s
laid a material basis such as had not prevlously extstcd for tie

' Ct. Mantoux, op. cit., 220.

' The Executive Secretary of the official United States Tenporary Nationa

.1oa

Economic Committee in his, Final Report hnd occas.on to enunerate the m 10
o "l

" mal’ ' ' " various centuries thh the fulloxung res

Indus IThltllzerrt'lilrry of the 6 " mjhr industrial inventions "
4 ML T
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equi prent of industry with n stock of nechanical instruments
of growi ng nunber, magnitude and itztricaey.
As a result of the change, the old node of production, based
on the petty production of the individual craftsman, even if it
was often stubborn in survival, was destined to bc uprooted;
the factory proletariat was swollen fromthe ranks of that class
of small producers who had had this petty production as their
livelihood ; and the economic gulf between the naster class and
the enpl oyed, between owners and ownerl ess, was significantly
wi dened by the new economic barrier which the initial outlay
now i nvolved in Starting a production unit inposed agai nst
passage fromthe latter class into the forner. It is small wonder
that the econom sts of the tine shouid have regarded the slow e
ness of capital accunulation, not any boundadcs to its field
of investnent, as the essential limt on econom c progress,
and shoul d have postul ated that, given an adequate supply of
capital and :t suntiently all-round devel opnent of the various
branches of industry, only the interference of goverments
with trade or inadequacy in the supply of |abour could suffice
to freeze progress into econom c stagnation. Characteristic of the
optimsmof the time was the retort which R catdo made when
Mul t hus enphasi zed the dangers of over-produ-ztion and gluts
due to "deficiency of effective demand". Ricardo’s answer
was that the situation which Mlthus envisaged (where a rapid
capital accunul ati on occasioned a fall in the value of conmodities
relatively to the value of |abour power and a consequent fall or
profits) was essentially one in. which " the speciic want woul d
be for population " :1 a want which, as Malthus hinself had
preached, could never fail to be satisfied if only food supplies
4 were adesuate to keep down the ldenth-rate.
us want for population ", by which, of course, Ricardo
neant a proletariani zcd population willing to hire itself to
the new fnctory-kings, was a vital want for the new expanding
Capitalism; and without both the devel opments that have been
sketched in the previous clzapter and the grattly qui ckcned
rate of natural increase of the proletariat, this want coul d not
have been net. Al though the effect of the inventions of the
time was towards an tiahridgcncnt of human | abour"”, the
" Ricardo, Am on thmt/ma p. :69. In his Pn"nE/zlu Ricardo wote that " the
general progress of population is affected by the increase of capital, the consequent
demand for |abour and the rise of wages " (p. 56:). In other words an increased
demand for |abour had no ditheulty in evokin its owmn In | )I'’Ovit! d that trade
(including inport of food) wa: free. 3 ppy. I c
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i mense i npetus that they gave to the expansion of investnent
pronot ed a consi derable net increase in the demand for | abour
We have noticed that the death-rate fell in the |ater decades
of the eighteenth century, and the birth-rate remai ned at a
hi gh | evel during the crucial years of the industrial revolution
Mor eover, the industry of the north-west factory towns was able
at this time to draw on a plentiful supply of starving inmmgrants
fromlreland : an inportant |abour reserve which fed alike the
need for unskilled building [ abour in London in the mdttle
ei ghteenth century, the expanding factory towns of the inchlstrta
revol uti on and navvy-I|abour for railway construction mthe
1840’ s and 18503) After reaching its | owest point round 1811
the death-rate, however, proceeded to rise fromabout the end
of the Napol eonic Wars and continued to do so until the late
gois; and this despite a shift in the age-conpositlon 9f the
popul ation that was favourable to a | ow death-rate. Thts use,
nost marked as it was anong infants in the |arge towns, was
clearly product of economc distress and of the conditions in
the new factory towns of this period, with their insanitaxy hovcls
and fetid ccllar-dwecllings, breeding-grounds of " |ow and nervous




fevers and " putn’'d and gaol distenpers and of chol era, about

which Ms. Gaskcl|l and others |later wote. Towards the end

of the "30’s the birth-ratc began to fall, and despite a recovery

bet ween 1850 and : 876 never regai ned (as an average over a

decade) the levels at which it had stood in the | ast decedes of

the eighteenth century.’ By the closeof the century, with the

prospect Of 3 slackened rate of natural increase, and Wth the

epoch of " primtive accunulation " long since passed, the

optim sm of classical political econony that the ranks of the

prol etarian arnmy woul d al ways expand in the degree that capita

accunul ation required was to find itself built on shifting sand.

Wiile in the heyday of the industrial revolution natura

i ncrease of popul ation.so powerfully reinforced the proletarian-

t

| In the mddle of the nineteenth century nearly to per cent. of the popul ation
of Lancashire was Irish-born. (Cf. J. H daphamin Bullttin gqf (Il Inlenmwa
Camilla n Htwim Sciences, 1933, 602.) . _

| Cf. apham 010, :11, 53-5; T. H Marshall’m Econ. 111m Suyplenent No. Q

to Even. Journal, Jun. 1929 ; G T. Giffith, Po/aulntton ProblemIn Ag! O Mlthmhaggti.
In 175! the popul ation of the United Kinntont had been Ipproxtmatc’lyj ntl hnn

I cventy year: later, in 1821, it was double that hgure ; and by the 1030 | u was nore
than 16 mllion. Caphamgives as reasons for the fall In the death-rate at the end of
the eighteenth century such things as the nastery of the ravages of snmltpox and the
di nppcarance nl’' scurvy, the conquest ofaqueish disonlcn hy better t _Iramge, and a

l eductiun of infant and nal emal dinordcn and the bcgi nnmg: of tnned midw fery.

Cf. elmDorothy George, Under: Lila in the Eighteenth Cathay, 1'61
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beris prescription is obvious and | ogical: Wstern Europe nust
develop the righi’ kind of nmuscle to be able to conpete with

US. business; the 50 to 100 | argest European conpani es nust

be given the opportunity and encouragenment to nerge so that

they will be large enough to take on the US. giants; hence,

West cm Eur opean countries nust federzte and provide the re-

search funds and enough governnent business to give the en-

larged industrial giants a leg up for better conpetitive strength.
Thus, the path to i ndependence for Wstem Europe, to socia

justice, and to social progress is: Big Governnent and Big

Busi ness for economic war with the United. States nol och.

Students frequently put the question: Is inperialismneces

sary? The point | amtrying to make h:rc and in the analysis
presented in the foi Xowi ng chapters is that such a. question is

off the mark. Inpetialismis not a matter of choice for i capi-
talist society; it is the way of life of such a society.

NOT ES

1. Not that mnor econom c influences should be ignored. Mrginal eco-
nom c force: can at tinme: carry extra special wcight-as one can easily
| earn, for exanple, from Robert Englet’|l Tho Politic: of 051 (New
York, 1967). Economic effects which are ntrginal to the econony as
1 whole may be of nmjor inportance to certain giant corporations.
Accordingly, they can be inordinately influential on public policy be-
cause of the concentration of economc and political power in the hand:
01’ these corporati om

2. David S. Landcs, "Th! Nature of Economic Inperialisni in Tlu
jourmal 0/ Econom c Hi story, December 1951, p. 510.

3. Mark Bl aug, "Economc InperialismRevi:ited," The Yal e Rani a"
Spring 1961, p. 343.

4. ©Marban Ward, The Wi! a: Bay, New York, 1948, p. 136

5. See. 19! exanple, WIliam Applcrm WIlliam Th! Tragul) of Aman’ -
un Di pl omacy, New York, 1962.

6. J. A Hobson, InperialixmA Study, 1902 (Paperback edition: Ann
Arbor, M chigan, 1955, pp; 8889). Watevu- criticisnms may be mule
of it, Robson's work on inperialismnarked tn historic turning point in
the study of the subject. Both Hilfcrding (Du: Finanzkapieal. 1910)
and Lenin (Intpuiulz' xm The H ghest Slag: J! Cayitall’un, 1917) was
directly and deeply influenced by Robson
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A focal point of Lenilfs theory of inperialism15 the
classification oi inperialismas a. special stage mthe devel op-
nment of capitaiism arising towards the end of the 19th. eenutryi
This attenpt to give inperialismsuch a specxfxc nstonca

reference date has been a subject of controversy, the mam.O0l.)-
jcction being that many of the features considered characteristic
of inperialismare found early in the game and througheut

the history of capitalism the urgency to devel op a worl dtnarhet,
the struggle to control foreign sources of raw materials, the
conpetitive hunt for colonies, and the tendency towards con-
centration of capital. . .

Sonme schol ars get around this problem by distinguishing

bet ween an Hol d" and a "new' inperialism Watever semantic

device is used, there are good and sufficient reasons .fori clearly
marking off a new period in the affairs of world capitahsin. O

the many di stinguishing features 01 this new stage, two. mrny

opi nion, are decisive: Firsti England is no | engcr the undis-

putcd | eading industrial power. Strong industrialized nvals ap-
pear on the scene: the United States, CGchnhny, Frence, and

Japan. Second, within each of the industrialized nations, CCG
nom ¢ power shifts to a relatively small nunmber of big integrated

i mhutrial and financial firns.



The framework for these devel opments was provided by the
iilfuhulion during the last 20 to 30 years of the 19th century
4’ new mum of energy and a new departure in technol ogy,
-1.;3, Veblen e.thed "the technol ogy of phpirs am chemstry."
27
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23 | HE AGE OF | MPERI ALI SM
This is a technology that is based on the ditcct application of
science and scientific research, rather than 0:1 nere nechanica
ingenuity. It was in the final 30 years of the 19th century that:
a whol e century of siow progress and testatenment in pure
sci encwparticularly in themodynam cs, elcctrcmagnctism chem s-
try and gcol ogy-bcgan to nmeet up with rapid devel opment in
practical nechanical cnginecring-znd particul’trly in the produc-
tion of machine-tools-and in industrial nmethod: . . . not only were
new i ndustri es devel oped and new sources of power provid3d--
the internal combustion engine, stemrming from progress in therno-
dynam cs thcoxy, being only less inmportant than electricity. In-
nuner abl e exi sting i ndustrics-mning and road-buil ding, steel
agriculture, petroleum concrete ambut a ftw exanpl es-were
transforned and expanded. | nnunerabl e raew products--thc
nodem bi cycl e, the tel ephone, the typcwn' tcr, |inoleum the pneu-
matic tyre, cheap paper, artificial silk, alumnum ready-nade
clothing and slices_tx’crc manufactured and marketed for the
first tine. It was in this period that nechanintion first becane.
characteristic of industry in general. . . 3
Even nore inportant than the technoiogical features of
this period per se is that this technology as a rule required in-
vest ment of |arge ampunts of capital and | arge production units.
The main devel opments that characterize the transformation
occurred in steel, electricity, industrial chemintry, and oil.
Steel. Steel has unique properties that are essential in the
construction of machines such as internal conbustion engines,
electric gcneralots, and steamturbines. It was the introduction
ares
"We.. L. L -l o-e L.
--e- ... - - -

of heavy | oads at high speeds. This reduced the cost of trans-
port and provided the nmeans for transforming | ocal and regi ona
busi nesses into | arge, nationai industries.
Bef ore the appiication of scientific nethods, steel was
practically a scm-prccious netal. "Until (Bessenmer and open-
hcurthj processes were introduced steel nmaking was hardly nore
[ilJn an enpirical craft operation. . . .m The Bessener procc-x.
introduced in 1854, still had linmtations for the use of iron Or
available in the United States and Europe. The opcn-hcztrtf’
met hod introduced in the 1860's, and finally the "basic protf’f
devel oped by Thomas and G lchrist in 1875 nmade paw

v, "
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the control of the carbon content of steel within very cl-ose
iimts--and opened up the age of steel. T echniques fer tm
proving the properties of steel by use of alloys-tt) obtamthe
qualities needed for tool steel, armanents, and stainless. steci-
wer e devel oped between 1870 and 1913. Note that dunng the
peri od 1870-1874 an average of 1 mllion tons of steel were
produced worl dwi de; during 1900-1904, the annual average
worid production had risen to over 27 mllion tons!
El echicily. Wiile scientific experinents with electticity
and theoretical exploration of the subject go back to the 18th
centuty, the application of these experiments and theory to
forma large-scale industry occurs toward the end of the 19th .
century. The fitst commercial generating stations in London
M| an, and New York were opened in the 1880’'s. The im
portance of electricity is net limted to its use as a new source
of light, heat, and power. It is necessary, for exanple, mthe



refi nement of copper and al umi num and the bul k production

of caustic soda. (The invention of the process for comercia
producti on of alum num also stens fromthis period, nturting

in 1886.) For manufacturing procescs in general, the applica-
tion of electn' city nmade possible the kind of precise contro

whi ch permitted the nore conpl ete nmechani zati on on which

noder n mass- producti on industry depends.

I ndustrial Chemistry. Chemical processes in metallurgy,

tanni ng, and fernentati on had been known and used for many
centuries. But industrial chem stry as a separate and | arge-scale
industry originates in the last third of the 19th century. Here
again the transformation is due to theoretical and experinmenta

di scovcn’ es in science. The ability to synthesize organic chenicals
in industrial precesses could not appear bcfort; the proper under
unncling of chem cal transformati ons was achi eved. Thus the

?J- 5ly to determine the correct nunber of atons in a nolecule
frane txm ble once there w.Ls gencm recognition around

1. "'5°'75 the |aw that equal volunes of gases under the sane

" ".mr. contain the sum nunber of nolecules. The effective
:Ha rpt pl the structural arrangenent 0! atons in a nto!cculc
"N' in "55. In mtnut with the former al nost accidents!
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advances in organic chcm stxy, the new scientific achicvecnecnts
created the basis for new mass-production ind istrics. The Sol vay
amoni a soda proccss and the catal ytic processes for the manu-
facture of sul phuric acid and of ammoni a belong also to the
same period

Gl. Here we are not dealing so much with technical and
scientific advances as with the discovery 321d expl oration of
under ground petrol eum sources, though of course technica

, and scientific achievenents are significant Both in the tech-
ni ques of extracting crude oil and in pctrolermrefining. From
the historical point of view, it should be noted that |arge
quantities of oil were first discovered in Pennsylvania in 1859.
The Standard O | Conpany was founded in 1870. Di anond

drilling, the effective technique for piercing hard formationsh
was first invented in 1864 and was introduced in the United
Stata in the 18703.

The earliest phase of large oil discoveries was concerned

with nationwi de and international distributicn systens for oi
in kerosene | anps and for the manufacture cf lubricants. The

i ntroduction of oil as fuel in industry and transportation foll ows
fromlater discoveries of oil sources.

Sonetimes referred to as a Hsecond induutrial revolution,"
these new phenonmena werc integral to thc shift froma capital-
ismcharacterized by dispersed small conpetiive units to one

in which large concentrations of econom c power doni nated

the industn’al and financial scene. How significant these |ate
19th century technol ogi cal devel opnents wer: in accelerating
nonopolistic trends can | .- sccn by examining the giant corpora-
tions of today:

" OF the 50 largcst industriai corporations in the United
States today, 26 (accounting for 62 percent cf the total assets
of the whole group) an: in steel, oil, electrical equipnent,
chem cal s, and al um num

' OF the 50 largest industrial corporatins in capitalist
countries outside the "initcd States, 30 (accounting for 73
percent of the total asset: of the group) are in these sane

i ndustries.
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730 43:1: 1rgilncn: hemis not that the new tccixncitogacggs
" I 7 oration and the nmonopo IS 1c

Irmuncd the sxzc of the cor? m new nehndogy

" '- ' Busntss. Rather, e

that ncconpnntec Big th 0 ommity, for (he

-’ the framework, and often c pp -

pfOHdCd ' ' |’ t ' dust toward concentm

" -1 tendenues oi captta ISinry . d

gllllc "Omm’* | the transcontinental railroad an
tion of power. For examp e,. . . facmrcmto

" bilitv for local manu -

its feeders created the possx , . f nducuon

t’ 1:. The overcxpansxon o p .
conpete on a national sea ' din thur
" local producers expan g

that rcsultco frommany | d .n mm



| arged markets resu te

.capactty to neet the en . f 1" r )amm

.77 7 dalliances-a am 13 1

comtitton failures nergers, 21.1 . - ne

of blitcsinesshistory. :l1'he transformation that took piece "$1115:
United States business |life during the onset 3f the inpc

stage is well summarized by Professor Chan er

"' 7 -. d an agrarian

1870's, the major indiistnes _seiyiee . -
cconggyl hgxccpt for a few conpani es equi ppi ng the rapgl cyuxd

anding’ raiiroad network, the |eading i ndestn? dl nmsd 3.100% ?

la) "cultural products and provided farns Wnthnmi) Wlin atcrink

Tgiizse firms tended to be small, and bcught cir rafactured tor

and sold their finished goc;ds |ocatry. Xgirenthzy ?:niactow, they

h’ than a cw 1TH es.

hoxiiitiicatnglzhid through comm ssi oned agents who handl ed t he

'nr. - :l other simlar ftrns. -

biisinBcss t3: lingilnhing of the twentieth century, mncrliy-mgrt:1 ' (izgm
ani esywere ’'naki ng produced goods, to be use mm. ry,

father than (-n the farmor by the ultimte consumer. Mst of the

" |scs.

maj or i ndustries had becone domi nated by a few |l arge enterpr

L (

These great industrial corporations no |onger purchased 1nd so

. . . and

through agents, but they |land then: owaynxz: Ygdfhl ngzirgadj ve

t’ o: anizations. any, primar . . the.-

iiitaiiiisirizg hag cone to control their owm raw materials. In O

7

wor ds the business econony had becone industrial. Mjov m

I
"y real,

dustric: were dominated by a few Inru ho! had becone g

"o

vertically integrated, centralized enterprisex. gEnPhasis ad.(lv:d.)th
The Civil War and the railroad expanston.plrt.):;2f:aon

opportunity for the maturation of powerful iinnnctauic n’crgm

that could accurmuhte the capita’lland organize t v-rAsz-auy

that becane what Chandler identifies as the grga ,1 ($111"-

interntcd, centralized enterprises)" The ncw tce I no 035mm
XXc-vgi zi ons di scussed above provided the matena pr -

DLt owaw L. L. e
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bases for such Big Business. The frequent deprcaiions that be-
gun in 1873 were the battl eground. And the nethod of business
organi zation for this ttm sformati on was the corporati onawhat
Veblen termed the "master institution of civilized life.™
The New Drive for Raw Materials
The new industries, the new tcchnolong and the rise of
conpetition anong industrialized nations gave a new i nmportance e
to the role of raw matcrizls. The struggle for the control of ifon
ore and coking c0211 on the European contitent is a famliar
story. Even nore inportant was the pressure to gain contro
over dismmt territories whose val ue assunmed new rel evance.
Barracl ough sumari zes this trend as foll ows:

the voraci ous appetite of the new industialism unable of
its very nature to draw sufficient sustenance fromlocal resources,
rapi dly swul Il mred up the whoie world. It was no | onger a question
of exchangi ng Eunpcan munufacturcs-predon.inantly textil es-
for traditional oriental and tropical products, or even of providing
outicts for the expanding iron and steel industrie.. by building rail-
ways; bridges and the like. Industry now went out into the world
in ward: at the basic material: w thout which, init: newform it
could not exist. (Emphasis nddcd.)’
This was part of a gcncm new pattern of economc rel a-
tions in the world capitaiist system During the period from
1860 to 1900, three changes in the econonic Iclations between
nati ons are notable: (I) the nunber of commdities entering
international trade on a large scale multiplied greatly; (2)
conpetition between nmany wi dcly separated regions of the world
fim appeared or grew nmore intense; and (3'?) the standard
of living of workexs and the profitability of indu:try in European
nati ons cane to depend on nai ntenance of overseas suppli es,
whil e the standard of living of the producers cf raw materials
cane to depend on market fluctuations occurring someti nes on
the other side of the world."
As the need for raw materials grew, the ne of discovery
and exploitation of the resources increased. 1T; was the sane
thirty years Urom 1870 to 1900) that nobst of the undevel oped
agricultural arns of (ht: world Wre opened up and that, with
the increase of geol ogi cal know edge, though nt all were yet
oot oo, ., o vim. M .- - -rm .. event"wwaevapvvmwer’ ?"
W_ .. -, .- - -
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" 1 cat mineral -beaxing districts
rxzirnafd. nfg; 3293215123111: 1:; quarter of the 19th century
- ov: o.o- .
Ri fni | zhkcl was di scovered and devel oped 1n C atnttdaa w g:
and zinc in Australia, nitrogen in Chxle, and tm4n n
in Malaya. In sum
"7 ’'dcned from
f dtstant nmary produces_was w .
N $3235 oRoumania F: nmd Russia to tropxcal and :qgb-trtgngz
13: 21: and, bcyhnd them to Australasia and South A nca. 1
" |f-contal’ nsd
conmer ce that had previously been :3 _
7513101222: 1'39 2 Jingle econonmy on a world scale. (Enphasns
added) "
Advance in Ccean Transportation and the Wrld Market
rid commerce, as noted earlier, was an enmehtlal 1n-
gredi zzl x; 3 of early capttalismand it pregrcssed _as eaqttahsrfnntzt
tured. But a new |leap forward, involvng the teasnbt tty o dam
ing cheaply the bulk raw materials needed for the newts, 5th
i ndustries, was nmade possi ble by the. xnass produetxot; ot m
and technical innovations in sttipbunldnmg. Mtal-bux t 5 ca d
ships using steel hulls, steel boilers, twri screws, and cortrl xpounc-
engi nes-a usynthesis of existing inventions -beeanme te (ptrh:
dom nant form of ocean transport in the |last twedccadcs or A



19th century." The probl enms posed by the hi gher presggges
needed in marine engi nes uwere not solved tall the later 1 bl 3
and early 1880’'s when inproved steel bo_1lcrs and tuhes ena . c
shi pbuil dels to construct ships witih tnplenmexpansm engxncs

' at 150 1b. rcssure an nore. .

that ?:7??:de for Efficient and cheap bul k shi pnent of

heavy products throughout the worlti, the new. nmetal steam
ship which made it possible, and rapxd comrunctat!|on (trans-
Atlantic cable service began in 1866) set the stage for a com
nercial revolution. This commercial revolution was fnanccd by
the sinultaneous grow h of international banking and the crea-
tion of a tisingle nultilateral xsystem of internattonal paynents.
A world nmarket, governed by world prices, emerged for the

first tine.""

Eni piro and the New | rnperialism

The above dcvcl opntnts al so contributed to a spectt-up

inthc indntrinliution of |ands other than Engl and-the Unrtcd
.r-nr 1 tine J.-
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States, CGermany, Japan, France, Bel gium and others. This

[1t/W .m

I ndustrialization occurred under clrcunmstnnccs | n whlch con-
centration of economc power in |arge business units, nobiliza-
tion of large nmasses of capital for particular projects, growth
of protective tariffs, and a wave of militarizlttion" provided
the framework for what was essentially new in the inperialism

of the late 19th and 20th centuries. Above all, what was new

was the extension of inperialist’behavior patterns to nost in-
dustrialized nations.” It was no |onger Britain controlling inter-
nati onal commerce, carving out spheres of commercial influ-

ence, and picking up a colony here and there. Instead, it was
the economc and political operations of other rapidly advancing
countries rushing for their place in the sun which pinned a new

| abel on nodern society.

Under the inpetus of this new inperialwn no coner of

the earth was | eft untouched: the entire world was trans-

fornmed and adapted to the needs of the new doni nant i ndust

in each industrialized nation, and to the rivalry between these
nati ons under the pressure of these needs.

| mperialismand Col oni es

The conpl ex of economic and political relations that arose
fromor were an accomodation to thue specially new phe

nonena enconpasses the inperialist era. The change thus marked
off is not an abnpt one: it flows directly fromwell-entrenched
tendenci es inherent in a capitalist econony. The principal new
feature is the concentration of econonic power in giant corpora-
tions and financial institutions, with the consequent intena-
tionalintion of capital.

The urge to dominate is integral to business. Risks

abound in the business world. Intemal and external conpeti -

tion, rapid technol ogi cal changes, depressions, to name but a
few, threaten not only the rate of profit but the capital invest-
nent itself. Business therefore is always on the | ookout for ways
of controlling its environment-to elimnate as nmuch risk as
possible. In industry after industry, the battle for survival has
al so been a battle for conquest, fromwhich the giant corpora-
tions but fitted for their environnent have enmerged. Their

W
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rd habits are the result of a process of adaptation’tzthe

[T 11! survival and growth; these ny: and habits two 7";

22:32:; their (-i'ganizationnl .structurcs IIII1I"IIICsiclllfllCI o
I mion as ways. of guaranteeing and sustaunng ry. f

OPIl (1) The nost obvious first requirenent to asshrc sa ct);

and control in a world of loughfanlago;:::rl:21:0alfllglosillllliT-
recs O raw . . .

