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CHAPTER 1
THE RISE OF CONCERTRATION
Introduetion

seononic terms that 1s widely
misunderstood by laymen and diversely interpreted by experits.

Eonopoly 19 one of thoas

Begause of this confusion,this thesls on Cansdian Honopoliesn
and Cembinstions begine with a disovssion of terminolopys
Henopolysin the practiesl sensey,refers to the single
gontrol of the souress of supply of 2 ﬁamm%éityi In theory
it alse lnvolves the absence of readlly availsble substitptes
and therelors a degree of price contvol. Because of the dif-
ficulty of evaluating this l&tﬁé? aapecty.in this discussion
the prectleal definitlon of monopoly will be used. Honopoly
dooks exelusivaly &t the supply side of the market. There
may be just az puch limitation of eompetition on the buyers?
slde, EBxolusive control of this sspect ls termed monopsony.
At the other extreme 1s pure competition which esists when
&ll sellers offer an identicsl good

and there are so many
gelliera that the amount offered by any one of them is too
small s portion of the total supply %o have any apprecisble
influence on ths-ggiﬁe% On the buyers' side of the asrket

1 Bye,R.T., Prinoiples of Econos
2 1bid., Page 347
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purs conpetition exists whore there ars go many buyers that

the amcunt teken by any one of them is too small & pertion of
the total purshases to have sny spprecisble influence on the
price. Both monopoly and pure competition;as defined,sre rarvse.
Diamonds and nickel are smong the ¢lesest approximations to

monopoly of & natursl resourse snd the market for s copson
variely of whesat or cotton 1a traditionally an exsmple of
pure competition. Belween these two extremes lle the great .
magss of economic aobivity under conditions of iwperfest or

- monopolistie ecompetition. The latter exists where sellers
ant identical goods and/op

gifer ¢losely conpeting vather th
there sre so fow gellers (buyers) that the smount offered
{taken) by any one of them ig s sufficiently large proportion
of the total purchases to have an appresciable influence on

the g@iﬁ&% In the business world this conditien inclndesa,
oligopoly where & small number of sellers control-the toisl
supply, follow-the«lpader industries,where there are muny
firms but & few are predeminantly largs snd control conditions
in the industry, and product differsntietion where the produssr
has some degres of monopoly through sxclusive sontrol of his
own brand or trade-muyk,.

The terms “monopoly” snd "monopolistiis®™ carry %&é impllce
ations. Plotures of the few profiting at the gﬂbli%vgggggss
and of exploitation and misery are brought to the minds of
many readers. The latter fall to realize that monopolies

are not necessarily evil per se, This srror is ra&éily urnders

1 Ibid., page 371.
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standsble, The history of the great majority of wmonopolies
hag provided adequste jnstifleatlion for these views, On the
gther hand,monopelles such as the post officeytelephone and
mint are in the public intersat, The term “moncpolistie®
is so broad that it can well be applied to 2ll but a few ind-
ustiles that approximate conditions of practicel monopoly or
of pure competition. The term *industrial combinstion® is
equally broad. It may be defined 83 a method of economie
ergepizetion by which a common control of grester or lessey
completeness i3 exercised over & number of {irms that hither-
to have,or could operate iﬁdegaﬁﬁﬁntiyi This econtrol may
be permanent or temporary.for all or some purposes. Thus
industrial combinations whether horigzontal and/or vertieal

often involve monopolistic competition or manopoly.

Bofore we can pass Judgment opn any industry the cond-
itions in that particular f£ield should be examined and the
standerd of public interest should be applisd. It is for
this ?&&35& that the Cansdlen nonopolies and conbinations
discussed in this thesis ave trested individually,and then
some general conclusions drawn as to results snd remedies.

Before this analysis can be vonducted Intelligently
i%'is negessary to ocutline the ﬁhigf.fagtaraa of the Canad-
ian egonomy. The reasons for the growth of monopolistie |
enterprise snd the methods used thersin must be sxamined.
Certainly no intelligent remedies can bs formulated without

1 HaclGrepor,D.H., Industrial Oc¢ i, (London Gen.Bell
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knowledge of these factors.
Feotors in the Growth of Concentration

The tendeney towards goneontyaiion in Canudian industiry
begen with the $ise of the corporation. In the enrly days
Conadion law wag %églisk Common 14w excspt where medified by
statute,. As early as 1834 the British Parlisment gave the
cownon law sompany.legal entity by Letters Patent, The firat
general sompanies legislation in the United Provinces of
Cenadaghogever,was not passed till 1849, At first the corps
orate Form of enterprise was not partlenlarly popular.ss the
sinpler forms of organization eould,in the mi&;&h&aﬁa sufte
isdent capltal. The need for larger and larger amounts of
capltal was to be the cutstanding besis for the development
and growth of the vorporation. It wes not vatil the turn of
the sentury that this form of enterprise came into 1ts own
in g@g&i

Technologicsl developmenta hed brought in

provements Iin
trangportation, In Cansda,the railway bullding boom of the
“gixties” had linked the Best and West. Wider markets were
now opan. JImalgretion snd expansion in the Praivies during
the wheat boom of the late nineteenth and early twentieth
gonturies provided added stimmll. Technological progress with
i1ts emphasis on machinery snd stean had demonstrated the ade-

vantages of centralization sad large-scale production.

Improvement in transportation and growing markels brought

1 Report of the Royal Commigsion on Price Spreads.,{ Ottawa
Printef to the King's Host Exeellent ajesty,1937)
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these benefits within reach. The corporate form of bhusiness
organization provided the huge a
The latter aleo brought the division of ownership and contrel

which proved te be so ilmportent in the buillding of large corp.

aounts of sapital neveszary.

orate empires.

The larger business unils appesred {0 give genersl prome
ise of lower oost production. Sige became the measure of the
suoesss of an onterprise, Even where larpger firms were vnable

to produce at & lower cost than thelr conmpetitors, they sould

engage in ruthless price warfeye, They were sble to sell bel-
ow cost and ebsorbh losses out of thelr huge esplisl until se
aller competitors wers dviven from the fisld. Cut-throat

gompetition was aslf-npnihiiating.

nly the strongest surve

ived. The sdventages of coe-operation became obvious fo the

romaining firms. Hany business meh cams 10 belleve that the
advsntages of expsnsion were indefinltely cumulative, Here
they were wlataken.

& groving body of evidence today supports the view that
aome of the largest flrms have reached the point or passsd
the polint of inorvessing returns to seale of g}.as;%i It is obve
ious that the sizey,growth and effigioney of such corporate
empires ls limited,for example,by human managerial sbility.
Cumbersome profuction and aduninisiretiongneglent of detsil
and sxtravagance result when thig boundary is passad,

1 Clark,J .M., "Towards & Concapt of Yorkable fa&y&?iﬁi&nﬁ
&mﬁﬁgﬁ E‘ﬁiﬁi@ﬁiﬁ éﬁ&&ﬁi&tﬁﬁﬁ, Readin _the
Boeial Control of Industry.{Fhilsde. § 18, BlaKlston
4 ’ Co, 1*3*42} p&ga 463,
Leonomig ¥ @ nhesory, iﬁhiﬁ&gt Univer-
& ity %;asf Giaiaagc—z ﬁﬁss,;{}éd, ?agﬁa Sg-eéé.
Theory of Price., {(New York,; The Maociillan Co,
1947), pege 138.
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The gtasgnation argunent provides anotheor explanstion for
the growth éf monopolistic enterprises The rapid szpanslon of
the last gentury was based upon the triple foundation of te=
chnologicel lmnevstliongthe opening of new territorles and

rogoureesand population growth. These fastors made poaaaibe
ie not only s rising resl iﬁ§$§§i§%£ also & reascnably high

They offered plenty of

level of employment
opportunities for profiteble investoent.
Today there ars no nore laportant aress o bo opened and
Spulation growth hes definitely slowed, A & resulit.we are
nology te provide the necessary

more and more dependent en teod

opportunities for enpital lavestuent. Insofar sz it falls to
4o so.dncreased %ﬁ%@%ﬁiﬁiﬂ&f&ﬁ%@% returns on investment,lower
Iinterest rates and profits are probeble results possibly
Pdainating in 2
not deny repid tecimwologieal change but rather,believe that

sgononie stagnetion.