3;:rea’ fernlllzt ziwhrttastzrial: may be. including potential new

I



sour ces. -

Controlling raw materials sources 15 both a protecuztg

devi ce agai nst prtsure of conpetitors .215 well as a weaponm

of fense to keep non-integrated conpetitorsnn hnc. Olwncl zfc:

of and control over raw material supplltfs 13: as In ru 3; agroup
I I " bility of a co. nmy um

senual prerequxslite tor the a _ . d mmro-

I I 1 | conpetition an to co p

of lcadtn firms to hmt new .

duction agnd prion of the finished prc-dutfe. Mreoveri 1:3; veg
"' | tegrated InmS gwes

of the large vertically m. .e -

sl'::1ls:)ul’cc:l. to explore and devel op potential raew SURPIICE ?;7?;;;ha
I > - I the oil in ustry t3 0

out the world.” The hlster: o. _ ' .

clasic illustration, but this prnctple applies also to the al um num
" tn’cs.

steel cap 1' and other indus ' ,-_

I (2) PcThe pattern of mpbst succusslul manufactorng bun

new i ncl udes conquest of foreign markets. Thu 15 5% etteg

where there is as large an internal market as 1n the f ne

States In the mass market auto industry, for cianpf, (0:305:

I * " i t influence front e caries a,

markets exercxsetl an inpoxtan . . . . .

The sixth Ford nr built was slnpped to a Canadian Ellstnltnttord
The Ford Motor Conpany in its first year Ot operation suar c
maki ng arrangenments for building up HS foreign markets.

Despite the very high rate of donmestic POPUIIIIITALIIICIIES:

and the opportunities available in me underdexf’clopc |fzcgu".s

of this country, the drive to develop exports o rllI1IIITItIr u.
took root during the very first flush of. nuluftrm I I21111711211):1m
Irxs than n tlccndc after the end of the (3le Wn. In .Rr "Q; 3
Her 7 percent of United States eXpnrts congstcd of 1m 1Cl
manufactures; ly Hi!!l) this pricent mac tn zlhnnt |.. perten

ht [7."") to :llmmt 19 pelusnt." The sucuwnn ol tlrpxrnon-s

[" 7" 1373 tr tle tumm the tenlury prrulwi tun rrm.n:ts.
-uLuLun "9 ... .
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inlrmuiiy, a wave of consolidations and th-: nove towards Big
Busi ness; externally, the drive to capture export markets, in-
cludi ng those of industrialized Europe?0

The dynamics of this search for export markets varirs from
industiy to industry, and has different degrees of inportance at
various stages in the evolution of an indus.ry and in different
phases of the business cycle. What nust be understood in any

case is the special significance for industry to nmaintain these
export markets. Lcniifs generalization on this point is nost
appropriate: Wihc growh of internal cxcha I ge, and particul ar-
iy of international exchange, is the characteristic distinguishing
feature of capitalism The uneven and spasnodic character of

the devel opnent of individual enterprises, of individual branches
of industry and individual countries, is inevitable under the
capitalist systeni:|

Foreign markets are pursued (with the aid and support

of the state) to provide the growmh rate reeded to sustain a

| arge i nvestment of capital and t5 exploi: new narket op-
portunities. In this process, the dependence on export narkets
beconmes a pernanent feature, for these narkets coal esce with

the structure of industrial capacity. In one J:ten’od exports may
be the only way out of disaster; in anothee they nay be the

best way to maintain the How of profits. But as the filling of
foreign orders becones built into the capacity and over head

of the business firm the pressure to naintain these foreign
markets over the long run becones ever nore insistent-especial-
ly as conpetitors arrive on the scene."

(3) Foreign investnment is an especially effective method

for the devel opment and protection of foreign markets. The

cl earest histon’c denontzralion of this was th: export of capita
for railways, which stimulated at the sane tine the denmand for
rails, loconmotives, railway cars, and other products of the iron
steel, and machine industries?’

But this method 01’ penetrating foreign markets becones

ever nmore prevalent in the age of the giant corporation, char-
acterized as it is by intensification of national rivalries. The roie
of foreign investntnr to capture and exploit sources of raw
materiais is evident. Mrre than this, though, is the urgency of
foreign investnent to withstand the conpetition, or to pre-enp!

, renu in..,i.. n... Minn..."
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nurkets, in the countries where conpetitive corporate giants

- x'ist. .7

11: 0 The foreign corporate giants. can swing their. own -welght
in controlling their own donestie markets, or.-In thfiripre-
fcrential mat’ kcts--such as in col onies, degendenues, or sp tents
of influence." They can also use their ?olitlcaletrcngth’ to set;p
protective tariffs and other trade barriers against outfidcrs. or
these reasons, the ability to conpete in other comxtnes and to
exerci se the kind of market control needed by the giant corporat-
tions calls for a programof foreign in_vestment. The conpeti -
tion between corporate giants resoiycs itself either in eartcl ar-
rangeman or in permanent invasxon of each others markets

via. the route of foreign investnent. Mreover, this procedure
becomes nore feasible in the age of Bi g Business, thahks to the

| a: ge mam of capital availabie to large .c’ orphranons frem

their own profits or fromwhat they can nobilize in cooperation
with financial institutions.

The foregoing reasons for the spurt of foreign investmertt

in the age of inperialismare far fromcxhatlstive. There is
naturally the attractiveness of increasng profit rates through
taki ng advantage of |ower |abor costs abroaci. GChservc, for ex-
anpl e, how The Chase Manhattan Bank slips .minfornmanon

on wage rats in South Korea in its report spelling out the at-



tractiveness of investing in that country.

In fact, the main inpetus for Korea' s eeonomic growh ee_rzles
fromthe determ nation and drive of its busncssrpen and Omm 5.

Ameri cans comment on the dexterity and aptitude of Korean

wor kers, wht; are avail able at cash wage rates averaging 651 11

day in textiles and 88; a, day in electronics. These human character-
i stics produce industrial results.”

Attractive as | ower costs are, their :11 Ipeal is not nccessanly

the main attraction of foreign investnent. It is nmerely one of

the influences. Mich nore inportant is the spur of devel op-

ing raw material resources, creating denand for exports, and

tiling advantage of unonopoly" situations. The latter nnscs due

10 nmt: advanzagzcs of Bi g Business, exclusive patents, superior
tr'tz’wngy. or preferred market demand stimul ated by esl eb-

Li anant at desired brands xi: snlcs pronotion. Finally, |omgn
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i nvestnment arises fromthe pressure to establish trade in nmarkets
protected by tariff walls or trade preferences. (United States
i nvestment in Canada, for examp!c, is a convenient arrange-
ment for participating in British Enpire trade.)
The ccnmoniy held notion that the theory of inperialism
shoul d be concerned largely with investrment in underdevel spcd
countries just isn't co:rcet. The fact is that profitable invest-
nent opportunities in such countries are limted by the very
condi tions inposed by the operations of inperialism Restricted
mar ket demand and i ndustrial backwardness are products of the
| opsi ded economic and social structures associated with the
transformation of these countries into suppliers of raw materials
and food for the netrepolitan centers.
Qur purpose here is not to anal yze exhaustively all the
factors involved in foreign investnent. Rather, it is :0 suggest
that there are clear reasons for the spurt of foreign investnent
in the age of inperialismas a consequence of the opportunities
and pressures acconpanying the rise of Big Business. This is not
pronpted by the maliec of the businessman, but by the nom a
and propex functioning; of business in the enditions confronted.
The patterns of these investnments should be examined in their
hi storical context, in light of the actual situations business firns
deal with, rather than in the nore usual terns of an abstraction
concerning the pressne of surplus capital."”
(4-) The drive for foreign investnent opportunities and
control over foreign markets brings the levd of political activity
on economic nmatters to a new and intense |level. The | ast quarter
of the 19th century sees the spreai of prot:ctive tariffs." O her
political ntans--threats, wzus, colonial occrpation-are val uable
assistants in clearing the way to exercise sufficient politica
influence in a foreign country to obtain privileged trade posi-
tions, to get ownership of mneral rights, to renpve obstacles to
foreign trade and investnent, to open the doors to foreign
banks and other financial institutions which facilitate econonic
cnuy and occupation. ’
The degree and type of political opelation naturally VINT-
In weak outlying territories, colonial occupation is convenirnl-
In somewhat dificrent circunstances, bxibcry of officials N
r-.. N,

0.... .. V-w-.
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I ggns (via banks or state institutions) are appropriate."” Anmong
the nore advanced countries, alliances and interest groups are
(orncd.
The result of these devel opnents is a new network of
i nternational economc and political relations. The network it-
sel f changes in shape and enphasis over tinme as a resuh of
wars, deprestions, and differential rates of industrialization."
The forms al so vary: colonies,.Scm-colonics, 'ia varieiy of forms
of dependent countries-countrics, which, officially, are political-
Iy i ndependent, but which are in fact, enneshed in the net
of financial and diplomtic dependeneefm and juni or and
seni or partners anong the inperialist powers. The significant
thene is the different degrees of dependence in an internationa
econony, 3:: international econony in continuous fernment as
a result of the battles anbng gi ant eorpoxztions over the world
scene and the operations of these corporations along with their
state governments to mai ntain dom nation and control over
weaker nations.
The oversinplifieation which identifies inpel’iaiismwth
colonialismpure and sinple neither resenbles Lenin's theory
nor the facts of the ease. Simlarly fallacious is the version of
Lcninis theory that inperialismis in essence the need of
advanced countries to get rid of a surplus which chokes them
and that this surplus is divested through productive investnents
in col onies.



The stage of inperialism as we have tried to show, is

much nore conpl ex than can be expl ai ned by any sinple

fornmula. The drive for colonies is not only econom c but in-

vol ves as well political and mlitary ecnsiderations in a world

of (onpeting inperialist powers. Likew se, the pressures behind

[ orcign investnent are nore numerous and nore involved than

(nerdy exporting capital to backward countries. There is no

yunpi e exphnntion for allithe variations of real econom c and
t’lIthtim changes, nor is it fruitful to seek one. The special val ue

"ii i'llinlithtory is the highlighting of .’ the principal |evers
??.x" he": nmoved international economc relations. T hesc |levers
V't 1-r't nwxiatnl with the new stage of npnopoly and

-"4i MM "mu xmy Operates to achieve, wherever and
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whenever feasible, dom nation and control over sources of sup-
ply and over narkets. The fact that these ate still the principa
| evers explains why the theory is stilli relevant. But the par-
ticular forns in which these factors operate and beconme adapted
to new conditions requires continuous reexamn nation

Modern Features of Inperialism

The inperialismof today has several distinctly new fea-

tures. These are, in our opinion: (1) the shift of the main
enphasis fromrivalry in carving up the wld to the struggle _
agai nst the contraction of the inperialist sy..tem (2) the new
role of the United States as organi zer and | eader of the world

i mperialist system and (3) the rise of a technol ogy which is
international in character.

(1) The Russian Revolution marks th: beginning of the

new phase. Before the Second World War the main features

were the expansion of inmperialismto cover the gl obe, and the
conilicts mong the powers for the redistn bution of territory
and spheres of influence. After the Russian Revol ution, 2 new

el ement was introduced into the conpetitive struggle: the urge
to reconqucr that part cf the world which had opted out of the

i nperialist systemand the need to prevent others from |l eaving
the inperialist network. Wth the end of the Second Wrl d4

War, the expansion of the socialist part of the world and the
brcnk-up of nmost of the colonial systemintc Isified the urgency
of saving as much as possible of the inpetialist network and
reconquering the lost territories. Conquest in this context takes
on different fonts, depending on the circunstances: nmilitary

and political as well as economic.

While the inperialist powers did not give up the col onies

gladly or easily, the main purposes of co!onialismhad been
achieved prior to the new politic’tl independence: the col onies
had been intertwined with the world capitalist markets; their
resources, econom es, and societies had becone adapted to the
needs of the metropolitan crntc: . The current task of inperial-
i sm now becarme to hold on to as many of the econom ¢ and
financial benefits of these fornmer co!onies as possible. And thi!
e . _ ., VOV
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of course neant continuation of the econonic and financia
dependency of these countries on the nmetropolitan centers.
Neither in the period right after the Russian Revolution

nor in our own day does the central objective of extending

and/ or defending the frontiers of inperialismsignify the elimna-
tion of rivalries anobng the inperialist powers. However, since
the end of the Second World War this central objective has

dom nated the scene because of the increasing threat to the

i mperialist systemand because of the greater unity anong the
powers inposed by United States | eadership."

(2) Up to the end of the Second Wrld War politica

and mlitary operations in the inperialist world systemwere
carried on in the traditional nmethod of alignment in blocs:
conpetitivetinterests in one bloc were tenpomm’ly repressed for
the sake of a joint offense or defense against another bloc. The
conposition of these blocs changed over tinme as did the tactica
advant ages sought. Since 1945 the new phenonenon is the
assunption by the United States of |eadership of the entire

i mperialist system As a result of its maturing economn c and
mlitary strength and the destruction inflicted on rivals by the
war, the United States had the capacity and the opportunity

to organize and lead the inperialist network of our tine.

The organi zing of the postwar inperialist system proceeded

t hrough the medium of the international agencies established
toward the end of the war: the United Nations, the Wrld

Bank, and the International Mnetary 17und-in each of which

the United States was able, for various reasons, to exercise the
| eading role. The system was consolidated through the activities
of UNRRA, the Marshall Plan, and the several econom c and



mlitary aid prograns financed and controlled from Washi ngt on.

The new perspective .of United States | cadetship was re-

[cndtto indirectly by Secretary of State Rusk when he call ed
mention to the fact that the United States is "criticized not for
urriiiting our national interests to international interests but
I-.:r lcndcavoring to inpose the international interest upon other
1.4'th " (Enmphasis added.) This criticismis not rejected by

IH ?i-1"hf) o! Stale. Indeed, he is proud o! It: "This critic.
-’- Lt. I Ihin ... a sign of strcngth-of our strength and the
I
- 1100, e .,
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The tic-in between nonopolistic trends and the flow 01

I nvestment to Europe is indicated by the 101lowi ng: in the

three ' biggcst European narkets (West Germany, Britain, and

France) 40 percent 01 United States direct investnent is ac-

counted for by three firms--E$o, General Mdtors, and Ford.

In 311 Western Europe, 20 United States finns account for

two thirds of United States investnent." Between 1950 and

1965 "nmore and nore of the mmjor conpani es have bought or

built their way into Europe. By 1961, 460 of the 1000 | argest

US. conpani es had a subsidiary or branch in Europe. By 1965,

the figure had risen to 700 out of 100031"

In short, the internationalization of capital anong the

giant firms is of a nuch higher order today than was the ease

fifty years ago when Lenin wote.his work on inperialism
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THE DEVELOPMENT OF MONOPOLY CAPI TAL

THE tendencies in capitalismwhich | ead away fromfree compe-
tition anong producers and towards the formation of nonopo-

lies are closely connected with the rising organic conposition

of capital which has been discussed in earlier chapters. Two
aspects have to be taken into consideration: first, the growh in
constant relative to variable capital; and second, the growth in
the fixed portion of constant capital, i.e. in buildings and ma-
chines relative to raw, processed, and auxiliary materials. The
result of both of these trends is a rise in the average size of
the productive unit. Marx noted that this could cone about in

two ways, which we nust now exam ne

[ . CONCENTRATI ON or CAPI TAL

i f individual capitalists accurmul ate, so that the quantity of
capital under each one’s control increases, this makes possible an
enl arged scal e of production. Marx called this process ’'concen-
tration of capital’ Concentration in this sense is a nornmal ac-
conpani nent of accumul ati on and obvi ously cannot take pl ace

wi t hout accunul ati on. The converse, however, is not necessarily
true, since it is possible to imgine accunul ation at the sane tine
that individual capitals are declining in magnitude, perhaps

t hrough repeated subdivisions anong heirs at death. Despite
counteracting tendencies of this sort, concentration by itself
woul d undoubtedly be sufiicient to account for a steady rise

in the scale of production and for a tendency, at |least in some
lines, towards the linmtation of conpetition. Al ongside of con-
centration there is a second and even nore inportant process
which Marx called 'centralization of capital.
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2. CENTRALI ZATI ON OF CAPI TAL

Centralization, which is not to be confused with concentra-
tion, neans the conbining of capitals which are already in

exi stence:

This process differs fromthe former in this, that it only pre-
supposes a change in the distribution of capital already to hand
and functioning; Its field of action is therefore not |imted by
the absolute growh of social wealth, by the absolute linmits of
accunul ation. Capital grows in one place to a huge nass in a
singl e hand because it has in another place been |ost by many.
This is centralization proper, as distinct from accumnul ati on and
concentration.

Marx did not attenpt to expound the |aws of this centraliza-
tion of capitals’ but rather contented hinself with 'a brief hint
at a fewfacts.’” This was due to the plan of his work and not

to any belief that thei phenomenon was uni nportant. Even so,

his brief hint is instructive and will beat exam nation

The primary and underlying factor in centralization is found

in the econom es of |arge-scale production. "H e battle of com
petition is fought by cheapcning of comodities. The cheap-

ness of comodities depends, ceteris paribus, on the productive-
ncss of labor, and this again on the scale of production. Theres
fore the larger capitals beat the smaller.” 3 Some of the smaller
capital s disappear, others piss into the hands of the nore efiicicnt
concerns which in this way grow in size. Thus the conpetitive
struggle itself is an agent of centralization

There is another force making for centralization which oper-
ates in a different manner, and this is the Icredit system’ As
Marx uses the term the credit systemis to be understood in a

. broad sense to include not only banks but the entire financia
machi nery of investnent houses, security markets, and so on



In its beginnings the credit systemsneaks in as a nodest hel per
of accunul ation and draws by invisible threads the noney re-
sources scattexed all over the surface of society into the hands
of individual or associated capitalists. But soon it becones a new
and form dabl e weapon in the conmpetitive struggle, and finally
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256 THE DEVELOPMENT OF JVI ONOPCLY CAPI TAL

it transforms itself into an i Mmense social nechanismfor the
centralization of capitals.a

Centralizntion via the credit system in its devel oped form

does not inply the expropriation of smaller capitalists by |arger
but 'the anal gamation of a nunber of capitals which already

exi st or are in the process of formation . . . by the snoother
road of form ng srock companies’i This is by fat the nost

rapi d met hod of extending the scale of production. rlihe world
woul d still be without railroads if it had been obliged to wait
until accunul ati on should have enabled a few individual capi-

tals to undertake the constnetion of a railroad. Ccntralization

on the other hand, acconplished this by a turn of the hand

t hrough Stock conpani csfa

The end of centralization in any line of industry is reached

when there is only one firmleftf but for society as a whole

the utmost limt would not be reached luntil the entire socia
capital would be united either in the hands of one single capi-
talist, or in those of one single corporation.”l It is clear from
this remark, and indeed from Marxls whol e di scussion of cm
tralization, that he did not regard the process fromthe point of
vi ew of | egal ownership-which mght be distributed anbng a

| arge nunber of sharehol ders-but rather fromthe point of view

of the nagnitude of capital under unified direction

The main effects of centralization, and to a | esser degree of
concentration proper, are three in nunmber. In" the first place, it
| eads to a socialization and rationalization of the | abor process
within the confines of capitalisn in this connection Marx speaks
of the progressive transformation of isolated processes of pro-
duction carried on in accustomed ways into socially conbined

and scientifically managed processes of production.’ ' Secondly,
centralization, itself the consequence of technical change and the
ri sing organi c conposition of capital, acts to hasten technica
change forward. 'Centralizalion, by thus accelerating and intensi-
fying the elfects of accunul ation, extends at the same tine the
"To the 4th German edition, Engels added the follow ng footnote:
"The | atest English and American "trusts" are aiming to acconplish this
by trying to unite at least all the large establishments of a certain |line of
indnmtry into one great stock conpany with a practical nmonopoly.’ Capl -
M |, p. 688.
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revol utions in the technical conposition of capital which increase
its consrant part at the expense of its variable part and thereby
reduce the relative demand for labotf * The third effect, which
did not concern Marx at the particular stage of his inquiry

where he treated centralization, is an obvious corollary, nanely,
the progressive replacenment of conpetition anong a | arge num

ber of producers by nonopolistic or sem -tnonopolistic contro
over markets by a small nunber.

3. CORPORATI ONS

We have seen that Marx recogni zed the corporation as an

essential instrument of centralization. He was al so aware that
corporations had certain further, and far-rcaching, inplications
for the character and functioning of capitalist production. These
are pointed out in one of the draft manuscripts which Engels

put together to formVolune Il of Capital," sketchy as the
analysis is, it neverthel ess shows Marx to have been far ahead

of his time in recognizing the significance of this problem

Marx nmakes three main points in connection with stock com

pani cs:

. An enornmous expansion of the scale of production and
enterprises, which were inpossible for individual capi-

tals .
2. Capital . . . is here directly endowed with the form of
social capital . . . as distinguished fromprivate capital, and

its enterprises assune the formof social enterprises as dis-
tingui shed fromindividual enterprises. It is the abolition of
capital as private property within the boundaries of capi-



talist production itself.

3. Transformation of the actually functioning capitalist into a
mere nmanager. an admi nistrator of other people s capital,

and of the owners of capital into nmere owners, nere noney
capitalists.”

The first of these points has already been dealt with. The
second and third summari ze terscly the gist of a |arge body of
l[iterature on corporations of the last two or three decades.

bCapiml |. p. 689. This is not the only effect of centralization on techno-
| ogi cal change. See bel ow, p. 276.
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258 THE DEVELOPMENT OF MONOPCLY CAPI TAL

Private production, already weakened with the com ng of the
factory system disappears alnost’entitely in the |arge corpora-
tion, and the actual owner of capital wthdrawsnore or |ess
conpletely fromthe productive process. Mrx, however, does

not make the ni stake, which nany nodern witers on the sub-

ject have nade, of rcgardi hg the corporation as a direct step
towards social control over production. On the contrary, the
consequence of this new devel opment is 'a new aristocracy of
finance, a new sort of parasites in the shape of pronoters, specu-
latnrs, and nerely nominal directors; 2 whole systemof sw n-
dling and cheating by means of corporation juggling, stock

j obbi ng, and stock speculation. It is private production w thout
the control of private property.” '0

The Marxi an theory of corporations was el aborated and ex-

tendcd by Rudolf Hilferding in his inportant work Finance
Capital, published in 1910. Econonically the nost inportant

aspect of the corporate formof organization is the dissolution
of the unifying bond between ownership of capital and actua
direction of production, 'the freeing of the industrial capitalist
fromthe function of industrial entrepreneur,’ as Hilferding ex-
pressed it." it was in developing the inplications of this phe-
nonenon that Hilfertling made his nost inportant contribution

to the theory of corporations.

It is not the corporate formas such which transforns the
industrial capitalist into a nmoney capitalist; a private firm can
go through the | egal procedure of incorporation wthout chang-

i ng anything essential froman econom ¢ standpoint. Wuat is de-
cisive is the growh of a reliable market for corporate securi-
ties, itself a long hisrorical process which cannot be anal ysed
here. The reason for this. is clear: only through the securities
mar ket does the capitalist attain independence of the fate of the
particul ar enterprise in which he has invested his noney. To the
extent that the securities market is perfected the sharehol der
resenbl es | ess and | ess the ol d-fashi oncd capitalist-operator and
nore and nmore a | ender of noney who can regain possession

of his mmney on demand. One difference always remai ns, nanely,
that the sharehol der runs a greater risk of loss than the pure

| ender and hence the yield on shares can be expected to exceed
interest on noney by a variable risk premum Wth this quali-
ciee__.HA. - H.... R S T i
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fication, the transformation of the shareholder froman industria
capitalist receiving profit into a noney capitalist receiving inter:
est is in principle conplete.

The first consequence of this transformation is the appearance

of ipronotcris profit’ (Giindergew nn), which Hlferding cor-
rectly designates as 'an econom c category sui generis.’” '2 if an
enterprise (already in existence or projected) will yield, say,
20 per cent on the capital invested in it, and if the yield on
shares in enterprises of conparable risk is ten per cent, then by
i ncorporating the enterprise and |Ifioatingi it on the nmarket pro-
noters will be able to sell shares to double the amount of acttt-
ally invested capital. The difference goes directly or indirectly
into the pockets of the pronpters who are thereby enriched and
strengt hened for further operations. Pronoter’s prolit is both

an incentive to the formati on of corporations and a source of
great fortunes; in both ways it fosters the growh in the scale
of production and the centralization of capital.