such ehengs recently has been Yeapitalesaving™ rather then
¥eupltal-requiring®. They polnt out that Eusnetta dats of

ten year averages shows a felling trend in the ratic of output
of profucer*s goods to that of final products from 1919 to
the beginning of ¥orld War 1l. They euphasized the fact

thet the larger the smount of eapital in the counitry,the gre
pater the deprecistion reserves will be, Suoch allowances
bear no relation to any specifie worn-out suachine, These
reserves allow the sodernizing sand lmproving of capital equle
puent In line with new technology without tepping any new

68, (New York,Prentiss~Hall,Inc+

kY ﬁ%ﬁ&?;ggéi ) , »
1241.), Page 147,
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5&?&@3% 1f recent technology is *oapital-soving® 1t can
hardly provide sufficient opportunities for new investment,
in the face of the decline of the other btwo stimull,popudlet-
ion growth and territorisl sxpension. Large im*aztgrs and
menagement are probebly elresdy foaling the effects, The
tendency towsrds ineressed concentyatleon is the result as
these people attempt to meintaln the flow of prelits by
sontrolling the warket.

From the forepoing summary,it would seen that the entrs
aprencuy in many fields of endeavour was forced 1o conbine

in order to survive. Inthalt sase smonopolistic tendencies

would be the leoglesl vesuld of our seonomie developeonent.

The fact that many snbrepreneurs 4id not combine and that
independentindividual Tirms have suecssefully met the
competition of combinations seems to invelidste this argu~
ment as a goneral explanation of the growth of ceneentration.
befendars of
great econosies eliminating the wastes of compstition and
henefitting soclely,. Hven iIf it were sstsblished thet comb-

wonepoly also argue that combinations brought

inations vesulted in wore economicsl production, 1t does not
negessarily follow that the monopolistie producer would pasa
this ssving on to the consumer apd to soeiely. Thongh there
may be some truth in this viempolint it is not the shols
sxplanation. It overlooks the human element,the individual's

freudom of cholee,and the Influence of the mores of soclety.

1 Terborg,t.. The Bogey of Eeon Lk 5y Summary. Page 33'
D xﬁ;@;g%}sgg;g*g,, Population Problems, iﬁﬁﬁ ¥£¥§k aﬁé §4§§ﬁﬂﬁg
HAoneawsllll ¥ £ thﬁf;g 1%3 page 3§?
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If the common a primsry purpose of monopolies snd
combinations wes the avoidance of the ruin end wastes of
ivity along these lines during depression. The tlme for

setition,then we shourld expect to find the grestest ast-

saivation of an industry for continued public servies is

when markets are disorganised. Ifyon he other hand
ing of profite rather than the svoidanee of losszes wag the

sEhe resp~

chief motive,then we would expect the gestest sctivity slong

- these lines during prosperity. Prospects of high gains are
never so good that progspects of higher gains way not be more
attractive to the business men. It Is vnlikely that any entpe-
epraneur vho 18 of necessity largely driven by econonic mobe
ives,would pass up an epportunity to further augment his
income. Becsuse of the variety of ferms which monopolistic
organization takes,dit is 4iffioull Yo ascertain the relation

between the conblnation sovement and the business cyels. Looser

A' forms of control such as poocls,or pentlemen's sgreements often
remain secrel. An analysls of Canasdiap consolidations shows
thet the majority of them soenr in boowm pericds. In 1928,
there wers sixty-elght,in 1929,sixty-seven,but in 1933001y
sis% This is not to say that all of these consclidations

#ware based upon grogs;relentless gearching for monopnlistlce
adventeges. Certainly some of them vepresented a judicious
expansion of the exlating faeilities of a gfﬁﬁfiﬁg business,the
the dividing line is largely & matter of personal Judgment.