The act of pronotibn is consummated in the issuance and sale

of new securities to those who di spose over free noney capital.

It is for this reason that the specialist in selling new securities
cones to occupy a key position in the formation of corporations,
frequently performng directly the functions of pronotion and
reaping the lion's share of pronoter’s profit. In Germany the

| arge commercial banks, with their extensive resourcesiand finan-
cial contacts, earlywent into the business of selling new securi -
ties and established for thenselves the primary place in the field
of pronmotion. In the United States, on the other hand, it was ,
the private bankers. dealers in donestic and forei gn exchange,
who first entered the field of new securities and in this way



gradual |y evolved the institution of investnent banking as dis-
tinct from conmmrercial banking, though at a | ater stage of devel -
opnent the comrercial banks entered the investnent banking

busi ness through the nmedi um of so-called securities affiliates. In
spite of the somewhat divergent paths of devel opnent, which

were probably due as nmuch as anything to differing legal limta-
tions on the freedom of commercial banks. the result in both
Germany and the United States, the two countries which

Hillicrtling took as the basis for his gcncralizatinns. was substan-
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260 THE DEVELOPAI ENT OF BI ONOPCLY CAPI TAL

tially the sane. Financiers played the domnant role in prono-

tion and in this way achieved a highly significant. and even for

.1 tinme dominant, position in the corporate structure. It was on

the basis of this phenonenon that Hlferding entitled his book

Fi nance Capital. XVe shall see bel ow. however. that lelilferding
erred in the direction of overestinmating the inportance of finan-

cial dominance in the | atest stage of capitalist devel opnent.

Besi des |l aying the foundation for pronmcr’s profit, the sepa-

ration of the individual capitalist fromhis role in the productive
process leads to a further centralization of control over capital.

Nomi nally control in the corporation rests in the hands of the
CORPCRATI ONS 26

of one’s own capital dom nance over the greatest possible

amount of other people’ s capital.”

We have now to notice the final step in the centralization

process nmade possible by thcicorponte form On the one hand,
ptomotcr’s profit puts vast wealth in the possession of a relatively
few capitalists and banking institutions; on the her hand this

weal th can be invested in such a way as to secure control over a

far |arger aggregate of capital. In this fashion, as Irlilfcrdingr ex-
pressed it.

there is fornmed a circle of persons who, thanks to their own
possession of capital or as representatives of concentrated power

no

hotly of sharehol ders. hut etcn legally the owers of a maynty over other people’s capita
I (hank directors), 5" upon the govern-

01 ne shares "1;ch Virtually conplete control over the capital ing boards of a |arge nunb
er of corporations. There thus arises

Contrihutcd by all the shareholders, and in practice the propor- | a kind of personal un
on | Persom zm onl, on the one hand bc-
-n. tuul?”

non required is ordinarily nmuch less than a majority, into nore , tween the ththtcnt corp
orations themsel ves, on the orhct he-

I than a third to a fourth of the capital and even less.’” '3 Because ! , tween the lilftC
" _and the banks, a Cl FCUP’ DAUCC Wich ".1"st he
| of this fact the big capitalist who can command a | arge bl ock of 2 Of the gtcatcstl ""P
olrmmci for the PO'CY O these "PsFmimnm " f

ztr 1’ -omum o Interests

I shares in one or nore corporations IS able to bring under his | snee anong, rm" .t ier
e nsuansen a L y

.. . - . .| (gememmt Bentznterestej.

cuntm an anmount of capital several tines what he owns. Thls |

Coe t (i JJ

| hriiigs (nit clcaily an attrihutc of the corporate formof organiza- | In nany cases th
is personal unton anong insidets Is the

j mmwhich I'lIllfcrdlng did not nmake explnt enough, nanely, . patent, or at |east forerun

ner, of St!" closer organeatxonal um

" that while ownership of shares as such is divorced fromthe ! fication,tnthefornl Of ca
rtels, trusts, or nergers, mtCdf' WsC 1Y )r

; control and direction of production, neverthel ess ownership of at nonopolistic contro
over the Inatket. These organizational -

j asulticicntly large quantity of shares carries with it control over . forns W" be con
sndered separately mthe next section

production on a multiplied scalcf’ . fhe general consequences of the spread of the corpor
ate form.

Even this, however, untlcrstatcs the possibility of ccntraliza- can be suinnianzed as fo
lows: IntenSIficatton of the centrahza- f

3 tion of control through use of the corporate form for it nust "0" process along wm'1
" acceleration Of GCQ WJ GUOH '" .gen- 1,

t he remenbered that one corporation can own the shares of one | etal, 0" the one hanfd,
_On (h? "Th", formation O a relatively ?

" or nore other corporations. Thus a capitalist may control cor- small "PP' ?a-Ycr O b'S
capitallit? XFHL coutrohextends far 7
aui . . . V31hv'™ Il t|

1 poration A by owning, say, onc-thlrd of its shares. Part of the be) Ond HT hnnts if th
eltdogt ""5 EP he. Lu"; POCE"? has been

S T S I A |

capital of A may be used to gain Control over corporations B, so gelnenf) |nusunt Lsstoo
) mo emwiters tnt It is perhaps 1



Cand D, and the capital of these in turn to bring into the fold thn'tt a utt Nr h or |
dhb. fE
-- . -- ' e e-wwrc nucao ear’o -
sull turther corporations. WItli the devel opnent of the corpo- h" nrfcc nt y ats | e 'c
lalit 5 Err." n O nuter
| on conto mtie ar e cor oration. t's s a’' ' z
1 rate formthere cones into CXISI CHCC a spcczal financng tech- 5P .r. It .g. . Pul c
ori ect

A R H . description of actual trends if It 1S taken to nmean that concen-

[ nlIlIlIL n IILI has the pnposc ot aaslmg to the snall esr anount

' Da: Flnnzkap|tal pp. 130- 31 H|Ifetd|ng noted that ithis technique -

- - 4 - z

[ XX hate here an apt II|t|stratI0n of the d. al ecti cal principle that under has reached

"5 ctfecuon mthe financtng of the Antncan railroad s .5 _
Wcertain Circunstances a change In quantity beyond a definite pont |eads tens’ (p. 131).
Ve should have to say today that even this |l evel. high
1 maChnk’'c "1 (Nal'W as it was. was surpassed in the publicuutility field during the
19205. -’
"9
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162 THE DEVELOPMENT OF MONOPOLY CAPI TAL

tration of control over capital is not limted by the concentration

of ownership. If, however, it is interpreted as inplying that con-

trol passes out of the hands of owners altogether and becones

the prerogative of sone other group in society, it is conpletely
erroneous. What actually happens is that the great najority of

# owners is stripped of control in favor of a small minority of

owners. The | arge corporation neans, thus, neither the denoc-

rati zation nor the abrogation of the control functions of prop-

erty, but rather their concentration in a small group of |arge

property owners. What many property owners |ose, a few gain.

leiilfctding was perfectly correct when he said that 'capitalists

forma society in the direction of which nost of them have

nothing to say. The actual disposal over productive capital be-

"lI: longs to those who have contributed only a part of it.’” ’

4. CARTELS. TRUSTS, AND MERGERS

The final stage in the devel opnent of nonopoly capital cones

with the formati on of conbinati ons which have the consci ous

goal of controlling conpetition. This stage is reached only on

the basis of a relatively high degree of centralization which, by

reduci ng the nunber of enterprises in a given |line of production

nmakes conpetition increasingly severe and perilous for the sur-

vivors. Conpetition tends to turn into cutthroat conpetition

which is beneficial to no one. Wien this happens the ground is

ready for the conbination novenent.

Mar x conpl eted his economic witings before the combination

noverment got under way and consequently there is no analysis

of it fromhis pen in the three volunes of Capital. By the tine

Engel s undertook the editing of Volune min the mddle ’805,

however, the direction of events was already clear. In a |long

note inserted into Marx’'s di scussion of corporations, Engels spoke

of ithe second and third degree of stock conpanies’ in the form

" Day Finnezkapital, p. 145. Factual proof of this thesis. so far as the

United States is concerned. is now abundantly available in two carefully

docunented reports issued by the Tenporary National Econonic Com

nmttee. nanely, Monograph No. 29, The Diuribmon of Owmbip in the

200 Largest Nonfinancial Corporations; and Mnograph No. 30, Survey of

Sharehol ding: in nm Corporation: with Securities Listed on a Nationa

Securities Exchange.

.m was ,. M..." ... .
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of cartels and 'in sonme lines . . . the concentration of the entire

production of this line in one great stock company under one

joint managerment.’ The |ong cherished freedom of conpeti -

tion,’ Engels remarked, ’'has reached the end of its tether and is

conpel l ed to announce its own pal pabl e hankruptcy.’ n

Hilferding, with the rich experience of Germany and Anerica

in the years from 1890 to 1910 before him was able to build this

insight into the body of Marxian econonics. Qur analysis fol-

lows that of Hifcrding in general outline though with appropri-

ate nodifications for readers nore famliar with American than

with German conditions.

The specific characteristic of the organization fornms which are

now under exani nation, which distingui shes them from corpora-

tions as such. is that they are deliberately designed to increase

profits by means of market controls of a nmonopolistic character.

The achi evenent of this aiminvolves the limtation or abrogation

of the independence of action of the enterprises concerned and

- their co-ordination under a definite unified policy. Since there is

a wide range of degrees of linmitation it follows that manv differ-

ent forns of nonopolistic conbination are possible. W shal

nmention sone of the nost inportant, beginning with the | ooses:

form of association and proceeding to the conpl ete merger of

the conpeting firns. It nust be kept in mnd throughout that a

conmunity of interest between conpetitors, based on interl ock-

ing dircctorates or common banki ng connections, if it exists,

snoot hs the way for and greatly strengthens the tendency to-

war ds conbi nati on. Indeed, it mght even he said that a com

munity of interest is in a sense a type of conbination which

easily leads to nore binding forms.

Per haps t he weakest form of conbination is the so-called



"gentlcneni s agreenent!l which is essentially the articulation of a

conmon pol i cy agreed upon by conpetitors but w thout bind-

ing force for any of them The incentive for each individua
firmto break the agreenment, however, is strong, and arrange-
nents of this nature rarely |ast beyond a short period.

A further stage is reached with the formation of a Ipool’ in
whi ch business is allocated according to a formula agreed upon
among the participants. The pool agreenent is generally reduced
to witing, but its enforcement depends primarily on the vol un-
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anune 1969 the International Chamber of Cormerce held
its fiftieth anniversary congress in Istanbul. To mark the
occasi on the organizcls wanted to find a suitably nomen-
tous thene. So the Chamber’s president, Arthur K Watson,"’
who was at that tine chairman of |BIVPs Wrld, Trade
Corporation, 1’ proposed "T he Role, Rights, and Responsi -
bilities of the International Corporationh The choice
proved a good one. Moire than 1,800 del egates turned up
anong whom were the heads and ot her senior executives of
nost of the world s | eadi ng companies. There can be no
doubt that in business circles the inportance of the growth
of large international conpanies, and the gravity of the
resulting problenms, is fully appreciated.
th Watson’s choice cane in for sone criticism Several of
the larger nultinationals felt it was dangerous to stir up
debate on this subject. Leroy D. Stinebower, a vice-
presidcnt of Standard O (New Jersey), expressed concern
lcst tall this talk I ead host countries to believe that inter-
nati onal conpani es are sonething conpletely new from
what wetvc had in the past, which will cause themeither to
wel conme or di scourage investors because they fit some
description they ve read of nultinational companies’.1
Anot her del egate was nore succinct: We do ourselves a
di sservice,’ he said, H we enphasize the newness of this
subject t( -t. i The critics represent a substantial seg-
ment of business opinion. Many industrialists feel it is-
"Arthur K Watson is now the US. anbassador to France.
TThe |1 BM subsidi ary responsi ble for the conmpany’s non-U.S.
I nterests.
zBusi nm Week, 14June 1969.
.29
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dangerous to discugs the inplications ofthe rapid growh of ’

i nternational conpanies in public. They argue that it tends

to alarm governments and public opinion, and will there.

fore provoke political action that will be harnful to their

i nterests.

They prefer to argue that international conpanies have a

long history, and that, despite their rapid growh in the post-
war period, the novelty of the present situation is being
exaggerated by politicians and witers.- They have plenty of
amuni tion to draw on. Banki ng has been conducted on
international lines since the Mddle Ages; sone acadenics
trace the origins ofintenmational trading conpani es back to

the hi esopotam ans, and even if that thesis is rejected it is
true that the East India Conmpany, which at one time rul ed
India, was established in the reign of Elizabeth I; in the

ni neteenth century conpanies fromBritain, the U.S., and
several European countries were conducting huge inter-

nati onal tradi ng operations, while othcmwere runni ng pub-

lic utilities, such as trammays, and gas and el ectricity under-
takings in foreign countries; also in the nineteenth century
conpani es from several countries, notably Britain and the

U S., exploited the raw material and natural resources of
Latin America, Asia, Africa, and Australia on a vast scal e;
from about 1860 onwards nanufacturing conpani es began

to establish production facilities outside their own countri es,
and by 1914 nmany of today’'s giants were al ready operating

in several countries.

I nternational conpanies are certainly not a new pheno-

nmenon. But to list these exanples is to evade the issue."|l The
' Conparisons are al so sonetimes drawn between the enornous inter-

nati onal investnents of Britain in the nineteenth century, and those of

U.S. and other international conpanies today. These are based on

nm sconcepti on

Britain Was i ndeed an ennrnmns foreign investor, and at the outbreak

of the First World War its overseas investnents anmounted to sone

1: 4, ooom conpared with about ,6 | ,2o0o0m for Germany, and ,CGom for

the U.S. But international conpanies conparable with those whose

operations are discussed in this book played a negligible role in this total,
30
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Hi storical Background

present situation is quite different fromthe past, and it is

i nportant to be clear about those dil Tercnccs.

The nost striking characteristic of the nodem’' nmulti-

nati onal conpany il 11: central direction. However large it
may be, and- however nmany subsidiaries it nmay have scat-
tered across the globe, all its operations are coordi nated

fromthe centre. Despite frequent assertions to the contrary,
the subsidiaries are not run as separate enterprises each of
which has to stand on its own feet. They nmust all work’
within a framework established by an overall group plxm
drawn up at headquarters, and their activities are tightly
integrated with each other. They are judged not by their
i ndi vi dual performance, but by the contribution they make
to the group as a whole. Thus a subsidiary which records a
| oss but whose operations prevent a rival fromnoving into
one of its parent conpany’'s nore profitable nmarkets may be
fulfilling a nore valuable task than a subsidiary with a
better financial record.

Central direction of this sort only becanme possible in the
| ast two decades. It depends for its el Tectivencss on rapid and
reliable air travel, an efficient tel ephone, telegraph, and tclex
system and conputers capabl e of handling a mass of infor-
mati on. When trans-Atlantic and trans- Europcan journeys
Sone forty per cent of the British investnents were in the shares of
foreign or inperial railway compagim thirty per cent in governnent and
nmuni ci pal bonds, ten per cent in raw materials, and right per cent in
banki ng and finance. These were portfolio investnments undertaken for



the purpose of financial gain. They did not involve control of the opera-
tions in question, as the history of the U S. railroad conpanies, nuch of
whose stock was owned by Britons, so anply denpnstrates. Nor did they
evol ve ownershi p of physical assets, except in cases of default. Contem
porary international conpanies, by contrast, make direct investnents,

whi ch neans they establish or take over subsidiaries and factories in
foreign countries which they own and control

Portfelise ' . it still nourishes on a very |large scale, as the

enor nous hm opcan hol dings on Wall Street, and huge investnment: by
Britons and Anmericans in Australian shares, show But there is all the

dill'crcnce in the world between buying shares in a foreign conpany,
Ind establishing a subsidiary in a foreign country.

31
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took several days, and nobst communications were by letter,
it was inpossible, Subsidiaries had to be left with a |arge
neasure of independence, and their operations had to be
kept separate. Each was established to serve its |ocal narket,
" not as a link in an integrated network.
- Another factor preventing closer integration, especially
bet ween the wars, was the absence of anypomonly accep-

ted set of rules governing international trade. Countries
signed separate and often mutual ly exclusive trade agree-
nents with each other. T hus a factory in one country m ght
be used to supply conponents to a plant in another, but it
eduld not do so on the sane terns to a plant in a third. As a
result of the establishnent soon after the war of the Cenera
Agreenent on Tariffs and Trade (GATT), to which all but

the Communi st countries subscribe, this problem has been

i measurably reduced.

After central direction, the nost notable feature of the

i nodcm mul ti nati onal conpanies is their inmportance, which

is increasing all the time, in the industrial and econonmic life
bf the nost powerful nations. This is shown by their |eading
positions in key manufacturing industries, and their in-
fluence on the flow of trade anong devel oped countries. In
"the past the main inpact of international conpanies, except
i n banki ng, insurance, and frmnanccfwas felt in the colonia
and sem -colonial territories. The conpani es thensel ves
iwere generally involved in trade, the running of public
tutililies, or the exploitation of raw materials through mn-
ing, plantation, and ranching ventures. In the nore ad-
jvanced countries the role of international conpani es was
.very small until after the Second Wrld War, as the figures
gfor U S. direct investnent in Europe show. In 1929 their
total book val ue, including ventures ofevery sort, anmounted
;to only 151,40om; by 1946 it had fallen to 81,000m Then

| cane the post-war boom and by 1969 it had risen to

"$2 | ,554m, of which manufacturing conpani es accounted for’
'812,225m, and oil conpanies for $4,805m’

" Departnment of Conmerce.

V) G =) G | A e . . UAvLuU-uiu d. -
Hi stori cal Background
The vast and rapid expansion of the |ast twenty years has

br ought nonentous changes in its train. In the past it was a.
characteristic of an i ndependent country that the nost

power ful economic interests in the state - at first the great
| andowners and | ater the great nanufacturing conpanies -
shoul d be citizens. Today these interests may just as easily be
forcign-owned, and even if they are donestically owned they
may have interests and commitnents abroad that are greater
than those they have at hone.

The forerunners of the nmodern nultinationals began to

expand beyond their home countries in significant nunbers

in the 18605. Anpbng the pioneers was F riedrich Bayer, who
took a share in an aniline plant at Al bany in New York

State in 1865, two years after establishing his chenical com
pany near Col ogne. In 1866 the Swedish inventor of dyna-
mte, A fred Nobel, set up an explosives plant in Hanburg.

In 1867 the U.S. Singer sewi ng machi ne conpany built its
first overseas factory in dasgow. Singer was the first com
pany to manufacture and to nmass-nmarket a product in

basically the same form and bearing the same nanme across

the world. It has the strongest claimto be regarded as the
first of the nmultinationals.

Each conpany that went abroad in search of higher pros

fits had its own particular reason for doing so. But there
were a nunber of’factors that influenced themall. Industria
enterprises were beconming |arger, and nass narkets were

begi nning to devel op. The inprovenment in transportation

and comuni cations thrm gh the devel opnent of the steam
ship, railways and the tel egraph drew the attention of

manuf acturers to foreign opportunities, and nade it pos-

i sible for themto exercise sone control over distant subsi-



di aries. They discovered that it could be cheaper to manu-

i facture in a foreign nmarket near the final consumer than to
| "do so at home and pay the cost ofshipment. It was for this
1 reason that Bayer decided to invest in the US. and Si nger
in Scotland.

The spirit of nationalismalso played a part. Conpanies

33
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TIM Al ullinalianals

| ocal needs through | ocal management: who under st ood

their custoners far better than an export nanager mthe
establish manufacturing facilities in France because ofsti pu-
iations in railway contracts that supplies had to be nmade
locally. Edison built a plant in Germany because it found
that inational feclingi resulted in |ocal suppliers receiving
preference over inports. In addition governments could in

eH ect force inporters to set up local plants by insisting that
patents should be worked in order to maintain their

validity.

However the nost inportant reason for the growth of

i nternational cbnpanies in the last thirty years of the nine-
teenth century was the spread of protectionism itself a

mani festati on of nationalism Except in Britain, then the

" worldis | eadi ng nanufacturing and exporting nation, gov-
ernments everywhere introduced tariffs in order to reduce

i mports of manufactured goods, and to foster the growth of
local industries. Sonetines the tariffs were specifically
desi gned to encourage foreign conpanies to invest in the
country concerned. This was the case in Canada where the
government wanted U. S. conpanies to establish [ocal plants
rather than supply its nmarket fromover the border. Mre
usual |y the object was to encourage the local citizens them
selves to create new industries. But as there were no currency
restrictions and few regul ati ons preventing foreigners from
establishing factories if they wished to do 30, the nore
tariffs were inposed the nore international business tended
to becone.

The effect tariffs could have on a conpanyis thinking was
explained in 1902 by WIliam Lever (later Lord Lever-

huhne), the founder of the Lever Brothers soap enpire:

"The question oferecting works in another country,’ he said,

" is dependent upon the tariff or duty. The ampunt of duties
we pay on soap inported into Holland and Bel giumis

34

Logan to realize that it was one" nore cl Tective to supply : considerable, and 1
quires that these shall me to sum- a

hone oncte. Direct pressures of various sorts enphasized’
this point. The U S. Westinghouse Airbrake was induced to -

Hi storical Background , t

3 point that we could afford to pay a separate staff oh O
managers with a separate plant to nake soap to enable us to .
see our way to erect works in those countries. \Wen the duty ,
exceeds the cost of separate managers and separate plants, 1
then it will be an econony to erect works in the country that 3
our custoners can be nore cheaply supplied fromthem i t

QO her conpani es responded to tariffs in the sane way. In

1887 Bismarck introduced a tariff designed to protect Ger- i
man agrarian interests against inmported food, and to :
encourage a German margarine industry. Wthin a year the 3.

| arge Dutch margarine manufacturer, Jurgens, had built a
thctory in Germany, and by 1914 Jurgcns and Van den’

Bcrghs, the other principal Dutch margarine conpany, each 2
had seven factories in Gernany. Hi gh inmport duties also
pronmpt ed Bayer to set: up dyestuffs factories in Mdscow in
1876, at Flers in France in 1882, and at Schoonaerde in

Bel giumin 1908.

Most of the | eading European countries had conpani es of

their own involved in the new nove, but fromquite an early
stage U.S. conpanies began to play a particularly prom n-

ent role. In the 18805 and early 18905 the U S. went through i V
a period of intense industrial concentration. Over 5,000
conpani es were consolidated into about 300 trusts, and, 9:

al t hough a great nmany snall conpani es renmi ned, these

gi ants dominated the industrial scene. Some, such as Stan- ' t
dnrd G, United States Steel, and International Harvester, L
are still househol d nanes today. Most had no desire to

extend their activities beyond North Anerica, except to
export their surplus products and to secure raw materials, '1
but those that did provided forni dable opposition to the ’

only re



Eur opeans. 1

Their ntanznmement was frequently nore cntient, and be-

cause of . ..u D: profits at home they could afford to all ow
a foreign subsidiary to run at a loss while it established its

"17:: History gf Unilever, Volune |, by Charles WIson (Casscll).
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They knew how to think and plan on a nuch |larger scale. r.
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position. Wen a U S. company went abroad it often did so

in a massive fashion. In 1901 the British were surprised to
| earn that the |ocal Anerican-owned Westinghouse factory

was the |argest single industrial plant in the country. john
Di Rockefeller's Standard G| was the |argest oil conpany

in Europe, and by 1914 Ford was producing a quarter ofthc
cars made in Britain.

Mor eover the American enphasis on research and innova-

tion coupled with the high cost of Anmerican | abour often
meant that the U S. secured a | ead over other countries in
some of the nobst technically advanced industries of the

peri od, such as tel ephones, heavy electrical equipnent,
sewi ng machi nes, and cars. Many ofthese had been invented

in Europe, but were first nmass-produced in the U S. The
result was that Europeans and others frequently went to
Ameri can conpani es with suggestions that they establish a
foreign subsidiary. The early expansion of the Ford Mt ou
Conpany occurred in this way. Wthin a year ofits estab-
lishment in 1903 Henry Ford was approached by the

Canadi an Gordon MacGrcgor with a proposal for a Cana-

di an subsidiary, and in 1906 the British I'crceval Perry went
to Dearborn with a schenme for a British Ford Conpany.

These approaches enabled Ford to build up its overseas
network far nore quickly than ifit had to rely entirely on its
own efforts.