It is equally true thet the search for profit was a deminasnt

1 Report of the Hoysl Commission un Prics Spreads.,{Ottawal
Printer to the Xingt's Most Excellent Majesty,1937),
paga 28,



Do

motive in the majority of ceses, OUpe might argue that this is
as 1t should be,for is not the profit motive the incentive,the
driving Torece of our sconomic systen? In theorelical sconomic
anelysis do we not assume thet the individusl will sttempt Lo
maxinize bBle income? Fes,we do but with growing reservations.
%&%ﬁ this iz done at the expense of society as & shole through
the mopopelistic eontrol of prices,it can not be gondoned,
Here we night ask why the profit =
In the period of extrsordisary chenge which we tern the indusg-

otive is dominant.

trial revolutiongnew techniques eaused great changes in ssiab-
lighed habits of thought and sotion. Conventlional norms of
behaviour were g%ggt away. A social philosophy of “sink or
suin® developed, Individusl initietive and self-seehing were
exalted, The growth of gelence made possible the sadisfaction

of so meny mors of mankind's wents and provided means to fesd
snd clothe 21l menkind. It left the developement of the
humenities far behind. JIn such an environument,clever,embit-
iocus men wers able to engape in anti-scclal agtivities.

The procsss of inatitutional adjustment was slow, A& lege
al frame-work based on the principles of laissez~-faire (regards
ad by ita supporters as & program of ldeal government for a
community and which was originslly based on the simpls handi-
eraft industry) was enforced long after these conditions had
largely disappsared. The results were Injurious to publie
walfare and aided the growth of trusts. Even today,the probe
lem of Institutional lag 1s #o serious.in the opinion of som

1 H.%.%atkins, Indugtrial cCom tion ' 0l ie:
{ﬁsﬁ‘ﬁark aﬁé Eﬁgiﬁngﬁeughtﬁn,ﬁirfliﬁ cﬁggl?g?%
P30,
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' 1
writers,that our whole economie system lu endangered. .

The sttitude of brohkers and prowotors was snother fastor

in part responsible for the tendency towards concontration and
its relation to the business oytle. During prosperlity it is

- relatively sasy to sell s%ﬁg%igiﬁa'ﬁﬁ’tﬁs publle and the
volume of flotations wlses, Investument dealers hunt for 1sse
ues to meet this desand. They know that the miccess of their
investaent house depends on turnover. Sales volume must be

naintalned to carry overhesd szpenges. The dealer is always

looking for securlities to sell,preferably good ones. These
issues may coms {rom new epucerns of ra-prganized,established
Lirms, This Tsct glves consclidation and re-finaneing oper=
ations further impetus. Dealers themsslves,may attempt to
promote sueh asctivities in oprder to be assured of sesuritles
to sell. The sarnlng record of elghty~seven Cansdian consol-
idatlons eonsummsted between 1900 and 1920,and one hundred
and thirty-one formed botwsen 1921 sand 1930,suggest that the
mortality rate for such concarns is heavier thon for business
as 3 whole. This is due to the weozlness of constituents,
exceasive caplialization;stock watering.and 1afari@§>§aa&g§~
ment agsociated with sudden rather than gradusl growth, With
‘one exeeption the earnings of all these gonsolldations fell
below the estimates given in the original ?ﬁﬁgg&&ﬁasf

It is clear then,thet relentless and gellish profil-seek-

ing was the dominunt factor in the rise of nonopolles and

combinations, It is true that some forees in ocur eeconcumic

1 H.B.Barnes, Society in Transition, (New York,Prentics~iall,
- Ine, ;1?3? }g P 429 =30,
2 HBeport of the Royal Commission on Price Spreads.(Ottawag

Printer to the Kings Moat EZxeellent Majosty,1937), p.32.
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and soeial organization tended in this direetlon,but the def«
enders of monopolies and combination overstate their import-

ance,
The Eeonomles of Large Scale Production and of Combination

“Now let us tnrn to the elaim that combination and monop-
oly bring acsnemies ana oliminate the wastes of competition.