The novenent across the Atlantic was both ways. Sone

Eur opean conpani es secured very inportant positions in

the U S. By the outbreak of the First Wrld War, to take
only three exanples, the British Courtaul ds dom nated the
new and rapidly expanding U..S rayon industry through its
subsidiary the Viscose Conpany (later and better known as
the Anmerican Viscose Corporation), that dynam c Dutch-

man Henri Deterdi ng had established Royal Dutch Shell a!

a force to be reckoned with in the oil industry, and Lever
Brothers was prominent in soap. In dyestuffs, the forerunner
of much of the nodern chem cal industry, the U S. pro-
ducers were hopel essly outwei ghed by the Germans and toa

36

| esser extent the Swiss. U S. producers supplied only about
gen per cent of their own donestic market, and even for this
smal | output they inported about ninety per cent of their

i nt er medi at es.

In both the U.S. and Europe foreign compani es aroused
controversy. But the U. S. was so |arge that beyond their
particul ar industries foreigners did not nake a great inpact
on public opinion. In Europe, by contrast, the U S com
panies by virtue of their size in relation to the markets
aroused w despread fears. In 1902 F . A MKenzie wote:

i Anei -i ca has invaded Europe not with armed nen, but with
manuf act ured goods. Its | eaders have been captains of

i ndustry and skilled financi ers whose conquests are having a
profound ellbct on the lives of the nasses from Madrid to

St Petersburg.’ Nothing, he felt, was safe before this on-
slaught: 'Qur aristocracy marry American wives, and their
coachmen are giving place to Anerican-trained drivers of
American-built autonpbiles. . . . Qur babies are fed on
Anerican foods, and our dead are buried in Anerican
coiiins." MKenzie was referring as nmuch to the Hood of
inmports fromthe U S. as to the establishnent of U S. subsi-
diaries in Europe. But his outcry was to be the forerunner of
many simlar attacks on American business abroad down to

the publication in 1967 ofjean-Jacques Servan-Schreiber’s

Le 1)th Anericain.

- By 1914 the concept of the international conmpany was
firmy established. This was especially true of those indus-
tries, such as cars, oil, chemcals, and alunm nium which are
so inportant today. But the scale of the international com -
pani es’ operations in relation to total economc activity in
the industrialized countries was very snall. In what were
then the nost inmportant industries - coal, railways, iron and



"steel, engineering, shipbuilding, textiles, and above all agri-
culture and agricultural products - international companies

pl ayed an insignificant role. All the main conpanies in the
"77:: Anerican Invader: by F. A MKenzie (Grant Richards,
1902),
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Iead|ng countries were locally owed. Relevant figures sm 1
al nost i mpossible to produce since countries drewno dis. '1
tinction between direct and indirect investnment in their

. statistics. But it has been estinmated by Professor John

- Dunning that in 1914 ninety per cent of all internationa

f capital nmovements took the formof portfolio invutnenti

(by individuals and frmanei al institutions, whereas today

1 seventy-(ive per cent of the capital outflows of the |eading
industrialized nations are in the formof direct investnent

i by conpanies.l Another indication of the small scal e of

;pre-First World War direct investnent is that in 1914

j Britain, the main recipient of U S. investnent, had only

_-'" 12,000 people empl oyed by U.S.-owncd comnpani es:

During the inter-war period a nunber of conpani es con-

1 tinued to expand their international interests. T hey were

nostly in the new technol ogi cally advanced industries ol’'the

i day, or producers of goods for which there was 21 nass con-
surmer demand. General Mdtors and Ford were particularly

active in establishing manufacturing facilities in Europe and

el sewhere, while the oil conpanies created petrol distribu-

tion networks to keep pace with the growh in car owner-

shi p. Hoover, Rem ngton Rand, and Procter & Ganble

all crossed the Atlantic in this period, and by 1939 nore than

hal f the enployees of the Dutch Philips Electrical were

out si de Hol | and. Anot her notable international investor was

the German |1 G Farben chemical trust. Initially in the 1920:

it set out to recover as nmuch as possible of Germany’'s pre-

war position in the industry after the expropriations and

sequest’'rations ofthe allies. In the 19305 it went on to becone

the nmost powerful chem cal conpany in the world. But the

trend was not all one way. Many conpani es di sposed of

[
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"For an explanation of the diil’erence between portfolio and direct
i nvest ment, see the footnote on pages 30-31. °

1' The Multinational Enterprise: Sone Econonic and Conceptua

| 151163.. Speech by Professor John Dunning at a conference on the mulli-

nati onal enterprise held at Reading University, 28-30 May 1970.
1 The Anerican Tal u-Qucr oan’lain by Janes McM Il an and chan

Harris (Lulie Frew n).

Hi stori cal Background

their international interests to concentrate on their donestic
mar ket s.

In the intcr-war years conditions were not favourable for

3’ rapid expansion of international direct investnment, or the
wth of international conpanies. There were nmany factors

to di scourage the expansionist. Wat m ght be described as
"war psychol ogy’ was the nost pervasive. People were not

only living in the shadow of the 1914-18 hol ocaust, they

al so believed for nmost of the period that another war of sone
sort would probably break out. This sinultaneously de-

terred conpanies frominvesting abroad, while encouraging
governments to aimfor industrial sclf-suntiency and to

di scrim nate agai nst foreigners.

Nati onal i smwas strongest in Nazi Germany where the.
government required conpanies to 'swearl that they were’

| purc German’, and not under |forcignhlew sh or Marxist’
control. But it was to be found everywhere. In the U S. the



Anmeri can Viscose Corporation, which was the worldis

| argest rayon producer and owned by Courtaul ds, was

hounded in Congress and the Press until in 1941 the U S
Governnment insisted that it should he sold at a knock-down
price as a condition of |lend-lease aid to Britain. In France,
when the Czech |l ata conmpany wi shed to construct a shoe
factory, the Poullcn Law of 22 March 1936 was passed

forbi dding the opening of new factories or ateliers for shoe
manuf acturing, or the enlargenent of existing ones.

The currency situation was anot her najor deterrent to
international investnent. Before 1914 currencies were based
on gold, funds could be noved easily fromone country to
another, and inflation was not a serious problem After the
war chnost ook the pl aceofcertainty. I n Germanyand Austria

in the early 19205 inflation reached the point where noney

, bccnnme wort hl ess. Nowhere el se was it so bad, but every
country suffered to sone extent. Inllations were foll owed by
del I ations, currencies |acked confidence, and exchange con-
trols began to appear.

Finally there was the Great Depression, which brought

39
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with it a catastrophic decline in the levitl ofworld trade and i U S- chem cal concerns t
hat had been absorbed into those

sent conpany proftts tunbling like the walls ofjcricho. In i giants.
thelight of all these factors it is perhaps surprising that |

" particular industry within one country was frequently re-

inte rnational conpanies were able to expand as much as

t hey did.

The nost characteristic formof international industria

enterprise in the inter-war period was the cartel. There were

many variations on this theme froma strai ghtforward ex-

change ofinformation on prices and investnents at one end

of the scale to common marketing arrangenents at the

ot her. The specific ains of each cartel varied, but the

under|ying objective of all was to maintain prices and pro-

ftts, and to provi de some nechani sm whereby conpani es

could reconcile their conllicting intereSts w thout |oss of

bl ood. Inevitably this tended to reduce the | evel of invest-

ment undertaken by conpanies in the markets of their

rivals.

As Adam Smith, the father of economics, pointed out in

the eighteenth century, businessnen have an instinctive

preference for curtailing conpetition rather than for intensi-
fying it. Cartels may be found anywhere, and at any tine,

and they still exist today. But in the intcr-war period condi-

tions were particularly ripe for their devel opnment on an
international scale. Industrialists were worried about excess
capacity. In many industries they had expanded their |’ ac-

torics during the war only to find that after an initial boom

the level ol" post-war demand was | ower than they required.

Wth the onset of the Great Depression the probl em of over-

capacity grew worsct At the sane tinme the nunber oflargc

conpani es involved in nost industries was quite small ow ng

to the rise of great nonoliths incorporating nany smaller

concerns that had taken place through the industrial con-

centration of the preceding decades. It was obviously nuch

easier for the British Inperial Chemcal Industries (1Cl),

the German 10 Farbcn, and the U S. Du Pamand Allied

Chemical to reach understandings with each other than it

woul d have been for the plethora of British, German, and

1
4,0
I

To the men who ran the nmonoliths the concentration of a
garded as nerely the first step towards an agreenment with
simlar concerns abroad. The founders of 101 (established

in 1926) certainly took this view. A Du Pont ollicial recorded
for his conmpany’s confidential files the follow ng account of a
conversation with 1CPs chairman Sir Harry (later Lord)
McGowan: iSir Harry . . . went on to give ne a genera

pi cture of what he and Sir A fred Mond (another of ICl’'s
founders) had in mind in the matter of international agree-
ments . . . Sir Harry explained that the formation of ICl is
only the fttst step in a conprehensive schene which he has

in mnd to rationalize the chem cal nmanufacture of the world.
- The details ofsueh a schene are not worked out, not even in
Sir Harryis own mind, but the broad picture includes

wor ki ng arrangenments between three groups - the 1Gin
Germany, Inperial Chemical Industries in the British

Enmpire, and D11 Pons and Allied Chemical and Dye in

America. The next step in the schene is an arrangenent of
sone sort between the Germans and the British.’ "

The first international cartels were formed well before

1914. One of the earliest docunmented exanples is in the

alum niumindustry in which the U S. Al coa and the Swi ss

Al AG reached an agreenent in 1896. In 1901 this was

expanded to include three other producers. Al so before the
war the Nobel Dynamite Trust, which at that tinme had
subsidiaries in Britain and Gernmany, the Gernman Vereinigte



Kol n- Rottwei | er Pul verfabrikcn and Du Pont formed an

expl osives cartel to divide world markets between them

However it was not until after 1918 that the cartels becane

really widespread. At one tine or another they were to be

found in practically every najor industry.

Sonetimes their internal arrangements were so extensive

" Cartel: in Actinn by George W Stocking and Myron W Watkins (The
Twentieth Century F und).
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and the degree ofrcooperati on demanded fromtheir ncm

bers so far-rcaching that, on paper, the scope of their activi-
ties looks nuch the same as that of an international conpany
;with subsidiaries in several different countries. But the

|

I

%

u

I

nodern international conpany is a highly coordi nated

di sci plined, and integrated form of organi zmi on. The cartels,
by contrast, tended to break down under stress, and the
menbers often failed to fulfil their obligations to each other
In the lirst steel cartel, established in (926, the main steel-
produci ng conpani es of Gernany, Luxenbourg, Bel gium

the Saar, and France, undertook, in effect, to pool thcir
interests. It was agreed that each country should be allotted
broducti on and export quotas, and that those menbers who
exceeded their Iimts should be fined. T o contenporaries the
formation of the cartel seened an event of great historica
signilicance. A representative of the U S. Departnent of
Commerce in London said: |The conclusion of the Euro-

pean steel agreenment has been hailed by sone of its sponsors
as the greatest recent econonic devel opnment and the first
step towards the formati on of an "Economic United States

" of Europe"."’ I _

These hi gh hopes were quickly shattered. The Ger mans

were suffering froman enornous over-capacity, and ex-

ceeded their export quotas fromthe start. In the first year
of the cartel their fines anobunted to the equival ent ol 810m,
whi ch was ninety-five per cent of the total penalties incurred
by all the menbers. This situation could not endure, and by

m d- 193l the cartel had coll apsed.

A second arrangenent was started in 1933 to which the
British, Americans, Czechs, Poles, and Austrians in due
course adhered as well as the original nmenbers. A centra
management group consisting of representatives from each
country was set up, and another representative conmittee
dealt with the export and sale of the various products (bars,
rods, structural shapes, and the like). The exports of each
country were determned centrally, and all export sales

" Cartel: in Action.

42
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were made through the central organization. Distributors in
the inporting countries were |icensed and guaranteed both

a fixed profit margin, and a share ol’their local market. This
cartel was nore successful than its predecessor. Prices rose
throughout the duration of its life. But this was at |east partly
due to the revival of business conditions in general, and to
the fact that the Gernman rearnanent progranmme neant

that the German conpani es no longer had to fight for

exports.

The oil cartel was ollicially formed in 1928 when Shell
Angl o- Peni an (nuw British Petroleum), and Standard O

(New jersey), the three largest oil conpanies in inter.

nati onal trade, agreed to conbine their ron-U S. interests,
and to share each other’s facilities. In various markets this
of fer was extended to ot her conpani es, and usually accepe
ted, even by the Russian export agency. The cartel menbers
agreed to charge comon prices, and not to steal each

otheris custoners. At one tine they even agreed to co-
ordinate their advertising, and to submt their individua
plans to a joint conmttee. These conmitnments undoubt -

edly inhibited conpetition, and hel ped naintain prices at a
hi gher | evel than would otherw se have been the case. But it
is signilicant that the rules were broken so often that four
separate agreenents had to be signed. Even in Sweden,

where there was a relatively snmall nmarket, few conpanies,



and unusual ly cl ose cooperation, Shell estimted that the
cartel never achieved nore than fifty or sixty per cent
ef fecti veness.

The less anbitious tartels fared no better. In 1927
Courtaul ds, and the | eading rayon producers in Germany,
Italy, Holland, Switzerland, France, and Bel gi umreached
an agreement for limting exports to the U S. in order to
mai ntain prices there. Wthin nonths it was broken. Wen
the Depression began in 1929-30 the rayon conpani es put
forward anbitious plans for exchanging information on al
their activities and setting sal es quotas. But as soon as
busi ness began to revive in 1933 these were forgotten.

43
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i
The Alullinalionals .

In all industries the desire of nanagenent to increase

sal es at the expense of the other conpani es al ways renai ned
stronger than the desire to cooperate when it actually cane
to the point of having to choose between securing a contract
and nmaking a sacrifice for the conmmon good. It also proved

i npossible to devise rules to which the nmenbers of the carte
woul d adhere in bad times as well as in good, and which

coul d be enforced at |awf |

Anot her weakness of the cartels was that conpani es were

not sulllciently tightly organized for the central nanage-
ment al ways to know .what its subsidiaries were doing. In
1936 ny father, Dr Georg Tugendhat, and Dr Franz Kind

started an i ndependent rclining conmpany in Britain called
Manchester O | Refinery. This was contrary to the interests
of the cartel, and a leading figure in Shell warned themthat
they would not be able to secure supplies. However, without
much difficulty they found an Anerican broker, who dealt

in crude oil on a whol esal e basis, and he provided themwth
cargoes purchased fromthe Shell subsidiary in the US. The
nmaj or conpanies also tried to prevent Manchester QO |

Refinery fromselling its output in Britain, and this problem
was circunvented when the Bel gian subsidiary of Gulf G,

anot her cartel nenber, agreed to buy it.1’

For all their deficiencies the cartels were a step in the evo-
lution of todayls nultinational conpanies. They gave in-
dustrialists a training in international cooperation. They

al so gave them an understandi ng of national differences,

and of the need to nodi fy business practices to take these
into account. Instead of thinking primarily in ternms of
supplying their home markets, and exporting surpluses,

they becanme accustoned to approaching the probl ens of

their industries on a world basis. T hese | essons were to prove
extremely useful in the changed conditions of the post-war
worl d, especially to the Anmericans.

"For further details see Appendix. V . . .

TFor full details of the pre-war international oil cartel see Ol: Til
Bi ggest Bun’ ueu by Christopher Tugendhat (Eyre and Spotti swoodc).
44

2. The Anerican | nvasion:

The period since the end of the Second Wrld War has seen

a conplete transformation fromthe situation prevailing
between the wars. It has been marked by an expl osive ex-
pansion in international direct investnment, which for nuch

of the tine has been rising at twice the rate of the world gross
nati onal product. The international conpany w th subsi

diaries in many countries is no longer a rarity; it is well on
the way to becom ng the characteristic industrial organiza-
tion of the age.

The Anericans are mainly responsible for the change.

Bet ween 1946 and 1969 the book val ue of their foreign direct

i nvestments rose from $7,2oom to $70,763m As a result

U. S. conpani es now account for an estimted sixty per cent

to sixty-fivc per cent of all foreign direct investment. The
bal ance between European interests in the U S. and U S.
interests in Europe has been conpletely upset. Until :956

Eur opean conpztniesl holdings in the U S. exceeded those of
U. S. conpanies in Europe. In 1957 the Anericans went

ahead when the val ue of their European direct investnents
reached $4,!51m confnred with European investments in

the U.S. of $3,753m Since then Europe has been left far
behind. At the end of 1969 the book value of the U S. stake
in Europe was $21,554m, while that of Europe in the U S

was only 88, 5tonf

Few U.S. conpani es can claimthe sane depth of experi -

cnce or range of interests as the |argest and the | ongest
establivlew European international conpanies. For all their
talk .. .nultmationalism and despite such renarks as one by

" Departnment of Conmerce.
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the President of Dow Chenical Europe, that Dowis '3

gl obal conpany whose headquarters happen to be in

M dl and, M chigan; ' they are usually firmy American in

Owner shi p, managenent, and the outl ook of their execu-

tives. The great mpjority are still dependent primarily on

the U S. nmarket, and it is rare to find non-Anericans

in senior positions at headquarters. None the | ess they have

been the principal agents in the creation of a new inter-

nati onal business structure in which European and ot her

conpanies will have to live for as far ahead as can be seen.

It is a structure in which | arge conpanies nust think in

world terns. t

_ The revolutionary inprovenent in communi cations of

every sort has done nuch to nake this possible. Wth the aid

(if the jet aeroplane and nodern tel ecommunications the

liead office of an international conpany can coordi nate and

control the activities of its foreign subsidiaries to a degree

that woul d previously have been unthinkable. It is necessary

to give only two exanples to illustrate this point. Ford has

linked its engineering centres in Britain and Germany to

Detroit by tel ephone cable so that the designers in those

countries can use the head office conputer facilities; while

I B Mhas over three hundred international comrunications

centres through which nore than ten thousand tclctypcd

nmessages pass every day. A critical limtation on the growth

of human organi zations is the ability of the centre to contro

and coordinate the extremties. During the last twentyrlivc

years the abilities of international conpanies in this respect

have been extended enornously. It is (lillicult to over-

EStilrnate the inportance of this devel opment in contributing

to their gromh. 1’

"Herbert Dean, as quoted in Time, 29 Decenber |967.

| 1Prol’ essor Raymond Vernon has pointed out (' Econom c Sovereignty
at Bay', Foreign Ajru n, Cctober 1968) that between 1953 and 1965 t he

Etrivals and departures of international travellers in Netth Anerica and

_uropc grew at the rate of about ten per cent a year. Ovet this period

U.S. direct investnent in other advanced countries rim at the same nt:-

He suggests that there is a direct relationship between thee two figure!-

The worl d itself has changed as dramatically .u; m euuh

nmuni cati ons. Throughout the post-war era political and , | g,

econoni ¢ conditions have, in contrast with the inter-wat |,

years, favoured the growth of international direct invest- y

Wrld trade has ins

ment and international conpanies.

creased steadily fromyear to year, and, despite oceasional ' r

al arns and recessions, there have been no mpjor setbacks k 3

conparable with the Great Dcprcssioan every industrial- ; L:

izcd country, and in many others as well, the standard of ,1

living has risen rapidly. In these circunstances conpanies 3

have felt encouraged to undertake new i nvestnents, and to 1

seek to open up new markets ins

to protect their existing interests.

countries have been brought muc

inter-war years so that it h -

abroad. Through the General Agreenent on Tariffs and

Trade (GATT) nations have accepted a common set of

principles to gove

tcad of worryi ng about how

At the sane time the econom es of the non-Comuni st

h cl oser together than in the

as becone nuch easier to expand

rn their international trade instead of

negoti ating nmutual |y exclusive trading agreenents wth

I

[

I

each other. Despite frequent backsliding they have also ,

been consistently dedicated to renmoving tariff and ot her

non-tariff barriers to trade. These two factors opened the x

way to the establishnment of inter-relatcd plants in different

countries, whereas under the old systemit was only practica



to establish foreign plants to serve their own | ocal nationa
nterorel ated plants has been

formati on of the European

ropean Free Trade Area

markets. The trend towards

consi derably hel ped by the

Economi ¢ Community and the Eu

wi t hi n whi ch conmpani es can operate on a continental scale

)

I

fornerly possible only inthe US. It is not only the oppor-
tunities for international direct investnent that have im E
i

ii'tiwbmhf . .. - -- Wwahf 1).- ..., -
proved since the war. The attitude of governnents towards
forei gn-owncd conpani es has al so changed. The ol d ai m of

i ndustrial self-suilieiency has been largely forgotten. Centra
ocal authorities are now obsessed with the

hi gh | evel of industrial investment and a

47
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The Multinationals

| ow | evel of unenploynent. Ever since 194.5 they have been
conpeting with each.other in their efforts to persuade

i nternational conpanies to help them. ’

Fromthe outset U. S. -owned conpani es were better placed
than others to take advantage of the post-war changes. In
the early years nost of their rivals were either conpletely or
partially destroyed. The world was crying out 1:01- American
goods, and dependent on Anerican financial aid. Although
Eur ope began to recover very quickly, U S. conpanies
continued to enjoy inmense advantages until at |east the
early 1960s. In many industries they were able to seize the
| eadi ng pesitions, and they still set the tone in which rmuch of
i nternational business takes place,

For many years European governments were so short of
forei gn exchange that it was very dincult for European
conpanies to invest abroad at all. They had to seek per-

m ssion fromtheir parent governnents, and support their
applications with a wealth of evidence to show that the
proposed i nvestnent woul d prompte exports fromthe parent
country. Even then it was diflicult to secure. In its 1954,
annual report the German chenical conpany, Hoechst,
expressed the view that, iExpericnce has shown that the
success of the export drive has becone dependent to an

i ncreasi ng extent on the support of |ocal manufacturing
plants controlled by the company.’ Yet when Bayer, another
of the German ehcmi cal giants, wanted to invest in the U S
it could not transfer funds direct from Germany, but had to
raise the noney in Switzerland. It was only with great
difficulty that it managed to persuade the Bundesbank to
allowit to provide a guarantee of repaynent.

Only Britain was able to nake nuch headway. In the

U S., the Coomobnweal th, and the Mddle East in particu-

lar, it began with a substantial existing base. By retaining
profits where they were earned rather than repatriattng
themto Britain the conpani es concerned were able to
expand. But British conpanies too faced huge problens in
persuadi ng the authorities to all ow new operations to be

48
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established in Europe or el sewhere for which noney had to
be rai sed at hone.

Not until 1958 did npst European currenci es becomne
convertible again, and it was only in about 1960 that it
becanme apparent that the rest of the world s shortage of
dollars had conme to an end. Since then foreign investnent
has becone much easi er, but npbst governnents continue to
restrain capital outllows for bal ance of paynents reasons.
This is true to sone extent even within the Conmon Mar-

ket, although the Treaty of Rome laid down that there
shoul d be free capital novenents between menbers,

U. S. conpanies were not only free to invest abroad when
others were not, they were positively eneouraged to?do so.
The U.S. Governnent hoped that a flow of conpany invest -
ment funds woul d reduce the level of ontial loatis and
grants needed to | aunch Europe’s econom c recovery. It
exhorted conpanies to go overseas, and took practical steps
to hel p them by negotiating doubl e taxati on agreenents

with a | arge nunber of governnents, and by guaranteeing
their investnents against restraints on the repatriation of
profits. The European governnents, for their part, wel-
coned the U S. investor as an invaluable helper in the task
of rebuilding their war-shattered econom es. Some estab-
lished ontes in the U S. in order to attract American
conpanies to their countries, and nost oll’ered financial in-



ducenents and tax incentives of various sorts. The inport
control s operated by nost governments provided a further

i nducement to the nore daring U. S. compani es since a
conpany which built a local plant in a eountry with inport
controls could capture a |arger share of the nmarket than one
that relied Emshipnents fromthe U S. ’

At first progress was slow. Conpanies were happy td invest
i n Canada, which was near, politically stable, and prosper-
ous. But Europe was another matter. The Soviet threat,
political instability, and closer governnent regulation of
econom ¢ and industrial affairs than was custonary in
North America conbined to deter nany conpanies from
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The Mul tinalt’onal
crossing the Atlantic. It needed tine for businessmen to
accept that Europe’s recovery was firmy based, and its
growm h potential worth taking risks for. For many years
Britain attracted nost attention. There were several reasons
for this. U S assets there had energed rel atively unscat hed
fromthe war, its politics were nore stable than the conti -
pcnt’s, the lack of a |language barrier nade it easier for
Ameri can executives to lind their, way around, and an

f investnent in Britain provided the additional bonus of
access to Commonweal th nmarkets on preferential ternms. So
Britain secured nore U S. direct investnment than the six
Common Market countries conbined, and it was not unti

1963 that it lost its overall |ead.

The formati on of the European Econom c Community, or

Conmon Market, in 1957 had a decisive inpact on the atti-
tude of U. S. companies towards investing in Europe.-

Bctwecn 1957 and 1962 the val ue of their hol di ngs nore

t han doubl ed, and between 1962 and 1967 they did so again

At the same time the enmphasis switched fromBritain to the
Six. U S. conpanies saw that if the hopes ol’the signatories
to the Treaty of Rone were fulfilled another continenta
market simlar in scope to the U S. would be created.

They woul d be able to use there all the techniques for |arge-
scal e production and distribution which they had devel oped
at home. They saw too that its success woul d have the double
effect of enlarging the market for the individual producer
within the Community, while discrimnating against U S.
exports in favour of sales from Community plants. It there-
fore becanme nore attractive to locate a plant in the Com
munity than it ever had been to put one in an individua
menber country. The formation of the Community al so

convi nced many American busi nessmen that Europe woul d
conbine political stability with econom ¢ expansi on. They
assuned that it was the first step 011 the road to a united
Eur ope. The European Free Trade Area (E FTA) was

regarded as another nmove in the sane direction, and wel -
cone in itself inasmuch as it created another |arge trading
50
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area for manufactured goods. |If Britain had joined the
Conmon Market in the early 19605 it woul d have renai ned

the nost favoured location for U S. investnent, but as

hopes that this was inmmnent declined so the weight of U S

i nvestment shifted towards the continent. Another reason
was, ofcourse, Britain's disappointing econom c performance
conpared with that of its nei ghbours.

Eur opeans were al so excited about the formation of the

EEG and believed that it would |l ead to much cl oser

econom ¢ and industrial cooperation between the nenbers.

But they were acutely aware of the problens that had to be
ovcrconme, and they continued, as they do now, to think
primarily in national terms. Americans, by contrast, ime-
diately began to think in ternms olu the European consuneri,
and 'thc European market’. A report’V prepared by the

Ameri can Managenent Associ ation provides a typical ex-

anple of this approach. It declared that i Thc European
consunmer . . . has dcep-rooted traditions and displays a
degree ol 'distrust toward new equi pnent and tcchni quesf

and that ' another " notable" characteristic is the Europeanis
general distrust of the witten wordi. It asked, |What,
general |y speaking, is the European’s notivation? TO

Eur opeans thensel ves, accustoned to thinking of nationa
frontiers as representing cultural as well as political divides,
this sort of generalization appears absurd. It can also lead to
gross m sjudgerments of how an individual market is likely to
react to a product that has already been tested in another
None the less it has helped U S. conpanies to think big
tabout Europe in a way that Europeans have found im

possi ble Thk’ in turn, has enabled themto see and take



adval.. .30 01 uinportunitics that European conpani es either

failed to see, or were afraid to go for.

Most of the U S. investnentsin the 19405 and 19505 and

the greater part ol’those in the 19603 were made by the | arger

conpanies. This is not really surprising. Some of them such

"Antrican Managenent Association report nunber 18, entitled The

Eur opean Common Al arket, New York, 1958.
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- as Standard G| (New Jersey), better known as E530, Gen. f

, eral Mdtors, and Ford had been well established in Europe -

before the war. They were the first to see the new oppor.

tunities that were opening up, and ot her |arge comnpanies

were not far behind. Smaller conpanies were slower to

- react, and when they wanted to they found it harder to

; hrrange the necessary finance than their bigger rivals.

., ()ther considerations nmust also be taken into account. In

, 1965 the econom st Stephen Hymer drew attentionh to the

| relationship between oligopolistic nmarket structures in the

U.S. and the foreign investnment activities of U S. com

pani es. He pointed out that forty-four per cent ofthe princi-
pal U S. foreign investors cane fromindustries where four

5 conpani es supply three-quarters of the total sales, although

, those industries accounted for only eight per cent of the

value of U S. industrial output. At the sane tinme only one of

the seventy-two firns classified as major foreign investors

cane from an industry where the four |argest companies

supplied less than a quarter of the total sales.

In an oligopolistic market it becones increasingly dincult

for the | eading conpanies to capture a |arger share of the

, total sales. Each additional percentage point in a conpanyls

share of the market becones nore expeniive to secure than

the one before. The easiest way to grow is through the acqui-

, sition of rival concerns. But if the rivals are all about the

' same size this is frequently inpossible. Even when it is prac-

tical it is very expensive. Moreover the Departnent of

5 Justice has, since the war, becone progressively nore rel uc-

| tant to allow nergers or takenvets by larg: conpanies of |

2 each other that woul d reduce conpetition. Consequently

"forcign expansion has offered conpanies in oligopolistic

; industries the best prospects for further growth.

" ' | Direct Foreign Invtstnent and International Qigopoly’ by Stephen

i Hymer, June 1965 (m neographed).

For a further discussion of this point see 'Anmerican Direct |nvestnents

5 in the Cormon Market’ by Bela Bal assa. (Banco Nazionalc dd Lawn ;

1 Quarterly ReviewJune |966.)
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The Departnent ofjustice has al so done nuch to encour-

age conpetition in foreign markets. Between the wars U S.

conpani es, often through their Canadi an and ot her subsi -

diaries, played a promnent role in the international cartels.

During the late 1930:; and 19403 the U. S. Governnent

hardened its attitude and policies against this sort of activity.

The anti-trust |aws were tightened up, and governnent

agenci es took steps to publicize cartel arrangenments in such a

way as to make it very diflicult forthcmto be re-1"ormed. In

the case of oil, for instance, the Federal Trade Comm ssion

published :1 docunment in 1952 called the Internationa

Petrol eum Cartel, which showed with a wealth of detail how

__the international oil conpanies had contrived to maintain

hi gh prices and to reduce conpetition before the war and

af terwards.

The Department ofjustice nmade full use of its powers and

the opportunities they provided to attack a variety of ar-

rangenents that smacked of cartelism One of the earlier

cases concerned titani um pi gnent, the manufacture of

whi ch was based on three i ndependent inventions. Nationa

Lead and Du Pont each had certain rights with respect to

these inventions, and had used these rights to divide world

mar ket s between them In the case of United States v.

Nati onal Lead Conpany, the conpany was forced to divest

" itself of interests in four foreign titani um conpani es, and

both National Lead and Du Pont were directed to grant

non-cxcl usive licences to any interested party, U S. or

foreign.

1n the case of United States v. Al um ni um Conpany of

America (Al co’'a) the shareholders and directors of Al coa

were forced to divest thenselves of the Iifty-one per cent



stake they held in the Canuuian Alum nium Linited after

the court had deci ded that the Canadi an conpany’s in-

vol venent in the pre-war alumniumcartel had affected the
US. inport trade. As a result of the case ofUnited States v.
| mperial Chemical Industries that company and Du Pont

were forced to break up a joint conpany in Canadgl, and to
a

I W
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di ssol ve a | ong-standi ng agreenent for exchangi ng patenu

and technical information and allocating narkets. These

cases and several others were deci ded between 1945 and

1952. They showed that no conpany, large or small, U S. or

ot herwi se, could become involved in a cartel wlthout run-

," ning the risk of falling foul of the Departnment ofjustice. So
| for a U.S. conmpany that wanted .to operate on an inter-

nati onal scale there was no |onger any chance of avoiding

the enornous cost involved in foreign investnent by formng

a cosy alliance with foreign competitors.

The big conmpanies who |led the way after the war are stll

by far the nost inmportant U S. investors in Europe. |ndeed

it cones as sonething of a shock to discover how few of them
control how nmuch. It was estimated in 1967 that forty per

cent of all U S. direct investnents in France, chst Gernany,
and Britain beionged to Standard G| (New erscy), Cenera

Mot ors, and Ford. Altogether two-thirds of the total existing
U S investnment in Western Europe in that year was held by
twenty conpanies."l Another study, conducted in 1969,

showed that in the UK alone forty per cent of the tota

U S. stake was held by five conpanies, and another forty per
cent by twenty-five cOnpanies.l 9

In future the overwhel m ng preponderance of this snal

group of giants will dimnish as nore and nore U.S. com
pani es go overseas. Between July 1960 and Decenber 1966,
according to one survey,1 2,507 U S. manufacturing com

pani es established about 3,000 new overseas nanufactunng
facilities and expanded about 1,000 old ones. In 1968 the
Department of Commerce stated that 3,300 conpants, not

all of which are engaged in nanufacturing, were rcporttng
toits O Tlce of Foreign Direct Investnents. Many of these
"Trmal | antic I nvestnment: by Christopher Layton, Second Edition
anuar 1968 The Atlantic Institute). .

J 1771:y Role g(f Anerican Investnment in the British Ecormy by John H
Dunni ng. PEP Broadsheet 507, February 1969.

t New Forei gn Business Activities of US Finns, Thirteenth report by Boon
Al'l en and Ham | ton.
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are quite small, and their investnents tiny. But there is a

clear trend towards an evcr-incrcasing internationalization
of U S. industry.

During the 1950s and even nore in the 19605 Europe’s

grom h potential was attracting a grow ng nunber of U S
conpani es. This was particularly true of those industries
regarded as characteristically American, such as cars, con-
sumer durabl es, sophisticated plant and nachinery, oil, and
chem cals. When the post-war boomin the U S. had worn
itself out and the | ocal markets for these products seened to
be nearing saturation point, it becane harder to achieve

i mpressive increases in sales, wages were rising, and pioiits
dinicult to find. Europe seened to provide a way out of the
i mpasse. It was rapidly acquiring U S.-typc tastes, and the
demand for goods that U S.. conpanies could satisfy was

i nsati abl e: Between 1950 and 1965 production of notor
vchiciesin the U S. rose by 39 per cent conpared with nearly
500 per cent in the rest of the non-Comruni st world, while
tel ephone sal es rose by about 100 per cent in the U S. and
200 per cent outside, to give only two exanpl es.

The first step was to export goods fromthe U S., and the
next to invest in the eoulitrics where they were being sold.
The argunents in favour of undertaking the investnent

ai nstcad of relying on sales from hone have been well ex-

pl ai ned byjohnj. Powers, President and Chi ef Executive of
Chas. Pfizer & C0., 3 leading chem cal and pharmaceutica
concern. iTo conpete effectively for a good share of any
nmaj or nmarket) he argues, Requires direct investnent in the



mar ket pl ace in the form ofsales ofiices and warehouses and,

at | east, packaging and assenbly plants, if not basic produc-
tion units. It is just not possible for a nere exporter to
become a major long-termfactor in a market in this second

bal fof the twentieth century) " This view is held by execu-
tives in many conpani es. They are convinced that | ocal

"The Multinational Conpany.’ A speech by John Powers to the
sem -annual neeting and m dyear conference of the Manufacturing
Chem sts’ Associ ation, New York, 27 Novenber 1967.
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pl ant gives the customers nore confidence in a conpany’s
long-termability to provide a service, as distinct fromits
ability to fullil a short-termneed. It also enables a conpany
to take advantage ofa sudden change in the |evel ofdenmand

or in the type of product required by its customers nore

qui ckly than a rival whose supply lines extend back to the
US In the opinion ofnost U S. industrialists, the Choice
facing a conpany that has established a pusition in a foreign
market is not between building a local plant or not doing so.
It is between building or accepting a slower growth rate

than its rivals with such plants, and possibly the conplete

| oss of the market. The dil emma has been neatly expressed

by an ontial of Du Pont: i Should we choose not to set up a
pl ant oursel ves, the void would be tilled by a donestic com
petitor. Hence we have the altcrnatives of |osing business-
either to a domestic producer or to ourselves. W prefer the
latter.” "

Sonetimes a local plant is essential if a company is to
establish itself at all. In nany | ess devel oped countries
govennnents insist on a local plant as a condition ofentry to
the market, or inmpose such sttharillit that |ocal production
becones essential. In industrialized countries governments
often pursue the same aimwith nore subtlety. T hey denand
that buyers whomthey can directly influence, such as their
own departnents, the post oflicc, the armed services, and

the public utilities, should buy their equipnent only from
conpanies with local plants. They nmay al so nake it cl ear

that ifa conpany wants sonething fromthe governnent it

had better hel p the bal ance of paynents by replacing the
inmports it is bringing into the country by |ocal production
A classic exanple ofthis policy in action occurred in Britain
in 1964 when the governnent was allocating licences for the
North Sea search for oil and natural gas. These were much
sought after by the international oil conpanies. Wen the
government decl ared that preference would be given to those
"I nvntrents in the Cormon Market’ by Bela Balana. (77:: Band
Nazi onal : dc! Lawn Quarterly Review, June 1966.)
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3 conpani es which could show the greatest contribution to the
country’'s fuel econony, several announced that they woul d
build refineries so that they could inport crude oil instead of
the nore expensive products that had been refined el sewhere.
Quite apart frompressures of this sort, and the desire to be
in a position to take advantage of whatever opportunities

may arise, U S. conpani es have had sound financial incen-
tives to invest in Europe. At first in the 19505 the rate of
return that could be earned on investnments in Europe was

much higher than in the U S. It was this prospect which

hel ped to overconme the initial reluctance of many com

panies to establish thenmselves in an unknown territory.

Wage rates and production costs are still generally lower in
Europe than in the U. S., but the boomtime profits have

di sappeared. The effect ofconpetition on prices has seen to
that. However even in those instances where the rate of
return on investnments in thc U S. and Europe is the saneg,

the conpany which has established a market position in
Europe, or the one wanting to do so, must still invest there.
For il'it relied on a U. S. plant the conbination of tariffs and
transport costs would bite deep into its profits.

Once a conpany has begun to invest in one European

country continued growmh draws it into establishing plants

in several others. This is partly because it sees new ways of
taki ng advantage of the particular strong points of various
countries, such as, for instance, the port facilities in Holland
and the availability of |abour and the investnment incentives
in Scotland. Another factor is the desire to show the govern.
nents ofthc countries where they sell that they are naking a



contribution to the | ocal econony through the provision of
jobs, the paynent of taxes and the building of local plants
rather than relying on inports from nei ghbouring coun-

tries. Finally there is the desire not to appear too big in any
one place. Fromlong experience in Latin America U. S

conpani es know that the |arger at company is in relation to

the | ocal econony the nore exposed it becones to politica
pressures and nationalistic rcsentnents.

5
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Once the | eading conmpanies in an industry have started

to invest successfully abroad, great pressure builds up on the
second and third rank conpanies to do, the sane. There is an
el ement of fashion in this, which should not be disregarded.
It can be seen in the way conpany presidents |ike to boast
about their conpani es having becone nultinational. But

, there are practical reasons as well. As one executive put it:
I

"Qur conpetitors were going overseas, and we were afraid

that they would get a hcadstart in a potentially rich market,
or would acquire a cheap source of supply for possible rc-
inmport into the U S., thus threatening our market posi-
tionh’l There is a strong feeling in corporate, as in other
circles that if you are doing the same as the crowd and it
turns out to be wong you can not be bl amed, whereas ifyou
stand out against the prevailing trend and you are wong you
wi Il have no defence. In short, once the |eaders in an indus-
try start to nove overseas, the rest begin to think not so
much of the risks inherent in follow ng as of those they will
run by not doing so.

Sone of the |ater coners have m ssed the | arge rewards of

the forerunners and run into a good deal of trouble. In
France CGeneral Electric lost 847m in the lirst forty-two
nont hs after taking over the ailing Machines Bull in tg& in
an ell’ort to challenge IBh’ Ps position in’ the European com
puter market. In 1968 Chrysler’s foreign operations pro-

vi ded | ess than one-eighth of its pre-tax prolits, although
they accounted for a quarter of its total production and a
fifth ofits total sales. In Italy Raytheon had its subsidiary’s
plant in Sicily taken over by the government after it had
threatened to cl ose down, and was forced to file a suit for
bankruptcy on its behal f.

During the 19705 U.S. conpanies are unlikely to nmaintain
their phenonenal expansion of the |last few years in Eutope.
The annual increase in U S. investnent abroad reached a

peak in 1965, and has been declining since. This is partly
"The Rewarding Strategies of Miultinationals’ by Sanford Rose,
Fortune, 15 Septenber 1968.
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because of the restraints inmposed by the U S. CGovernnent.

But in any case the tinme has cone to pause for breath. The
bi g conpani es have established a firm base, the Europeans

t hensel ves have becone much nore conpetitive, and the

overall rate of return on U S. manufacturing investnents

fell consistently during the years from 1964 to 1967 when it
went bel ow ten per cent.

However, even if the pace of the advance is sl ower the
invasion will continue. Most of the influences that set it off
are still present, and sone are stronger than ever.

The anti-trust division of the Departnent oliJustiee is
intensifying its activity. In 1969 it declared that it wll
probably attackany merger involving the top two hundred
conpanies in the country. It will also usually challenge any
proposed merger between a conpany with twenty-Iiveper

cent or nore of a local market, and a potential entrant into
that market. In addition conpanies are to a greater extent
than in the past being forced to divest thensel ves of subsi -
tliat’ics acquired several years previously in order to increase
conpetition. It was no coincidence that General Foods
Corporation’s 1969 attenpt to take over the British Rown-
tree came soon after it had been forced to dispose of its SCS
househol d products subsidiary in the U S

Europe is no longer crying out for U S investnent to
rebuild its ruined cities and factories. But European govern-
nents are nore than ever anxious to devel op their depressed
areas. The inducenents offered to conpanies to help with



this task becone nore attractive each year, and provinces
and towns conpete with each other to persuade conpanies

to cone into their regions. This was true even of France
under de Gaulle. When Fairchild opened a new plant in
southern France in 1966, the conpany said that governnent
and local ollicials had .-.L;ved heaven and earth to provide
us with facilitiesif When |Vliotorola expressed an interest in
establ i shing a European plant the town of Toquusc i me-
diately sent a. representative out to the conpanyis head-
"Fnru' e zlttut-112z, 14 Decenber 1966.
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quarters in Arizona, and when conpany officials arrived in
the town they were accorded a civic reception. In Bel gium
U S investnment is so inportant that as soon as the U S
CGover nent announced its nandatory festrictions on over-
seas investnent in 1968 the Bel gi an Governnent started
work on a schenme to help U S. conpanies find the noney
they m ght need for new projects and expansi on in Bel gi um
fromlocal and European sources.

The newconers to Europe and those conpani es which try

"to expand primarily through takeovers rather than the

devel opnent of their existing operations will cone froma
nunber of different categories.
Sone will be relatively snmall conpanies, which live by

provi di ng goods and services to |larger concerns. A typica

exanple is Eaton Yale and Towne, which nmanufactures

conponents for the notor industry anong ot her things.

Expl ai ni ng why his conpany cane to Europe, its president,

E. M de Wndt, said: iOiginplly it was quite sinply be-

cause our nmmjor autonotive customers rather strongly sug-

gested that we establish nmanufacturing facilities in the

various countries where they proposed to build trucks and

cars, in order to supply themw th the sane conponents that

they were accustomed to obtaining fromus in Detroit - but

made by | ocal |abour fromlocal matcrialsf Fromthis begin-

ning it was a |logical progression for Eaton Yale and Towne

to look for custoners anong the European car nanufac-

turers, and the conpany’s international activities acquired a

life of their own. They iare now expanding rapidly under

their own steam, says de Wndt. iNo | onger are they con-

sidered the uugly stepsisters” who used to be a constant

source of irritation at the donestic plants with their never-

endi ng requests for draw ngs, speeilicatione, and technica

assi stanceft’ Many ot her conpani es have been virtually

ii'l"he role of the nmultinational conpany in the world marketpl ace)
Remarks by E©E. M de Wndt during a European tour, 1969.

The overseas expansion of U S. banks, advertising agencies, and | aw
firns can to a great extent be explained in the sane way. But their activi-
ties are outside the scope of this book.
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pushed abroad by their custoners in the sane way as Eaton
Towne and nore will follow

Yafniihler group, will consist of companies explortng :ew
products or products that have been inproved to sue an
extent that they are regarded as new. European corti panes
are less inventive than the Anericans; and,. what if nege

i mportant, they are slower to apply the fruits of scuentl c
research to commercial ends. There are, ofcourse, nunerous
exceptions to this generalization, but the statistics | eave n3
doubt that a technol ogi cal gap exxsts between Europe an

the U.S. Sone of the nobst thorough research on this subjeet
has been carried out by the Organi zati on Eor Economi ;
Cooperati on and Devel opnent (CECD), which pubhshe

its results in 1968. These show that U.S.:baeed comnpanies
had the highest rate of ioriginal innovation over the pl6:
vious fifteen to twenty years. i O 140 innovati ons exam ned,
said the reportf i they have originated approxttnately snxlty
t per cent.’ This proportion is not Wldly out ofhnc Wth t e
size of the U S. econony in relation to that of the other
OECD countries conbined. But the record of the Ameri -

cans at commercially exploiting scientific and technol ogi ca
i breakthroughs is vastly superior to that of the Europeans.
i. When Professor Joseph Ben-David of the Hebrew Univer-

.- sity, Jerusalem conducted a surveyT 9f mmjer industria



i nnovati ons, he found that of the ’'xnyenttons behnd

| them ten had been initiated by Britain, France, an?
Germany, and nineteen by the U. S. but only seven ha

i been converted into final product Innovations by the

three European countries as against twenty-two by the

u. S

It is not only in high technology that the U S. |eads. The

cu .ty p.Ovides the largest, richest, and npost conpetitive
market in the world for goods of al nost every sort. Conse-
quently it is the place where nost new products. are

I

" OECD obnuer, April 1968. _ . .

1' Fundaneiital Research and the UnivchlllcS. Sone conments on
i nternational differences by Joseph Bcn-David, OECD, Paris, 1968.
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i aunched, be they enzyme detergents, micro-circuits, copy.

ng machi nes, or contraceptive pills.

How t he book value 9/ U S. conpani ef inuuhhenls in Europe has risen

- _ (& ..
Year 1 Europe EEC - WK
Total Tml Tot al
. 1950 113:1 637 847
951 1979 742 961
1952 2-145 810 1-038
1953 2-369 908 1-131
1954 2-639 1'009 . 1-257
1955 3-004 1-161 1-426
1956 3-520 1-399 1-612
1957 4-151 1-680 1-899 --
1958 4-573 1' 908 2-058
| 959 5-323 ' 2-208 2-475
1960 6-681 2-644. 3- 194.
1961 7-742 3-104 3-523
1962 8-930 3-722 3-805
1963 10- 340 4-490 4-172
1964 12-109 5-426 4-457
1965 13-985 6304 5-123
1966 16-209 7-584 . 5-657
1967 17-882 8-405 6-101
1968 19-407 9-012 6-694
1969 21-651 10-255 7-190
1970 24-471 11-695 8-015
R Ty #

Source: U.S. Department of Commerce;
At the other extreme fromthe technol ogi cal and new
product thizz kids’ are those conpanies with | ong estab-
lishcd products, which find that it is cheaper to manufacture
overseas in countries with | ower wage and other costs than 1
the U S. One such conpany is Singer, which nowsells its
customers approxi mately three sew ng machi nes produced
abroad for every two produced in the U S In 1969 an
62
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takeover of a British concern said that sone products could
be made in Britain and delivered to the U.S. at three-
gquartcn of the cost of making themin the U S itself. The
mai n reason why nost U.S. conpani es have expanded
abroad is their desire to capture foreign markets; but in
sont industries the tine nay be approachi ng when com
pani es go abroad in order to establish ow cost facilities with -
which to supply the Anerican narket.
Finally it must not be forgotten that one of the nost
conmon reasons why one conpany deci des to take over
[
|
i
executive of a U S. engineering company considering the
[
3
another is the belief that it could do better than the existing
managenent. Better in this context neans quite sinply
transformng a loss into a profit, or a small profit into a
| arger one. Sone of the best European conpani es have
[
managenents that are as good as the best that can be found i;
inthc U S But the general level inthe US. is higher. For as i7
long as this remains true U.SL conmpanies will see opportuni-
tics for earning noney in conpani es where Europeans are
losing it.
9",
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The rapi d expansi on of intcmational conpanies during the
1960s, and the growth of large integrated markets in the

Eur opean Econoni ¢ Comunity and the European Fret

Trade Area, has had a cunul ative effect and provoked a

nmer ger boom of unprecedented di nensi ons. Throughout

Europe | arge and snall conpanies alike are comng to-

gather in attenpts to take advantage of the new oppor-
tunities and to create defensive formations to withstand the
new conpetitors. A small, though highly publicized, per-
centage of the nergers involve contested takeover bids, but
the vast mpjority are carried through on an anicabl e basis.
In Britain it is estimated that al nbst ninety per cent are
agreed between the participantsf and in Europe as a whol e
the proportion is alnost certainly higher. Mergers are only
one aSpect of the industrial concentration that is taking

pl ace. Compani es may al so formjoint subsidiaries and co
operate in numerous other ways inorder to achi eve sone

of the advantages of a nerger while retaining their indc-
pcndcncc and separate identities.