Large seale eperatiens are said to be the basis for many
acononles ih praduatian. They'allaw'greater speeializatioa of
labcur and more extensive use of s§eeializea machinery. Gre~
ater production at lower cost is saild to result. Standard-
ization is a ﬁeeessary pre-requisite, It is obvious that lab-
our which is highly specialized by task,can only be used where
gfeduetion-eanﬁbe'breken down into a nuwber of diﬁtinet steps
on an assembly-line basis. Bach process 1s standardized,as
ig the resulﬁéﬁt produet. Though %his division is the basis
of speclalization it also has its limlits and disadvantages%
On the ﬁarket the demand for a standardized produect may be
limited by the desire on the part of certaln consumers for
different styles. Consumers vary mentally,physically and in
theilr tastes. The fﬁrther standardization proceeds,the grea-
ter is the opportunity for an en%érp?ising competitor to ar«
ise and divert demand by affefing an unlgue,non-standardized
product. In addition,standardigation brings with it uniform-
ity in production methods., This often reduces the opportunite

les for improvement. Where a variety of methods are used

1 M, W,Watkins, op.ecit.,p.30,
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comparigons as Yo thely relatlive efficlency and productivity
are possible, These eften result in better technigques and
Jower costs.

Large~sesle enterprise is said to reduce waste by making
the fullest possible use of the various by-produets. However
if the by product i3 readily stored and shipped,if its use

is in no way rolaeted to the manufseturing process from whieh
it is derived,and if 1%t requirves & long process or gpecial
technique then 1t may be just as well utilized I1f 1t goes:
from several distinet i?gﬁﬁi&&ti@na within an induatry to

independent g@ﬁéﬁﬁsﬁ?ﬁ;' ¥hen these conditions do not held,
the large-sesio plant hes 2 definite cost-adventage.

The greater continuliy of opevetion characteristie of
large~seale producklon alse tends to veduce costs as less
time is lost stopping and starting the verious stages ln the
preductive process. Though a number of ways of Insuring
eontinuous opsvations,such as foresight,the maintenange of
good eommercial relaiions snd the support of tenacious deme
and canie weed by both small concerns snd large ones, it is
true that the latter are boetter eble to use thereserve
polioy ® methed becauge of their large capital, However,this
poliey of bullding up inventories in the zlack perlods to
meet damand in the busy ones invoelves the expense of storing
and fusuring as well as the visk of priee change. Often these
costs more than offsel the saving of cuntinucus production.

Another advantege stiributed to large-s¢ele enterprises

1 H.B.Yatiins s gust 7 Bk S ler RLIONS “ £
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and to combinations is thelr abllity to hire the most eapable
managers and specialists, The recvent growth of sssceistions
of englneers,accountants and market snalusts,eie.ghas reduced
this adventage by making the services of such specialists
avallable to swaller firms who could not siford to employ them
full-time. It 38 true that large firms way be able to lmprove
their position through patent holdings snd technvlopy by mai~-
ntaining large private research lsboratories which smaller
firms can not afford.

Ve have discussed the chlef advantages of the large-scale
plant and its limitations. The etonomies exist whether or not
such & plant is & unit in & combination. Thess can hardly be
used as a defence of the growth of concentration which Invelve
es common ownership and management of & number of plants,

Buch savings sre dependent upon the extent to which large<scale
methods can be applied to the manulacture of & produst, If the
demand for the produet is small,or the product ls larvgely hande
Aﬁ&éﬁglaﬁgaﬁﬁéﬁlﬁ-F?%ﬁ&ﬁtiﬁﬂ is insppliecabie. Even where this
technigue can be used,;recent developmints hsve made the same
benefits cbtainable with a smaller-sesnle production. In other
words,these new methods have tended to move the optimum plant
end the point of diminlishing returns towards smaller-scale
operations,

In the past,;stean power,speclalized machlnery;hesvy metals
{iron snd steel) and railway transport were the bases of the

growth of eﬁﬁggﬁtratiﬁﬁ bepun in Caneda at the turn of the



century.i Steam powsr could not be transmitted over long
diatencess 1t had to be used elose to the place vwhere it was
produced, By its very nature,it was more sconomical when
applied in rather large units to mechines situvated in a small
ares, The speclalized machine driven by stesn waas limited
iﬁ-;gaaﬁiﬁauéy the gysten of belits and pulleys that transmi-
tted the power to 1t. It was only useful for the specific
purpose for whleh it was desipgned. These factors culminated
in large-scale producilon, ’

The economies of inereasing secale of plant were largely
bassd on the lower cost mssveiated with the specialization
of labour and the use of complicated machinery., Large complex

machipes sould only be utilized when production resched an
sceelsrated pace.. Snmaller &Eﬁh&ﬁ%&g@&fﬁiﬁ&l&?ﬁ? %h&ﬁg AFA00=
iatsd with the production of hsavy metal goods,were often
impractieals they proved wasteful in thelr use of power and
in thelr demands on labour bolh for construction and operete
ion. ¥odern technological development has tended to overcoue
the disadventages of the smaller machine and offer HOTE Opp-
priunitles to the mediun oy smell-seale plant. Eleatriclty
can be transmitted hundreds of miles cheaply. Industry need
na longer gwonsider the proximity of cosl suppliss but can
chose its locatlon on other bases,such as proximity to mark-
eta. ﬁlé@g with electrieilty, the new independently-povered,
multis-purpose machine was lantroduced., It enmbodied fresdom
of loestion snd varisble spesd. Such sachines with 8 set of
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fixtures,for exanple,lathes,conbined high spesd and Ilexib~
ility of product.

In sddition to these developmenta materials,such as plasgte
ies,plywoods and light metals (aluminum snd manganese) that
are easier to work then ivon and steel have been intreduced.
The mesnufsoture of goods from such materisls requires less
capital equipment to produee the sswe outpul. Hew fochnigues
sueh &8s éiamﬁgﬁtiﬁggsgaﬁwaiéiﬁg;g%aﬁgiﬁgwfﬁfmiag have a sinile
ar effect,l.e.reducing the smount ﬁf‘gagitéz egulpnent necag~
sary to produce a given &?ﬁi&iﬁi The development of indus~
tfigl measuring end soplirelling instruments siso aids this
tandency, Sueh devices ensure acouracy and guality at high

spoads,increaging the effsctiveness of sxisting capacity.
They also improve the gontinulty of operation and reduce the
number of breakedowns,so that fewer atand-by machlines are
neaded. Aute %ﬁé‘ﬁﬁﬁﬁk tranaport ag a subatitute for rall
transport have ceontributed to the E?%Eiﬁg efficienaey of the
_ éﬁ%liﬂ? plant. Ait has transferred the iﬁf&gﬁ of ?&%r@ﬁsés‘
and the outflow of f;aishﬁé,gﬁaﬁs from & national patbern to
8 locel one. |

Bany of these aspents are still irx their infeney and
their adventages sre just beginning te Ee realiged. There
is little tongible evidense of any movement towards mass
decantralization as yet, However,there is 1itile doubt that
these developments bring the advantages formerly confined to
large plants withln the geope of smaller units.

1 J.H.Blelr, BDoes kafg@mgﬁﬁlﬁ gﬁt&f?ﬁiﬁ@ Lowey Costh
dmerilcan Leoromle Rey. Jpapers and proceede
ings of the &iﬁ:iath’ﬁnﬁngl Heeting. (May 1948),
Pa 132~139,
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These innovations seen o gsupport the Pshagnation®™ arge
ument that technology ls Tespitel-gaving®. Wew methods have
reduced the amount of ¢spitel eaulpment,measured in dellars,
necegzary to producs the sase outputithe production per
dollar of investment hes risen. On this basis the'stagnation”
theorista.as we heve seon,lock forward to sconomie guieacence
and the sventusl dependsnes of the sgonomy on government
messures. However,no man knows the future. It mey hold
Juat es many epoch-making imnovations as ths past.,all of
which reguired large,new capitel investments. In any ocase,

who is to say with the rapidly brosdening scope of humen

egonoaie activity,that numerons small ianovations may not
provide just ag many opportunitles as the large ones of the
past, Certainly there is plenty of room for Improvemont in
the world's resl income,;and this mey require expanded produce
tion fsellities end proportionste eapital inveastment,