The advantages are readily apparent. Throughout the

post-war era the scale of alnpbst every aspect of industria
activity has increased substantially. If a conmpany is to
generate the funds required to finance the enornous re-
search and investnent programres required in | arge-scalc,
capital intensive, and internationally organized industries,
it must be built on a substantial basis. The exanples O;

| BM spendi ng $5, 000m on the devel cpment of its 360-

"1 amindebted to David Hargreaves, Division Director - Acquisitionl
and Mergers, of PA Managenent Consultants, for this estimte. 3
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series of conputer, and Ford 850m sinmply on tooling up

for the production of the Mistang show the type of noney
that is sonetimes needed. These are exceptional projects,
but in many industries large groups with internationa
markets and resources have been dazzling their smaller
rivals. When Lord Stokes, the chairman of British Leyl and,
i’ said that ia conpany cannot survive in internationa
markets wi thout size, w thout marketing and service out-
Ilets, and wi thout the advantages of scale for research and
devel opnent," he spoke for virtually every industrialist

who finds himself in conpetition with international com
pani es.

In a growi ng nunber ofindustries there is no | onger any
guestion ofa conpany deciding for itself whether or not to
conpete internationally. If its markets are invaded it has
no option. Either it lights a defensive battle on its hone
ground against the internationals, or it carries the light into
their canps. In the great majority of cases the latter is the.
best strategy. \Wichever is chosen, nergers are likely to
result. Large resources are required to invade foreign
markets, and a nerger is the quickest way in which a com
pany can expand. The defence of the hone narket also

| eads to nmergers. ()n the one hand the defenders want to
prevent the newcormers fromtaking over |ocal concerns,

whil e the newconmers are trying to do jtist that.

There are other reasons why conpani es have cone to-

gether in recent years, and will continue to do so. Over-
capacity and the need to cl ose down surplus plants is one,
and shortage of funds for new investnent is another. The
desirc to reduce conpetition in order to increase prolits is a
third, and the ability of one management to earn |arger
prolits on existing assets and therefore to pay better divi-
dends t0 the sharehol ders than the existing nanagenent is

a fourth. In sone industries conpetition frominternationa
conpani es and the internationalization ol’ conpetition con-
stitute the nerger boonis main fuel. T hese factors have al so
"Forlune, 15 Septenber 1968.
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encour aged governments to support many nergers on the

' grounds that the new conmbine will be able to conpete

I

nore effectively in international markets- than its conpon-
cnt parts. |Indeed governnents sonetines give the inpres-
sion that they regard it alnbst as a matter of prestige that
the largest locally owned conmpany in a particular industry
shoul d be at |east the sane size as conparable foreign
concerns.

The npst dramatic mani festati on of the merger boom

occurred in Britain in 1967 and 1968. During those two
years nore than 5,000 British conpanies were involved in
corporate marriages of one sort or another. Nearly seventy
of the countryis top one hundred conpani es entered the

bi ddi ng, or were bid for, and nore than a quarter of the
conpani es regi stered at the beginning of 1967 with a val ue
of (:tom or nore were taken over. A sumin excess of
,(;6,1loom was offered for the equity of those conpanies that
lost their identity."” Quite apart fromall this, the steel in-
dustry was nationalized in 1967, which resulted in the for-
mati on of what was then the world’ s second | argest stee
conpany, the British Steel Corporation.1l This was done
partly on grounds of Soci alist dogma, but partly too because
it was believed that a unified Bl itish steel industry provided
the best hope for conpeting in international narkets.

The events of 1967-8 were the cul mination of alnpbst a
decade ofindustrial concentration, which transformed the
face of British industry. When the British Leyland Mot or
Corporation was formed in 1968 foll owi ng the merger of
British Motor Hol dings and Leyland Motor it included ten
conpani es that in 1960 had been independent. Sinmilarly



the formation of International Conmputers Limted as the

| argest conputer company outside the U S. was the result

of a series of nergers spread over ten years and involving a

total of nine conpanies 01 divisions of conpanies. Until "

Vfllcse figures are derived from hfanagemm and Merger Activity by
Gerald D. Ncwboultl (Guthstead, 1970);

TA smal |l private sector remains dealing mainly with special steels.
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1967 Britain had three major electrical engineering con
cerns - the General Electric Conpany, Associated Electrica
I ndustries, and English Electric. By the end of 1968 Genera
Electric, which is no relation to the US. conpany of that
name, had absorbed the other two.
The concentration of industry enjoyed the active cn-
couragenent of the governnent. In Decenber 1966 the
f 1’ Labour adm nistration established the Industrial Reorgani-
I
zation Corporation in order to create an industrial struc-
uture Hvliich will enable us to make effective use in years
I
ahead of our resources of skill, nanagement, and capital."
It becane extrenely active. As one conmmentator put it in
March 1970: "The IRC has spent the last three years
| opi ng through one industry after another, shotgun in
hand, pushing sonetinmes reluctant, sonetinmes eager, com
panies to the altarff As well as the government’s nora
support, the IRC was given the authority to draw up’ to
5 150m of public noney with which to lubricate the deals
it wished to push through. Its influence was felt in prac-
tically every sector, although its nost spectacul ar inter-
ventions were in the |largest nergers. In electrical engineer-
ing it backed Sir Arnold Weinstock Of the General Electric
Conpany as the man likely to carry through the reorgani-
zation and contraction of the industry’s capacity nost
eniciently, and hel ped himgain control of Associated
El ectrical Industries and English Electric. In notors it
sel ected Lord Stokes, and consistently used its influence on
behal f of his Leyland company. The | RC was not al ways
successful, as for instance when its proposed threc-way
boi |l er nerger between International Conbustion, John
Thonpson and C arke Chapman cane unstuck. But its
financial resources gave it enornous |everage. Wen George
Kent and the Rank Organization were biddi ng agai nst
' The Industrial Reorganization Corporation. Wite Paper, Conmmand
2889.
f’ Europeil Love Al Tair with Bignus’ by Philip Siekman. Fortune.
March 1970.
i
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each other for Canbridge Instruments the | RC decided
that CGeorge Kent better represented British nationa
interests, and provided the conpany with the noney needed
i to carry the day.
i Many nergers took place in which the IRC played no
part, but its inlluence extended far beyond its own im
nmedi ate activities. Its mere existence, and the fact that its
policies were known to enjoy official blessing, acted as a
cat al yst throughout industry, and so intensified the merger
mani a of the period.
By the begi nning of 1970, however, doubts about the
wi sdom of the I R C s approach were beginning to be widely
expressed. It was felt that its policy of creating enornous
conpani es, sometines incorporating virtually the whol e of
the British-ownetl sector of an industry, was going too far.
Fears of the dangers inherent in nonopoly situations star-
ted to reassert thenselves, and as the problens involved in
massi ve nergers becanme nore widely appreciated the
opi nion spread that a nore gradual and organic form of
i ndustrial gromh mght be preferable. 1Vith the return of
a Conservative governnent the IRC found its freedom of
action progressively curtailed, and in October 1970 its
abolition was announced.
Wil e the | RC apprmach was | osing support in Britain
it was gai ning adherents in France. In March 1970 the
CGover nent announced the formation of the Institut de
Devel openent Intlustriel, comonly called the ID . It
was gi ven access to 1,000m francs (200m francs in the first



year), and the task of converting ntdi umsizcd conpani es
into bigger units that would be nore conpetitive in world
mar ket s.

Even before the establishment of the 1D, the Govern-

nment was acting as an unontial narriage broker in an

Cllort to speed up the pat . of change. In 1968 about 2,200
corporate marri ages of various sorts took place, and in 1969
a further 1,800. During the decade as a whole the structure
of the country’s industry was dramatically altered. In stee
.mu: o mw Mumy .
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Usi nor and Wendel - Si del or accunul ated two-thirds of

the total crude production. In the electrical and el ectronics
i ndustries conpani es responsible for forty-five per cent of
all sales were absorbed into the Conpagni e Ceneral e

di El ectricite and Thonmson Houston- Hot chki ss Brandt. As
these two al ready cooperate in a nunber of ways, nost

not ably through their joint ownership of the Conpagnie
Intel nat lonale pour | Informatique, France 's entry for the
i nternational conmputer industry, further noves seemquite
possible. In notors the state-owned Renault and the private
enterprise Peugeot cooperate to the point where they

col  aborate on research and purchasing, and own a joint
engi ne factory near Lille. Elsewhere St Cobain, which has
made gl ass since the reign of Louis XV, and Pont-a-
Mousson, which specializes in steel pipe and ot her heavy

i ndustrial equi prent, have come together. |In Septenber

1970 plans for an even |argEr ntrgcr were announced by
Pechi ncy and Ugi ne Kuhl mann. By any standards this will

be a naj or European industrial event. Pcchiney is Europe’s
| eadi ng al um ni um conpany and has | arge copper re-

fining interests, while Uginc Kuhl mann | eads in the stain-
| ess steel and steel alloy fields besides being the world's
second | argest producer of fcrro-chromium Wen the dea
has been’ conpl eted the new conmpany will be anobng the
largest in the world outside the U S.

In France contested takeover battles on the British and
American pattern are rare. There is also a tolerant ap-
proach towards intcr-conpany understandi ngs and equity
cross hol di ngs. Consequently nuch industrial reorganiza-
tion takes place through the hiving of? by one conpany of
certain activities to another in exchange for shares, and
through col | aboration agrcenments. This nmakes it diilicult
for the outsider to evaluate the inplications of many of
the changes that take place, but their long-termsignifi-
cance is none the | ess considerable. In 1970 it was estimated’
that three giants, Pont-a-Musson-St Gobain, Rhone
"@uardi an, 27 January 1970.
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Poul cnc, and Pechincy together already enpl oyed one in
every forty Frenchnmen. For a country which still has a sub-
stantial peasant popul ation this represents a considerable
degree of industrial concentration

In Germany nerger mani a has been | ess apparent than

in France or Britain. This is partly because the countryis
econony has been the nost consistently successful in

Eur ope since it recovered fromthe worst of the post-war
devast ati on. Gclrnan industry, therefore, has not been

under the same pressures to reorganize as its counterparts
in France and Britain.

There are other reasons as well. Successive governnents
have favoured conpetition in the sense that there should be-
sevcral diil’crent conpanies operating in every market. At

the sane tine there is a certain cosiness about German ina
dustry that softens the effects of this system Mich of the
ecdnony is controlled by the big three banks, the Deutsche
Bank, the Dresdcner Bank, and the Conmerzbank. These

owe their position to the fact that they offer a far wider
range of services than banks in Britain and the US. They

lend to industrial conpanies, which in these countries

woul d be nmore likely to raise noney through the issue of
shares or | oan stock; they run investnment trusts; they do the
wor k of st ockbrokcrs; they run large portfolios on their own

miwwy arm



behal f and for clients; and they manage new i ssues of shares.
Their directors are to be found on the boards of every sort
of conpany, and their inllucnce is felt throughout industry.
Until a few years ago a single banker m ght be a director

of twenty or thirty conpanies, but a law was passed limt-
ing each man to ten. Another feature of the Gernan in-
dustrial scene is that the country has a strong tradition of
conpani es wor ki ng together through cooperative agree-

ments and under st andi ngs, rather than swall owi ng each

ot her up.

"1 bus the rise of the General Electric Conpany 1n Britain
Is paralleled in Germany by the increasing cooperation
between the two electrical giants, Sienmens and AEG

9!
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Tel efunkcn. I n 1969 they formed two joint luhsidiaries,
Krai twerk Union for power generating equi pnment, and
Trafo-Union for transforners. They al so joined forces for
the construction of a sodium cool ed fast breeder reactor,
devel oped by Siemens. Sinmilarly in steel Thysscnhuette and
Mannesmnn wor kt cl osely together. In 1969 they unveil ed

a far-reaching plan, which involved handi ng over their
tubc-maki ng capacity to a joint subsidiary two-thirds con-
" trolled by Mannesnmann, while Mannesmann's rolled stee

pl ant passed into the control of Thyssenhuette.

Even in notors, where Germany produces about twi ce a:

many cars as Britain, there are signs of increasing coopera-.
tion. In 1969 Vol kswagen t ook over NSU so that there are

now only three Germmn-owncd concerns |left, the mghty_

Vol kswagen itsel f, Daimer-Benz (which makes Mercedes),

and the relatively tiny but highly successful BM V]

whi ch resisted a takeover from Daimcr-Benz in 1959. A

mer ger between Vol kswagen and Dai m cr-Benz in the near
future is highly inprobable. But it is significant that the
two conpani es have a jointly owned subsidiary known as

t he Deutsche Autonobil Gcscllschaft.

Through this conmpany they pool certain results of their
research and devel opnent. Should either one day find itself
in serious trouble the link could provide the basis of a
merger. If that does not happen it is still likely to lead to
greater nutual understanding and nore |imted conpeti-

tion than would otherw se be the case. In the truck end of-
the business the pattern is very simlar. As a result of
acqui sitions and takeovers there are here 100 only three

Ger man- owned concerns, Daimer-Bcnz, MAN, and

X
Ki nckner - Hunbol dt -Deut 2. The lirst two have a joint:
alliliate to handle their interests in the nmaking of jet

engines. This is only a limted link, though it could turn on

to be inmportant if the turbine propul sion of |and vehicles

ever becones a conmercial proposition, but it shows the

way the conpani esi mnds are noving.

gt: oilicial, though rarely used, name is Bayerische Mtoren Wtkc
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VWhen an industry is faced with really intractable prob- t

lens and the need to adjust to new and unfavourable eon- ’
ditions, the Germans can nerge with the best, and the

government is quite prepared to act as marriage broker. E

The rapidly declining coal industry provides a good ill us-
tration. Twenty-(ive m ning compani es have been brought t
together in a single unit called Ruhrkohle, which accounts

for over ninety per cent of the total Ruhr outEut. | |

Il"Germany is the country where the governnent has held

nost al ocof fromdirect involverment in industry, ltaly is the

one where interventionist policies have been carried furthest.
The nost fampus nanes in Italian industry, Fiat, Pirelli,
and Aivetti are in private hands, and each dom nates its
own sector of the econony. But the state hol di ng conpany,
Istituto per la Ricostruzione Industriale, IR for short, t
controls an enormous area of commercial, financial, and

i ndustrial activity. Altogether it owns about 140 conpani es.
These include Alfa Roneo,’ Alitalia, the major steel con-
cerns, tel ephone, tel egraph and broadcasting compani es,
several banks, and a host of other enterprises. Its industrial 9
conpani es are estimated to account for sone fifteen per cent

of the country’s total industrial output.

IRl was set up by Mussolini during the Great Deprcs-

tion as the centrepi ece of the governnentis efforts to counter
the effects of the collapse of a number of banks. Since then’
it has grown, like Topsy, with the post-war expansion of the
Italian econony. Its chairman, Dr G useppe Petrilli, has

descri bed the process as one of ienpiricnl evolution' with



the state wanting to maintain its role as iguamtor Of the i
public intercst’, w thout conprom sing the workings of a’
"marl -et eronomy’." i

1 man, respects IR subsidiaries operate exactly like i

ot her commercial enterprises. Many have shares that are i
traded on the stock exchanges, and they can rai se noney i
direct fromthe public. Their executives are powerful nen
with mnds and policies of their own. It would be inmpoy i
Vila: and Al one; by Paul Ferris (Hutchinson).

I
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The Technol ogi cal Revol ution

and G owi ng Conpetition . 2

The accurul ation and reinvestment of capital in the lea-ding capitalist
nations after World War Il intensified the contradiction: which culm -
nated in the re-emergence of the general crisis of the 1970-. An
underlying factor aggravating the contradictory features of this process
was the technol ogical revolution. This chapter will |ook. first. at how
technel ogy on the an hand multiplied productivity. and facilitated the
changi ng international division of |labor; and. on the other, generated
prel sxures contributing to a growi ng conpetitive struggle between trans-
nati onal corporations to penetrate the crunbling British. French and
Portuguese enmpires that, for over half a century, had spanned the

Af ncan conti nent.

chhnol ugi cnl Revol uti on:

World War |1 gave rise to newl ciencel and technol ogies |ike

contenten and Aeronautics. which formed the buis for adv’ unced
eophtsticatcd induzitries in the core devel oped countries. After recover-
tng fromthe war. Eurgpean and Japanese firmnms begun to conpete with

US firnms in the area of technol ogi cal ptogress. endeavoring to cut
costs attd.devel op new products. This contributed to rapidly rising
econom es of scale. Between 1948 and 1966. US. expenditures on

research and devel opnent in industries nultiplied over five tines in
col. dun...hs.’” Although still smaller in absolute tetnm. the rate of
gtowm h of spending in the 19605 and ' 703 in other countries was even
hugher. 2 Heavy government outlays. a feature of growing state inter-
vention in all developed ("upitalisl countlics. frequently for mlitary
projects: spurred technol ogi cal innovation. Despite its official "free
chterpnne" stance. the U S. governnment spent nore on research in
utrcrdft and el ectronics through its mlitary and spare prograns al one
than (1-1d the FJLU'" U K. . and French govuuncnts conbined t’ |It;
tprndng in these ."upt-nkife. fnst-mmiug uecton" 5Mm "U S. in-

du-tt) u cormumiug I-.-utl.’g 1l . |
[-V-nA .-.h (8.1-..51 .
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Table 2-1. h d

rie- on Rescue I

C vernment Spending In Sel ected Count

Devel ol tnent. 1960 and 1970: The Unltetl Kingdom Federal Republic o!
" Grmny, France I’ Japan conpared to the United State-

t (Index: U S : 11) 0)_

M

MI't | Guvililn
| "7 Spar: ' Nurlenr Uther’
60 '70 '60 '70 '60 70 '60 70

IN too too

ININ 10) IN

3: IT: 121 226 2?, |lg; :23,

/.11 11 8281

rommg 6 0 41T 54 0 42 .

?ERIG 2 4T. 0 0.4.. 31060 I

an

Val es: ’'Inelu-ling unpoee and el ectronics. X
0 1969

- Int'l’here |

t"h’ 1" T hnology end the U S. Econony.

rernmmrgrro "1:1" EjHeru ol I ntenmtional Technol ogy Ti nu-

1914) p. 66.

Suture: K Plvitt. ’

Probl en?" National Srienu Foundutwn.

In! on the U5 . Econony (Washington, D.C : July.

The resulting technol ogical revolution led to rapid tnu;;sel 123:
duetivity. From 1960 to 1970. output per work hour :3" | Romblic or
the U.S.. 43 percent in the U K . 74 percent In tshe Fe ere cpl 5 ma

Germany (F.R C.) end 289 Kerient iili :lnpanrot fienw:It:lr::1; |aboyr
illustrate the inmpact of tee no ogien tnnova | ML biahi devel oped
V requi renments and i ncreasing econom es of-scalel. .1 and 30 cam or

eneltin co per, which elinmnate per

:hzi zbljftltgrgrtghy enmplosycd | hy introducing continuous procee’sltn:
end nutomationf In the United States. about belt of 51; :ew mmfcs;
tools introduced by the mid-"IGs were conputerized an .nusnler |" 1
controlled." Steel plants. in an industry always churneterlelti. Wi:-
econom es of scale. required production of at |east an: nt ton

year to achieve optimm scal e.

The average contract for trans

firnms rose from813 million int

1974.7 .

The. technol ogical revolution

i nternational division of |abor

nati onal engi neering and construction

he m d-’' 003 to about $100 million in

facilitated a fundanental shift in the

Drnmuti ¢ advances in distribution nnd

conmuni cati on technol ogi es made possible the transfer ofenftitie ::::&
fncturing plants to renpte. | ow wage regions. Atrplaneshtgclgciibiny

i mproved tel ecommuni cations systens greatly increase . er-Shippins

of world trade. By the 19705. the w despread tise of cgnltrhncn|i on

reduced the cost I1'Id facilitated the expansion of u
R B T I

J
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.tude. sharply cutting the amount of |abor involved in shipping produce
fromone region of the world to another. -

The huge size and capital expense of new project: designed to take
advant age of these new t echnol ogi es necessitated increased coopera-

tion between transnational corporations in the formof consortia and
joint ventures to remain conpetitive in the world market. Increasingly,
the conpetitive pattern that enmerged involved. not individual firms. but
huge corporate alliancee.’ These alliances were built on and fostered
corporate nergers. creating vast congl omerates which domni nated whol e
sectors of national industries and spilled over into unrelated Fields in
the core devel oped countri es.

The heavy costs of the technol ogical revolution stinulated the con-

ti nuous expansion of finance capital. The |argest industrial conglom



erate: becane increasingly interlocked with the dom nant banks and
financial institutions of their hone countries. The vast anounts of
capital required to Finance the technol ogical revolution spurred the
grom h of the |argest banks. By the md-’70s sone 30 or 40 dom nated
the international banking market.9 Iln. 1975. 16.5 percent 01' the tota
assets of the largest 300 banks was held by the top 10

banks. . .the size of the top five banks was greater than the size of the
bott om 100 banks altogether. m
The growi ng capital requirenents of the |argest transnational: in

each core industrialized nation led to their close allinnre with at |east
one or two ofthe | argest hunks which domi nated their honme economics.

The particular nmechanismfacilitating these |inkages varied in each
country in conformance with their national |egal structures.

In the U.S. and Britain. industrial and banking ties were typically
enbodi ed in shared directorships. In the F.R C., bank: could legally

own stock: of industrialJirms. In Japan. nany of the |argest banks
joined as integral nmenbers of massive industrial groups. Through these
rel ations. the banks played a major role in organizing the consortia
necessary to finance the costs of huge new projects.

The "m 1 . Mtvities both reflected and contributed to the expansion
of Burchrmuey markets. The " ishrinkage’ of time and space brought
about by the technol ogi cal advances in transportation and glnbzii’ com

nmuni cati ons systens facilitated thc' shift of bank capital fromthe
U-5- '0 Japan and Europe. and from Europe and Japan to Africa. to
ftnunce expandi ng transnati onal corporate activities there.
The conpetitive efforts of transnational unrpnrutiuns to expand their
Imtput emtribuled to overpnduction which. by the lute *00: and "1’ 05.
“"I"t"inlly chariu-tt’riu-l Inuvyjmustrir-s. This uverpnul mliun becane
Otmtimnt feature of thr- t'ttmumc crisiu thut sprrm through the
WWw 12"
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capitalist world. especially in auto.

transnati onal corporations entere
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"1 steel.’ 3 and chemnical s. H The

d into ever nore vligoroun conpetition

to sell their surplus manufactured goods.

The technol ogi cal revolution. in short. aggravated the prenuren for
transnati onal corporate expen$ion in a conpetitive lenrch for new
sources of raw materials and markets. But historical circunstance-
shnped differing responses In these pressures on the part of group: of
tmmsnal i ouul s based in different cure countries.

The Crunbling ol’ Culonlul Rule:

The giant conpanies Imsetl in Britnilltund France. Il the heart ol’their
coluniul enmpires, steadily lost ground al’ter Wrld War "a They had
| ong profited from production of |lowcont ruw materiel: in the col onies.

where inmperial rule nlso grunted them a nenr-nono’ poly on the sale of
manuf act ured goods. The biggest British and French banks had facili-
tated their profitable activities by establishing supportive colonia
branch networks. Thirty years after World War 1. British and French
firnms retained the nobst extensive branch networks of all transnationa
corporations operating on the African continent.

In the colonial era. British and French corporations and banks relied

on noll-econonic ties to retain their African markets. Both nations had
industrialized early and relatively snmoothly; they had already installed
extensive industrial plants in the home country by the time they partici-
puted in the uscranhle for Africa” in the late 19th century. Secure
markets at hone and in the col oni es nade devel opment and installation

of new technol ogies in hone factories seem unnecessary. Instead of
renovati ng donestic productive capacity. the giant firnms invested in
their expandi ng col onial enpire. securing ever-greater control over
cheap sources of agricultural and mineral raw materials, plus narkets

fer their manufactured goods. By World War |11. they had al ready begun
to full behind the U.S. and Germany in terns of technol ogical innova-
tion. ', The lug was rzlcurest in Britain's outdated steel industry. to
As their colonial enpires collapsed after World War |1. British Ind

dominant in Africa by virtue oftheir
earlier investments and institutioamized relationships with the newy

i ndependent countries. As their hone markets becane saturated. prof.

its frumthese | ow-wnge. high-relum areal becane increasingly im
[lorlunt. Rio Tinu Zinc. one of the largest British mning firnms. fot’
exanpl e, reported in 1974’7 that while only 6.7 percent at its turnover

I

I

French conpanies at first renuincd

ol VWAV t
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an in Africa. it relped 14.4 percent of its distribut

contrast. the 23.2 percent of its turnover in Englendeaisrgrlibztzjl't !I'"
eont nent al Europe produced only 6.7 end 5.6 percent. renpectivel Inf.

, Il profits. To this day. two of the largest U K banks. Barcle eyelil
Stenderd. remain the |eading comrercial banks in npost of the | am

Bntish African colonies. especially in southern Africa. They accuner
Inted well overe fourth oftheir international profits from South Africa-
alone. In the md-’70S. Over tine. however. transnational: from other
nations. primarily in the United States th F R G

chall enge British and French hegenony. ¢ . | ’ "lId 13W. best" m

U.S. Trlnanationale Penetrntion

U. S. conpanies had a long history of investnmert end domi

Inatlo
tei2cln’::;ti:: olf anltula Eng the politically independent countrie: b’
- ew . . nminin concerns '’ B

ventures wtth’ Europenn partners | onggestablishedl | hnAiiigftlhi? xiii?

U ls. transnational corporations initially entered the African men only
w an they purchased shares in British and French firm in the cou yf
their expansion into Europe after World War I1. nme o

A few U .S nrns had acquired subsidiaries in Europe in the 1920-0

le'ven earlier, perticularly in the auto industry. Following Wrld War "I

| ggzvir. giggnvestnient in Europe nultipliedfromabout 82 billion il
MOM oF d Illlon In 1965. ', The "big three" auto firms. Genera
buin . lor. and Chrysler. penetrated the West European market by

rulyowi g ante antl equt pnent there. U S. conpanies in other industries



E suit, pgrmully by acquiring controlling shares in existing

uropeen firms. nerthstand this invasion and strengthen their own
enpabl Ity to take advantage of the nbst nodern technol ogi cal innovn-
tlons. the Ingest European firns further conbined the linancinl J
Industrial cnpeeity within each nation. In the auto industry for ex m
pl e. Flattook over Bianci end Luncia to becone the |argest’ euto fun-
not only In Italy. but on the continent. FJLCRs Vol kswagen tool : :32;
Audi and NSU to becorme the 'e "mml largest. British Leyl and absorbed _ -
El:.:EC#t. RZ. unto producing tucilities except the subsidiaries of U S
.n" .b tel Swedish firrns. Saab and Vol vo, nerged." followed uhonly
(WX tle Firenrh firns. Citroen and Peugeot. Renault touk over

-1 men s Ilerhut tmuk division.n By the nlirl-"10 it mu e-timted
that. to eurv’ ’

we In the European

auto merLet. 1 comnu

. . mutt

Il least LIDmIlion can a year. 21 i y Produce
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The largelt U S. blnlu had forged close ties to the U S. transnationa
industrial tirm engaged in penetrating Europe. Chase Manhattan. for
.ettanple, the third |l argest bank in the world and closely Imt into the
Rockefel l er network. shared director: with normof the hiuelt U S
i ndustrial firms. including Firestone. General Mdton. Chrysler. E: -
xpn. CGeneral Electric, AT&T. U S. Steel and ether donmestic corn-
tpaniel. as well u the giant Royal Dutch petroleum" Ropreuentative
ot’'the Japanese M taubishi group. the Italian firmFiat, the Sw u-owned
Nestles. the British Dunlap. and the Swedi sh conpany. Volvo. alto nit
on Chase’'s International advisory board. The bank retain former U S.
Secretary of State. Henry Kissinger, an advisor. These |liven enabl ed
Chase to nobilize capital and organirxe consortia to expand production
in a wde range of industries outside the U S. y
"The U S. transnational hanks serviced their induatrial clienta ex-
pansi on abroad by openi ng overseas branchel. In the 19600. the U.S.
Federal Reserve Bank inposed regulations in Ill effort to prevent
capital fromleaving the U S. and |’ urther augnenting the nation’a
bel ance of paynents deficits. Since the regul ations prohibited bank
fromre-exporting funds returned to the United State: fromtheir over-
seas operations, they sinply left their accunulated capital in their
Eur opean branches. This novenent of U.S. finance capital overseas
was reflected in and contributed to the grom h ofthe Eurodollar market.
It; enabled U.S. bank. to nobilize increasing anount. of credit for
further overseas investnents outside of U S. governnent control a.
. U S. transnational banks were highly concentrated. By 1975. the 20
| "rgest controlled 92 percent of the total foreign branch assets of al
.5. banks. These banks controlled about 30 percent 0! all banking
attsets within the U S. as well."
I
Irj addition to the 137 | ending hanks domiciled in the United States there are 5!
ht'tnhs in the OECD countries and 29 hank. ellewhere that are subjected to
npjority control of U S. hanks. Thus 2"). or nore than one-third of the 605
[ "ihancial entities are American or Anmeric-In-eontrollerl.3
It; the 1970:, especially a: the international crisis deepened. U S. bank
chpital began to expand abroad nore rapidly, although industrial in-
vestnent there | agged. Between 1970 and 1975. foreign uaeta ot’ U S
hfmMta rose from8 to 18 percent of their donestic assets. In the nine
period, U S. hanlu’ international credit expanded by about 30 percent.
nore than three tines the rate of expansion of donestic credit in the
U .S itself. 21
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By the mid-"IO. the overseas activities of sonme of the Inrgeut U S.
hanl t| her! become nore inportant than their donestic business. In
1977. Cttlhanlt. the lecond |argest U S. hank. held over half of it-
;iiiret::.11d earned over 80 percent of its profits outside the United
I ncreuingly. U S. hank: lhifted their financial headquarters abroad
fromEurope to "financial centers” in places |ike the Caribbean where
they faced neither revere regul ations nor high taxes. By 1975. their
Eur openn branches’ share of overseas busi ness had dropped’' |l o 26
pert:ent. ret.lecting the rapid gromh ofthe Caribbean financial centers
The hour share of U.S. investnent in Europe was in Engluii
Bet ween 1962 and 1969. U. S.-owned fixed assets there grew 80 per:
cent, conpared to a 45 percent growmh in those of British companies B
1966 U.S. controlled firns accounted for 10 percent of the mam
feeling! goods output in the Ul (.. and 17.5 percent of British ex-
ports. . By 1970. U.S. investment in England totalled $8 billion

approxtmately 10 percent ofall ULS. overseas investnents.ml
I n.e.nurnber of basic industries. in single British giant confronted the
auhstdi enes of US. firns on equal ternms. The U. S. company. |BM and
the British owned ICL, for exanple, together dom nated the British
conputer Industry. Leyland and U.S. subsidiaries split the auto in-
dustry. ' In several sectors. the British conpani es renained i nde en-
dent of U S. control only with the help of the British governmenr In
auto. Leyland was ultimtely taken over entirely by the state."
US firms simlarly penetrated basic French industries. but the
Frenchpovernment protected the integrity of its donmestic Firns nore
aggressively. In several cases, it forced reduction of U S. com)anies’



shares in major Frenlch conpanies. 1.! |

A tltnnber of U S. transnationals indirectly expanded their interests
In Afr-tca through their British and French affiliates. British ties were
el pectllly inportant in providing U S. conpanies with entree into
.50th "Mrtca. The U S. banks. in particular. naintained few branches
In Afrtca: only 1.6 percent of all their foreign branches in 1966
dropping to 0.6 percent in 1975." Alnpst all these branches were
I ncatett in South Africa. with a scattering in the |argest independent
trol-tnl nes: Egypt, N geria. Zaire. |Instetul ofopening their own branches
In .Inde pentleH African countries, the largest U S ilatthSt)pd’'tlttd there
mmnly through Ilritilh ant French affiliates. Thu.- nerom biggest
hank in the U S.. Ctit'urp. urquirm 1') peu-enl oflhe French Il unque
[1" "rique th- I"Uurtt. which hm hrunvh-mii
Hrit-

I nedrly nary Frum upl mic

[Tl muntry. (.1lltturp hull alw purrhnsm .Wpcn-rnt at the Ilritilh
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bunk. Crimlnye. which had | ong been active in East and Centn
Africanu The | argest bank in the world. the Bank of Anerica. joined
Bnrcluys in a consortium bank. the Societe Financiere Europeene. and
established direct ties to the British bank. Kl einwort Benson Lonsdal e,
whi ch had two South African umiates. The Kl einwrt Benson connec-
tion also linked the Bank of America to the British consortium hunk
M dl and and International Banks. of which the Standard Bank had
become n nmenber. Standard renmai ned onetofthe nost inportant trana-
nati onal hunks in Angl ophuuic Africa, with over a third of its busineu
'5. bank. had
in South Africa. Chase Manhattan. the third | argest U.
forned ties with the |arge French banlt, the Societe General e de
Bunque. m as well as extensive contactthith Standard.
These |inks enabled the U S. banks to provide ndditional channel
(see below pp. 208-91 into the fornmer British and French col onial preserve.
for their clients. the largest U S. transnational industrial’conpuniel
New Ri val s:
The | argest conpani es based in the Federal Republic of Cermany and
Japan grew strong enough to seek entry into Alricln market. and raw
material sources only in the late '603 and early "70:. Unlike British and
French firns. they had nmanaged. with extensive Itate support. to
wi thstand the invasion of U S. transnational finance capital. At the
same tinme. they managed to take advantage of U S. eonpaniel’ tech-
nol ogi cal contri butions.
US. investment in the F.R C.. second only to that in Britain.
reached 82 billion by 1965.17 U.S. Firnms took over many snaller |oca
conpani es. Even well into the '603. in fact, U S. conpani ee’ expnm on
inthe F.R C. nmarket seenmed irresistuble. By the |ate ' 605. however.
F. ILC. tmsnationals began to conpete increasingly successfully. The
| argest corporate congl onmerates and banks emerged as mmj or European
rivnls of the I'niteel Statea. hoth in export markets and foreign invest-
ment. By the W03. they had nounted a counter-ol’ fensive that threat-
ened the U S. hegenpbny in the capitalist world. and led to their own
entry into Africa. ’
After the Second Wirld War. industry in the F.R C lay in ruins.
Where the actual industrial plant had not been destroyed, the |eading
conpani es had |ieen broken up because of their assistance to Naz
aggression. In several cases. their top managers were tried as war
crimnals. The | argest bank. the Deutsche Bank, was split into three
conpanies. and only reunited in 1956. LC. Farben, the chenicals
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conbi ne, which produced ZylumB for the Naz

gas chanbers. w
dmuled Into Bayer. BASF. and Hoechst. Gernan overleaa inventnenlt:
were confiscated in all but leven countries. one of which was 50th
, Africa.
U S rtrm becked by the Marshall Plan. ntepped into thin litultion
A nunber ol ’ maj or hmericnn conpuni en-anong them Singer. | BM and
Standard Ol -had Invested in Germany before World War |. They were

Jotaild by ot’|"terEFincluding I"1’1’. General Mtors. Ford and Wol -
wo s-tnt e’ 9. But by far the lat est wav |'U. S’
the F.R C follomed Wrld Var I1." 3 e 0. "Hemrer" ""

By the mid-"60s CM's 0| '~
pe subsultary end Ford. to eth r, -

trolled 40 percent of the West German auto market; U S. oisl coiitpafiil
accounted for 35 percent of the petroleun1|ndustry Onens supplied 40
percent of the glass market; and U S. rubber conpani es had captured
20 percent of the market for nbber goods. IBM Ilupplied four fifths of
the market fer electronic duta equipnment. Over a third of all foreign
tnveslitritlefntsbtn the FFR C. was fromthe United States. Hall was ac-
coun ' "’
pm 130 Jilliifgrnm mconcerns. each of which held assets worth over
F lie; the penetration of U S. capital affected the huge indigenou

. -. conpantu-the chem cal. auto. engineering Ind steel com
p t’mesnand the bnnks-relatively little. Foreign interelts acquired
sMeres. In a few, hut the |largest consistently acted independently.
I;rtortty sharehol ding: in sone instenceu nay have led sone into
I I1):ncea wtth U S. (lrnma. but they rarely permitted their own interests
to co:ne eubordihate." U S. investment further stimulated increased
concen rationin '. .0. industry. as US. firmth



firnms took over smaller conpanies. 3 0" '5 "Sc" RRC

F 3y the early "('03. the rate of expanding U S. investnment in the

. .C had.alowed.. From 1965 to 1970. the capital of F.R C. enter-
[1lrxesnth whlch foreign firns held at |east a fourth ofthc equity rose from

11-. " nt ofthe cnptial ofnll F.R G conpanies. In the follow ng

Pre.. ,fnrs. the rate ofgrowh slowed no that their share rose only three
ercen nore to 34 percent. nltl | Il b "

terlnts remai ned about the sane. lo'ugl w’ 3".""3 KONh "' npney

It contrast to the situation in Britain wholl | ~’
y ocnlly owned LKC.
fifths grew faster than foreign. firms’ holdings in the heavy industria
utters: notably chemicals and steel. The shine ofpartiully-heltl foreign
enterprises hegan tn decline in these sectors in the early '70:. The
“rlilslll 0 Indigenous I1HU was lufftcient "0 eluule "I1" "10 dC(IIl.111-11s
"U"d WJU J runttnue.
- nm-Wy '’
user
"4 "N IWW-n-LAJIiMJ e .-
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I
In eeveral industrien. the share of capital owned by foreign-contnled
filns grew. The share of time with mnority foreign plrticigltion. on
"the other hend. dropped." This p’attemrenecteti the incteung poler-
izetion in many inpottent markets between huge Foreign conttolled and
donmestic litms. Thin parallelled the continued tendency toward. in-
ci ensed eoncentntion. In nore and note capital was required to pur-
"chnae m chinery and equi pnent enbodyi ng the nmpat advanced tech-
nolo ies.

DEnpite the continued high | evel of foreign hoidtnp. EKG hued
tmsnetionnl corporations had energed as e dynnm ¢ i ndependent
force by the 1970!. Their rejuvenation w partly | result of thelrlcloee
ties to the largest banks, and partly due to vigorous Itete cellutelllt
i ntervention. The bank: played | cnicinl role. A- one euthonty ex-
plained:" I .’ ;
" ' 1 the ueconomc

The use of high finlnce (In the ERG) Il not the teeult o

mracle" alone. It he! I system Although the nlhee broke up the Semnen
haul i ng concern. utter the War. the put: noon tejoined each othet.

Today these institution. ue centnlized Ind univenll. linlncillly strong end

eureui vel y managed. equalled by only | few banking giant. around the world.

The I reedotn of Action of the German G o-sblnkien in nmuch |arger then that of

their coll eagues in noot other countries.

I The bi ggest banks, the Grossbnnken, functioned u the kingpin. in

the rapid recovery ofthe Fedenl Republic’s economny:

A vast numnbet of Inge German conpeniel are closely eontrolled. today by n’

relatively "null nunber of financial institution: end orgnnlutlom These
enj oy greet innuence ovet every npect of the devel opnent of Went

mps .

nu

ennln Indultry.

In the F.R G . national legislation permts bank: to becone directly

i nvol ved in ownership of industrial firns. In the 1979. they owneg

about 10 percent of the Itock of all firms." As one nuthonty observede

Inthe F. ILG . . .tiee between the credit eltnhlinhnente. in peniculu the the:

"Crosehnnlten" and industry Ire mny and traditional . . .. The consequence it
hat the bank. ere repreeented IIMOSI in entirety in the adm nistrative organ:
ljor enterprinee. Thus. they Il e enured of euentinl nonme- ol’ Information.
fact. the bond of directon in charged with conttolling the mnngenent ol

, MBI neu.
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The bank: own outright major interests in such huge industrial com
pani es u Daimer Benz. Metnlgeaell schnft and Deut sche Babcock. 4s

Most of the share. Ire held by the three Crossbanken. Deutsche Bank.
Dresdner Bank. and Commenhank. The Deutsche Bank. with the

I ngest holdings in induntry of any F.R C. bank. had especially close

tie! to the big electricel corporation. Sienmens. Both conpani es were
founded by the same nmen in the 19th century. and a Sienmen’s repre-
sentative still sat on the bank’s board in the |1970s.

The F. R C. governnent, as well as the Crosshnnken. played a key

role in strengthening donmestic industrial units’ ability to withstand the
penetration of U S. finnn. The F.R G governnent’s close relationship

to industrial capital stretched back into the early days of German

i ndustrialization at the turn ofthe century. It was reinforced during Naz
rule and, despite the allies’ initial efforts to break up the |argest

i ndustrial cartels, persisted in the postwar period. In 1963. the tota
val ue of industtiee controlled hy the F.R C. govemment. excl uding

banks and constl ucti on conpani es but including the railroads and poet.
accounted for npptoximately 21 percent of all corporate capital. This
represented 13 percent of all cotporalc turnover. 7 percent of tota

enpl oyment. and 9 percent of non-agriculturnl enploynent.n

The EKG guvemment participated directly in some of the |argest
manufacturing firms. The State of anse Saxc and the Federal govern-

nent each held 20 percent of Vol kswagen’s capital. The Federal gov-

ernent nonminated VWs chair and four of its Il directors. The Fedeu
government becane involved in VEDA, which primarily produced

Ileel, coal and electricity." The Federal governnent also owned a

maj ority of sharea of Snl zgitter, founded under the Nazis to devel op iron
and manganese production. F.R G state governnents controlled sev-

eral mmjor banks. including the Wstdeutsche anl eshank C rczen-

01
n



trale. one of the largest in the country.

The F.R G governnent used it: pnrnstntals to bolster private in-
dustry. Producing basic inputs for manufacturing industries. puru-
etntuis hold down prices to ptivnte firns to ensure the iulters’ profit-
ability. The government strr’ "honed its ties to the private wtor by its",
uhnhit of electing to the board ofdirectors nenbers ofthe private sector
Il well as governnent functinnulrit-s.""

In nlmrt. the bunks. government. and private industry in the Federa
erntth of CGt-rtnmy funmtl a tinmely inlc-gnmc-tl lu-lnorlt covering al
mai n! industries. Tilt'il’” mmlinntion nu Lu’ilitutni hy and contri buted
to the gunning remrntntinn uf ht rel Urmn imntr) umrr the | npact

of nulentu’'rd Irt huulugg. A "umnirlahir Immu-I uflhr ludzng iqu--
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I
xtries here (in the EKG ) are now dom nated by just | hndful of

i compuni es. "9 The auto industry. displaying the full flowering of the
.ltnte-corporation-bnnk conplex. was dom nated by Vol kswagen. with
"its state connections; Daimer Benz. in which the Deutsche Bank (28.5
i perccnt) and the Commtrzhhnk and Friedrich Flick hol di ng conpany
- "were mujor sharehol ders; BMAN and the subsidiaries ol’ Anericnn
:covnpuni es. The three conpanies formed froml. C. Farben-Hoechet,
Buyer. and BASF-togcl her with the chem cal division of the state-
"owned VEDA and |l enkel. dominuted the chem cals industry. Dresdner
. Bnnk shared the ownership of Ilenkel’'s |argest subsidiaries. Degusaa.
| Three of the |argest nmachi nerye manufacturers. Metnlgesellschaft
:(controlled by the Dresdner Bank and Si enmens), Cutehol’|’ nungshul e
.and DEM AG a subsidiary of Munnesman AC, shared directors.m This
:sorl of extreme concentration, |inked together by the banks and sup-
| portetl by direct governnment purticipntion characterized Ill bnsic in-
:tlnstry in the Federal Republic.
" In one sense, the destrucliuu of Wrld War Il had been an advant age:
it enabled RILG firms to install a totally new industrial plant. Con-
centrution and state intervention enabled F.R C. conpanies to nobil -
i ze the necessary knowhow and financial backing to adapt and utilize

the advanced technologies initially transferred into the country by U S. ',
to lag in several hone industries. notably steel.5 The F.R C. m-.
chinery and equi pnent. chemnicals and steel sectors grew especially
quickly in thc 19003. Only in the nost technol ogically advanced | CC
) tors. like petroleumand conmputers, did US. firms remain dom nant.
As F.11.C firnms grewin the 19605 and "105. they rnpidlyl expanded
their exports, and then their overseas investnents. By the 1970:. only
| Japan exported as high |: percentnge of its output.,2 The F.R C. com
pani es by then were investing nore capital outside their home country
i tIm foreign firns were investing init.
| penetration. In contrast. U S. transnationals permtted theirequi pnment
I
Tabl e 2-2.
Foreign Inveotnment in the F.R G conpared to |Investnent abroad
by P.1LG eonguuleu, 1956-"76 (in nmllion- of Deutoebe Marker
I
| Average nununl enpil-l now for |nveutnell
| 1905-155 1969-72 1973-76
Into the FILC. 33" 3526 4715
Fromthe FJLC. 1498 3651 5087
Ration of uptiel inflowtn
cleit-1 oulnow 2.2:1 1.0:1 0-92.
Sour u: Deut schen Bunde- bl nk. Monul sberichte. rel evnnt yea". -
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Furthernore. EKG investnent: abroad expended nore rapidly
than exports: |,

The export orientation he- been greatly lItrengthened lince 1961. Wiile Il that
time 15.1 percent of industrial production went for export. in 1972 this there
reached 20.0 percent. . . .The oveneu involvenment of |We-I1 Cennnn enter-

prise. thrmugh direct investnent has developed Itill later then through exponl. "

F.RC firm’ foreign investnent totalled DVM670 million (8135

mllion) in 1956. By 1965. this annunl rate had doubl ed and began to
clinb nore rapidly the followi ng year." Between 1967 and 1977.

FJLC. foreign holdings nultiplied al nost aeven tines. from83 billion
to $20.5 billion.,5 It is inportant to note that F.R C. investnent data.
unli ke those for the U S. and Britain. do not include funds reinvested by
overseas subsidiaries. They sinply sumcapital outflows. To provide
conparabl e data. the F.R C. figures should probably be raised by a

m ni mum of 30 percent. so

This rapidly growing capital outflow reflected the determ nation of

the largest F.R G firms to take advantage of cheaper oversees | abor

and to acquire new markets for their expanded nanufactured goods

out put. markets which could in many cases be penetrated only through

i nvest ment . 57

FJLC. based conpanies, nmany still sonewhat snaller than their

U S. conpetitors. used their advanced technology to win contracts in
the nmore wenl thy devel opi ng countries. A director of Metalgeaellschaft
clainmed that F. KC. conpani es provided "lens capital, but nore know
how, technol ogy, advances in construction, corporate initiative and



experts" than other countries." The branches of industries which
predom nated in F.R C. exports and foreign investnent were precisely
those nost technol ogically sophisticated. In order of inportance. they
were: machinety. chemicals. auto. iron Ind steel. and textiles. Theue
branches exported In average of 29 percent of their output in 1972,
conpared to 11 percent for the rest of West German industry. In all
foreign production accounted for a higher share of total overseas sales
and grew nore rapidly than the average for the economy."

The six industries which exported and i nvested nost abroad were

thuue in which the inportance of foreign investnent had grown nost
eluMy or declined in the recent past. They were al so churucterized by
II'la highest degree of concentration in the FJLC. itself. Mny of the

dunmunt rotnpunirn in then.- bramhu. lile Sienens. AEC Tel rfunlen
"on in nu! the nurrrnsor- of I. C liurlwn. hull fllInlllInltrd mayo!
pluwlumiu liilin uut-ule (irtzn-n) I-riure hurld Wi H |’ utrngn
4, .
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i nvestment was even nore concentrated than was doneetic FILG

production. VWand Daim er Benz. for instqnce. accounted for 90

percent of all foreign production by FFR G eitto tinn- in 1969. The

three largest chemicals firnms, Hoechet, Bayer end BASF. held about 60

percent of F. KC. foreign investment in chemcal: production in 1971."

The high cost of sophisticated technol ogies and the rich involved in

i nvesting in themoveneu may explain this pettent.

F. R C. banks began to expand their foreign nctivitier rapidly in the

late '60: and early ' 70:. alongside the increned foreign investnent of

the mjor industrial firms. The Crossbnnken. with their close ties to

F. R C. -bued transnati onal corporations. organi zed bank eoneortie to

finance the massive expansi on of FJLC. exporte. Frequently the

F. 1LG govemment underwote the bnnlu financing package. for over-

| eas sales. '’

As the international nonetary crisis matured: the strength of the

Deut sche Mark hel ped the F.R C. banks nmove into intemtionel |ner-

Itets. The bunke’ new international strength was reflected in the growh

of the DM Eurohond market. monopolized by the Croubanken.™

Even nore than their American counterparts. FJLC. bank. con-

duct ed whol esal e operati ons outside the Federal Republic. They oper-

ated primarily through their own or uaoci ated consonin’e representa-

tive offices. and to e |l esser extent through local eftiliatee. eepecielly in

peri pheral countries.

In 1978, one authority observedu

Forei gn invol venent hu devel oped nix tine- :- strongly :- intern-1 bulineu

In the lust live yearn. turnover with foreign cuetonere hen nultiplied nore then

three linee; with donmestic custoners, in contrast. only one and e half tinee.

The three Croub-nlen today earn about 1 third of their total protite outside the

country.

The | argest banks increased their capacity to operate by formng inter-

nati onal consortia. Mst of thembelong t3 "one of inert! group: of

affiliated banks designed to Facilitate the nobilization of major inter-

nati onal credits. They provi ded nmenber banks with contacts in a |arger

nunber of nations than each coul d maintain al one.

Al'l the Crossbanhen joined international consortir-the Deuteche

Bank joi ned EBI C (European Bank: International); Dreadner Bank. the

Soci ete Financi ere Europeene (SFE); end Commenbank. Credit Lyon-

nni se end the Banco di Roma.u Through these consortia, the bank-

could draw on greater resources and contacts outside the FILG to

f

I
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tinnnce new investnents. in addition to their use of representative

of fices and their participation in consortia. the Crossbaniten operated

through Imiatel in developing countries. Unlike the U S. bunks. they

generally did not acquire mjor shareholdings in British or French

bnnlte. Rather. they forged links to locally based banks. In Africa, the

Grouhnnlten becane alliliated with or represented by banks in ten

countriel. nostly in west and north Africa. Theirahnrchul diugs in these

bnnlu ringed fromO0.4 to 18 percent. In South Africa. they opened their

own office. or jnined consortia to represent them They appeared to rely

on their luperit-r international contacts to expand their innuence.
Japanese post-wnr reconstruction followed a pattern remarkably

etmllr to that of the Federal Republic of Gernany. Sone observers

maintain that. after World War H "Japan was transforned into a huge

captive market for United States exports."'" In the late '403. the U S

supplied two thirds of Japanese inports. but bought only a quarter of

Japanese exports.u

U. S. conpanies nevertheless failed for several reasons to penetrnte

ananese industry even to the extent that they did on the FFR C in the

two decades after World War Il. First. the successful revolution in

Chi na convinced the U S. governnment of the need to hel p Japanese

industrialist: rebuild their own industry and "devel op

market. . . .in South East Asia in order to counteract Conmunist trade

efforts.""

US nmlitary ventures in Korea and Vietnamcontributed to Japanese

i ndustrial growmh by stimulating regional demand for both mlitary and



civilian goods. In the 19505, U S. military procurenents in Japan
averaged $600 nillion a year. As |late as 1958-59. the foreign exchange
Japan earned in this way covered |4 percent of Japanese inports. The
cncnlntion of the Vietnamwar provided an even | arger narket for
expandi ng Japanese productive capacity. In 1966-67. U S. nilitary
contract: with Japanese firns totullcd $505 mllion. and "war-rel ated
_cum’ " rytnunted for an even larger 51.2 billion. 07

.. Cc Japanese governnent had initially introduced rigorous nechan-
tetns to protect Japanese industry against foreign penetration. Afterthe
Second World War. all foreign ca pitul investment was subject to prior
aut hori zation by the Foreign Investnent Counril. Anong the nmain
criteria for this authorization were cunsidentinn: us to "whether the
Applied ruse would contribute to incrcuxi hg annnil furvign exchange

huhiing nm hitt’lilt’'f it would expedite imntriul :ierx-lupmnt am the
Pt’ munuc n-ii-rriinnre u! Jupun."" The annnrsr putrrnnrnt primar-
i’ Imell Il "intrmucing hmign tn’ huhlup an dnung funny: in-
WV W " WNAWRWgunman: nl-p’ ynmmaw mvm |
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vestments as devel opnent funds into Japanese indutttry.u This pro-

, tective policy severely restricted U S. investnment in Japan. After 1967.
| under considerable U S. pressure the Japuriese governnent gradually
elimnated restrictions on the entry of foreign capital. By 1975. all the
x remaining limts had been renoved." By then, howevet, Japenele
industrialists, their domestic holdings greatly strengthened Ind highly
concentrated. did not have to worty about U S. domi nation except in |

few sectors. U S. transnational corporate holdings in Japan in 1975
totalled only 83.3 billion. 2.5 percent oftotal U S. foreign investnent,
conpared to nearly $50 billion in Europe. /

; V Conpanies with inmportant foreign participation (over 20 petcent)-
mainly fromthe U S. -provided |l ess than 6 percent of the total Japan-

ese market sales in all except four’industries: pharmaceuticals (where
the marketi shnre was 8.2 percent); petrol eum products (56.1 percent);
rubber products (16.8 percent); and general and transport mnachinery

(6.4 percent). Only one foreign-owned conpany. the Japanese nfliliate ol
1 the U S conputer firmIBM domi nated the donestic market." Even
nore than in the F. KC , U S. firns doni nated what foreign investnent

there was in Japan. In the 19703, U.S.iconpenies held about four-lifthe
of it directly or indirectly. Foreign investnent was al so highly concen-
| here was any foreign participation."
I Ily the end of the 19605. the Japanese economny once | gein had
becone essentially divided anong a handful of huge Japanese owned
i ndustrial financial groups:
i Ench industrial youp constitutes a colonel pyrum d whose apex cnneiltl of-
i handful of |eading conpanies. The |oundntion conni-t- of thouundl of null
subcontracting firnms. The innuence of such pyram d. reaches every corner of
Japan. n
These ol igopolistic groups had been outlawed under U.S.| preenure
I inrediately after World Wi: H largely because oftheir tole in Japan’ -
" inmperialist ventures. The | aws were soon changed. however, and by the
eally '605 the groups had re-energed. 15
M t subi shi. one of the three largest. was lypicnl. Itl menber com
pani es engaged in finance, brew ng. tayon, paper, chemnicals. petro-
chem cal s and plastics, glass. mning and cenment, alum num and st eel
;electrical equipment. transport equi pment. and real estate. anong
fat her endeavors.mln 1970, M tsubishi nenber conpani es accounted
ilor alnost 6 percent ofthe nomnal capital ofnll Japanese conpnnicl. 11
t
i
I
[
trutetl. In 1973, the IS largest affiliates afforeign conpani es accountedw
| for over half the turnover and profits ofnll conpanies in Japan in which
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Enclr group wu nuociated with key financial inltitutiomwhich
pl ayed an inportant role in assisting themto accunul ate and rei nvent

capital
The "c-tllylt’ in the fomltion of induutriel group: wu loans fromlinenci-
institutionl. Ipecificelly city banks. to their eflilieted conp-niee fromthe

1950: to the lint hellof the 1960-."

Thirty-one percent of the outstanding 1974 debt of the Sunitono

Group nmenber conpanies. for instance. had been borrowed from asso-
ciated financial institutions. The ligures for Mtsubishi and Mtsui were
29 and 21 percent, respectively." A Japanese financial journal de-

t clued. "nobst industrial companies are actually run by the banks from
whi ch they borrow ""

The auto industry exenplified Japanese industrial concentration

Two conpani es controlled about four-ftfthu of its output. The | argest
tingl e company, Toyota. had been associated with the Sum tonmo G oup
lince 1970..1 Each of the two conpani es had taken over several smaller
l[inme in the 19603. As in the F.R C., the Japanese auto industry

eppl rently becane nore and nore pol arized between entirely donesti -
cllly-based oligopoliel and only slightly Imaller Firm associated with
foreign tranenationaln. The snaller auto compani es sold shares to the
big US. luto firms in order to conpete with the |arger Japanese firns.
Chrysl er bought 10 percent of Mtsubishi Mtors, the relatively snal
auto affiliate alone of Japan's largest industrial groups. General Melon



purchased 34’ percent of |suzu.

In the basic iron and steel industry, The big compani es produced

over nine-tenths ofthe pig iron. thtee-quarten ofcrude and rolled steel

and hal |’ ol special steels. Only ten integrated conpuni el produced Itee

"frompig iron to final products."" The sector was "often referred to u
the citadel of nonopoly capitalisni in Japan. :3

The reason: advanced for Japanese industtial concentration in-

cluded: (1) the Japanese conpanies’ desire to avoid takeover by foreign
capital; and (2) the need f 'ystcmmtic organi zation of technol ogy. .
This last was particularly significant in view ofthe | ending groups’ deep

i nvol venent in the devel opnent of new industries |ike nuclear power

and data services. Concentration enabled I1": donestic conpanies to

[1l1lte advantage of foreign participation to gain control over foteign

t echnol ogi es:

- - Japaneu- enterpriuu gencrnlly nought juint-venluve pulmhil-e uith Inn

"y: cutegneee in en attenpt to uplare ue- imu-tnol fn-1-1- by capitnlmg m
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superior foreign technol ogy. Thi- explninn why direct foreign inve-tnment con-
centnted in the mchinery. chemical: and petroleum!’leldl. "
The Japanese sovenment hel ped private donestic companiel to
adapt and control foreign technol ogi es. Because of deatnmetion during
World War |, Japanese firns |like those in the FFR G . had to install the
newest technol ogi es. The Japanesei goverment’s |icensing |ystem pre-
vented inports oftechnol ogy which would not. in its view contribute to
Japan’s industrial strength. The effect ofthis policy)": reflected in the
changi ng geogr aphi cal distribution of the technol ogical export: of
; Japan. In the first half ol the 19503, 89 petcent anpanese technol ogi -
cal exports went to | ess devel opedi Asian countries while only 7 percent
was sold | oNorth Anerica. By 1961. the Asian share had dropped to 40
percent. while the North Anerican share reached 21 percent.u Fur-
thernore, between 1960 and 1974. the value of |icensed export: of
technol ogy. as a proportion of the value of licensed technol ogica
i mports. grew from2 to 16 percent."
| Dependence on the United States as a source of technol ogy we.
overwhel mingly inportant until the WO03. About 70 percent of tech-
nol ogical inpotta |'rom 1949 to 1970 originated in the U S." By 1975,
however. the U.S. share had dropped to 50 percent and was still filling.
while the F. TLC. had risen to second place as a supplier oftechnol ogy."
The Japanese governnent provi ded essential support for the poet-
I World er Il recovery and expansion ot’the shipbuilding. steel, power.
coal and chem cals industries. The governnent save these industries.
now anong the top Japanese exporters, long-term |ow interest |oom
| and export financing,o
| O ose coordination of business. govemrment and banks helped leln
to become one of the nmajor industrial power: of the world. Its nodern
technol ogy gave it an edge over its rivals on the intemalional scene in
uevenl sectors. Japan’s "big six" nteel conpanies. for exanple. plo-
ducet| 80 percent of their output by the nbdern oxygen-blut system
i compnred to about 60 percent of the output of US. (inns. Japanese
" industry boasted 10 of the I5 | argest blast furnaces in the world)]I
Japan’ s steel conpani es noved further than any others in introducing
i computerized controls)2 As a result. Japanese steel output per wol k-
houi rose 166 percent between 1964 and '75. while in the U S it rose
only 17.5 percent. In the Inner year, Japanese steel workers produced
about 9.35 netric tons of finished steel per hundred workhoun. com
| pred to 8. 13 netric tons in the U S. 93
By the 19709. however. continued Japanese donestic economc
5expausi On confronted several difficulties. Two were mm ilnportllm
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lint, pran’s industry expanded and becane increasingly dependent on
imported raw naterials. By the 1960:, it was inmporting wool. natura
rubber, bauxite. phosphate rock and nickel; and over nine-tenths of its
demand for crude petroleum tin ore. sugar. and iron ore." Between

1956 end 1975, the share of inports in total coal supply rose from8 to
86 percent), The share olinports in iron ore consunption rose from 73
percent in 1968 to 86 percent in 1975. Second, as its donestic narket
becanme rel atively saturated. Japanese industry, like that ol’lhe F. R C
becane i ncreasingly dependent on exports. This becanme particularly
evident in the econonmic crisis ofthe 19705. The grow ng dependence of
Japanese manufacturing industries on expandi ng exports was typified

by the steel and auto industries. The auto branch. especially. began to
export rapidly when high oil prices cut donestic auto demand. In 1976.
the Japanese auto comnpani es exported about hullofl heir production. In



that year. while production rose 13 percent over 1975. exports rose 39
percent and domestic consunption dropped by 5 percent." It was

argued that "for Japan. . .steel exports are wi dely considered as a
matter of corporate survival." The country exported 44 percent of its
crude steel production in 1976.97

Low Japanese wages permitted Japanese firns to penetrate and

conpete effectively in overseas mmtkets. Resulting high profits cun-
tributed to rapid accumul ati on and reinvestment in new technol ogies in
expandi ng donestic industries. In 1964, |abor costs in manufacluring
avenged eighty h’ve cenls an hour in Japan. conpared to 84.61 in the
".3. In 1976, the average U. S. wage had risen to 812.22 an hour. while
the Japanese wage. although rising at a faster rate. had only reached
$6.31 an hour)" Only after the prol onged deval uation of US. and

West ern European cutrencies. in the context of Hom ng exchange rates
inthe late *70:. did the Japanese industrialists finally |ose this com
parative advant age.

Japanese transnational s began to expand their foreign investnent in
the 19705 to secure their hold on vitally needed sources of raw mute-
I"ials. as well as markets fOr_| heir expandi ng donmestic manufncl utrd-

sooth. Their overseas i mwnents nore than (1UUJIt’Il fromless than
leven billion dollars in 1971Wlu uluuw sixteen liilliun in 1976. The
Innm | licensed capital outflow fur investnent uwgec-d MS million in

["Isl-A: net! to 590% mllion in IUTY; iluul-lc-d the- tnllouing yrar; and
ruminunl lo rim at a rule of on-r $2 lvillumprr )rnr thnugh thv- nmd

"Ttk, um 1" [075v. it n"urhm 5.10 hilli-m w
Xnt (1'11) dict Ltpnmrr ["ulelgll instnrnl ntulllpl) inthe 2":th in
30"- Im ant rlunu lrn-tu O rlm; nt npmr- nnth m. mparnm huh
ke rul-rl t-Int-nv "1"1I"1. I"r-1tl thr Hut of Ihe 70-. (hr lelp nt ulnlr u
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i Japanese foreign investments was in Southeast Asia (where U S. invest-

; ments were mininm). oz By the early "10;. Japanese investnents in

1 Europe and the U S. were growing nore rapidly. although devel opi ng

countries still accounted fer well over half. Japanese investnent in

i Africa grewto 2.5 percent ofthe totul. Japanese lirnms were not allowed

. | by their governnent to invest in South Africa, which probably [imted

f the anmount of Japanese direct investnment on that continent. but they

. fuunt!l other means of participating in the prolitable South African

1 econony. (see below. p. 84). /

The structure of Japanese foreign investnents in the early ' 70:

i reflects the basic reasons for Japanese expansi on overseas. Like trans-

nntionnls fromother major capitalist countries. the Jupuneue invested

; primarily in mning. especially in devel oping countries. to ensure raw
materials supplies; and in |ast stage manufacturing to secure narkets.

9 The two | argest cutegories were fishing and mning (35 percent of al

| foreign investnents) and nmanufacturing (26 percent). The concentra-

tion on mining is far nmore evident in devel oping countries like tltoscjn

Africa. Over half of Japanese investment there was in mning al one.

Only alittle over a filth was in manufacturing. nostly |ast stage n-

senhly. "n

concentrated their manufacturing investnments, forthe nost part. in the

west ern devel oped countries and in a few regional centers in devel oping

countries, notably in Taiwan, South Korea, Brazil Ind. indirectly.

South Africa. Investnent in manufacturing. in devel oping countriel

aimed primarily to penetrate otherw se closed nmarket: And to like

I

| advantage of cheap | uhor

| A survey by the Japanese Export Inport Bank reported In the prinmary

reasons for Japanese investment in foreign manufacturing: good pros-

pects for |local markets (32 percent); abundant |abor (28 percent); and

donestic industry pronotion policy (16 percent).

Japan explicitly ainmed to develop raw materials sources overseas.

[

I This was achi eved by contracts and participation in equity. usually

I

through mnority shareholdings. "u In 1951-69, 36 percent of al

Japanese foreign investment was directed to such "resource devel op-

nment projects."' o, At first located prinarily in Asia. since the late ' 60!

these investnents had spread throughout the devel opi ng world. Mich of

Japanese conpani es’ resource devel opnment was carried on through

joint projects with trunsnntionuls based in other countries. notably the

United States. Britein and South Africa.

w2ttt T fvw WM m WY
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' Japanese transnationals. like their U S. and FIJLC. counterparts;
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J’' 0. D Table 2-3.

.pu | venee- ependeney and Resources Develo Int ' |
end 1975. for Iron Ore, Coal and Urenlun: 9 ° 963
lron Oe Co-I U

nnhun

(0000 (0000 (lhorl tonne.)

1968 1975 1968 1975 1968 1975

Dem nd 77.000 | M 000 45.000 87.000 -- 4 000

Oveneu Dependency 85% 90% ,

Devel oped i nport: 72% 86% 100% 100%

n %total inert. 10%52% 11 % 52% -

Note: 'In contrast to liml ' i
p e Inports. whlch are carried on thnu h f
tzl nuetlonl. Idevel opnent inports are inport-tion ol’ re-oureeo deteltini;

I rough J-pen | direct or indirect participation in devel opment. PC I
Scum M Saito. "hIn'n0O°’ "~

Econom ¢ 3md'. sumer’ 191 51".". Resource Devel opnent Policy. In Japan"
The growi ng invol venent of annnele lime in v r i i

prolects was reflected by their increased representatitih 2:31: ahntizs
hMet al Exchange. Until 1973. broken on the Exchange were all con-
trolled by North Anmerican. European and South African compani es B

the late 70:. Sum tono had obtained representation through bu iii Z

50 percent share in the al um num division of AVAX; M tsui purchased

3:



share? I n Angl o- Chem cals. a nenber of the South African An In

American Crotlp; M. Inn entered into a joint venture with ASARCOs a
US |irm NeOIWA, a Mtsubishi affiliate. and Metl | gesel |l schhft
corttrolled Metllgclellschaft Ltd.; Mtsubishi nlao acquired share: it
Tnllrld Tradi ng; end Consolidated Gold Fields. a British lirmwtli
Luca:ielltlo:South Al ston" holdings. controlled Tenant Trading with Maru-
Prohi bited frominvesting directly in South Africa. Japanese com

penee negotiated long-termcontract: to purchase raw materials es |le-
cmly neon end coal. there. These contracts contributed criticall; to ihe
econom c Viability of several major South African devel opnent pnjects

f Japtl neee auto conpani es nade a significant share ol hpanese nenu:

[ fcturlng tnveii2nents overseas. Auto firns controlled al nbst 8 percent
33917he foreign I nvestment and | oans ofthc top 50 Japanese conpanies in
deyfl’ A n tnportarit share ofthis investnent was in assenbly plant: in
Sl;mu:;:t;lg countries. Toyota. In particular. mvunced into Africa. *97
"and :panes-e firns. unable to conpete through trade al one. in-

m! curate: tn lust-slnge ussrnbly plants to uvure nmurkeu. In the

It wevemum the)- Intl larger foreign holding- than the much | arger

M
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conpani es. Toyota and Datsun-N uen. although the letter eeeh ex-
ported twice In much fromtheir donestic plants. 'O’
The How of Japanese capital abroad, lik’e thlt of the F.R C.. was
|argely controlled by a handful of firms. Five comrercial houlel con-
trolled al nost hal f-43 percent-of the foreign invenlnentl end | oam
of the 50 | argest Japanese conpani es. These top groups were Mtsui

M t subi shi, Manbeni. C Itoh and Sumitonp. 'o, The next | ngest

i nvestors were the auto conpanies. but their share in overseas invent-
ments was small conpared to the hol dings of these giants.

Japanese banks. like those of the F.R C., extended their operation
overseas al ongside and contributed to the rapid growth ofdirect foreign
i nvest nents by Japanese industrial corporationa.’" Starting in the

eatly ' 70: Japanese hanks al so entered the international noney market
through mnority participation in consortium bunks. nostly formed with
Eur opean partners. They established even fewer overseas branch net-
works than their F.R C. counterparts. They operated al nost solely a_e
whol esal e banks through their ties on the international tnoney nar-

ket. ' " They created jointly-owned nerchant bank: wi th Europeln

banks: Sumitomp Bank with the British-Swiu Bank. Credit Suisse-

VWhite Weld: Mtsui Bank with the British Hanbros; and the |ndustria
Bunk anpan with the F. R C. Deutsche Bank. ' uThe M tsubi shi Bank

hecanme linked to the Oion Bank. a consortium hank controlled by the
US. i'lrm Chase Manhattan. By 1975. Japanese hanks hel d over 18
percent of the assets of the top 300rbanlts in the world. ' '1
Ileiglltened Conpetition

The growth of F. R C. and Japanese industry and overseas invent-

ncnts | ed transnational corporations fromthese countries into direct
connict with U S. -hased transnational a. The changi ng positions of

F.R C. and Japanese transnationals anbng the top 500 conpanies in

the world illustrated their increasing inportance. In 1965. U. S. based
firnme constituted nine of the ten |argest transnational: in the world. By
i 1977, this figure had dropped to seven. Wiile U S. corporations stil

i dominated the top 15 places. primarily accounted for by their |eading
role in the oil industry. inost of the other conpanies in the top fifty were
non- Aneri can. Between 1970 and 1976. the nunberof U. S. conpani es

" in the top hundred dropped from59 to 40. largely replaced by Japanese
and F.R C firms. ' M

In the Field of international iinnnce. |likew se. the U S. hanks’ shim
itt assets of the top 300 banks dropped. The Japanese there. in contrast.
had risen to I E percent. and that of the EXILE. to Il percent. Cum

. =W N MTO-"T VE MM mloww 1T, Bt L
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bi nd. the trananationnl hanks based in these three countricu held over
two thirds of the Insets of the top 300. Only French-hesed hunks, wth
neven percent til the assets, were nearly as inmportant; and. as noted
above. sone of the larger French banks had becone elowy nllicd with
those based in the US. ' '5

Growi ng production in the core cnpitalintnati om and increasing
t-onpetition in the nost inportant sectors of industry, sharply reduced
the U S. share of world trade. By the early "70:, the U S. share of
manuf act ured exports had dropped to a Fifth of the total. Japanese and
F.R C. shares. in contrast. Wre rising rapidly. From 1963 to 197l . the
Japanese share rose over 40 percent to account for 10 percent of al
manuf act ured goods exports in the latter year. 'u

By the late 705, the growi ng pressure for governnent protection by

U S. industries. especially textiles. televisions. auto and steel’ '7,
underscored their weakness on international nmarkets. Wen world

demand began to fall with the 1974-75 recession. U S. conpanies could
no | onger conpete effectively in these areas. even within Anerica.
VWi | e they conpl ai ned nost about Japanese conpetition. the F.R C

had al so begun to penetrate the U. S. hone market.

Stummry:

The accurul ation and rei nvestnent of capital. nided by rapidly



expandi ng state capitalist expenditures on research and devel oprent.
revol utioni zed industrial technologies in the core capitalist countries.
They multiplied the size of investnments required for hnsic industria

pl ants. reduced the relative anmounts of |abor enployed per dollar

i nvested, and rapidly expanded industrial productivity. This process
fostered intensified eoncentration anong the lending industrial firms in
the core nations, and stinulated closer |inks between them and the

| argest national banks to ensure adequate finance. At the sanme tine. it
Ipurrcd the largest industrial conglonerates to conpete in a gl oba
search for essential mneral: and outlets for sale of their grow ng
surpl uses of mnufucturetl goods. including mmhimry tnti equipnrent.

But this process did not proceed evenly and harnoni ously nnmg the

CUR ("tlpitulist nations. The hnm industries anritish :Im Fn’lwh firnms
hnd It-mh’d to Ittttgtme. Over the: years. they hm immmd rmuch vitht'ir

171 Ttmulult-tl vupilul in the export tlt’I"1ttl! uf lhrir t-uluuinl holdings
[I1tlrm of remnltttg thrir nulnmvd t,tllltt" blit’ imthtnrs. US. |nna-
"fll-malu im-Ilrtl the mat nuns nt’rnmuhtni in ii md WnHIn hmup
["t’1-1-FAIl tmiu-In, npn-uily in England. 33mm an entrung whip-

"-k- then prnittnl’h- Aimen huumu. ICE lluttllllltoluil nlu |-euph
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