Insofar as the a@énﬁaiés,rﬁaﬁlﬁiag from the specializ-
ation of lebour are concerned,the following statement of &

proninent business man may be sons indieation that certain

lsrge firms have reached,orf excecded the limits of these
BEDNONLES, »§§rh&§£ a reversal of the trend towsrds largey
plants is imminent. Wilson,the President of General Bleetric
Corp.,in the United States,sums up the sxperience of his {irm
in the following Eﬁfﬁ&%vg Bhere fewer people work in a plant
msnagement has been botler able to organize Tacilities and
peraonnel so that lower costs and better produvetion control -

1
have resultedy

1 iy 5 D140,
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Two juportant limits have come Iinto plav. In the {irst zlsee
the output of & labourer wlll pgenerally inerease move when he
is reduced from three tasks to two,than when he 18 roduced
from two to one. This is beoause the intensive utilization
of the lserning ability of men is subject to dimlnishing reg-
turns. Onece the man is totally occupled with one task,fur-
thery expansion of output will gseurs no further sconomies
in that prosess. All It can accomplish is %o place another
man besides him performing an identicel,.sposcialized task. Yhe
benefits of managerisl gpeelalization are alse limited. As
& Tirn grows & heosviser burden is placved upon menagement. The
final avthority to make declisions gan only be subdivided or
delegated at the swpense of vniform and eonaistent poliey,
Un the other handyexeesslive centrallzation of authority brin-
£% bursauerascy and red-taps. Large £i¥ms-atﬁe§§t to steer
& middle couvse betwesn these two sxiremes,but never achieve
the conpactness,flexibiiity and singleness of purposs of med-
Ium-gized fii&ﬁf

How let us turn o the advantages which are gsid to ace-
rae as a result of combinatlion, that is to say,ns a result of
compon ownership and control of & number of firms. Jn the
field of production eowbination sillows greater specislization
and integration of plant. Over-all efficlency ean b increaw
ged by Shﬁtiiﬁg'éﬁ@ﬁviﬁﬁffiéiéﬁt plants,or by having each
.ﬁaéstitﬁsﬁt produce what it can nanufacture sest eheaply.
Integration of the vaviocug levels of production back te the

1 G.¥.8tigler, Cita,?»lf}ga
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gources of materials end supplies 18 said to result in lerge
seonvmies due to the absorpilon of the numerous profit marge

ins involved in the repested handling of the unfinished mater
ials by independent denlers. This view overlooks the econonie
legitine

oy of competitive profits,the fact that they are ecare
ﬁﬁﬁ-gfafitsi Insofar as the successive steps in the DPrecesss
ing of ravw material are competltive and allow scope for speciaw
lization of productive serviees.the manufacturer who integratas
back to his sources may be at a disadvantage. The pooling ef |
the technicsl knewledge of the individual firxms is cited as
&ﬁ%@ké? sdventage of combination. The greater bargaining gﬁwé
ar of the combiretion may bring lﬁ%&?’ﬁ&ﬁ§?131 §§§§3;thﬁﬁ§ﬁ
this is frequently overstated. Prices of raw materisl in ale
most every line are fized in en open market where sizeshle
purchases zay have 1ittle effect on the ﬁu?fﬁﬁkfgﬁﬁtatiﬁﬁf
Selling and digtribution costs can also be lowered both
in total and on & per unlt besis. Savings iﬁ advertising coge
ts which are so wagteful undsr competitive conditions,ars
emphasized by the defenders of combination. They fignore the
fact that under puvre conpetilion there would %é no advertig-
ing cost. Each indlvidual firm could elways ineresse its sales
by lowering its pries. Yhere competition is ilmperfect though
gaverd,s cortain smount of the advertising done,lis useful in
scquainting the consumer with the varlous products snd shsble
ing him to better satiafy his wants. GSowme advartising ls necese

sary oven for & monopoly in orvder to prevent the diversion

1 M.W.Patking, pp.eit.p.64.
g EB& -ﬁg. ga"&zﬁ. ’ .
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of purchasing power to other industries. The sevings in ad-
vertising eosts can not be very large.

If combination brings certain sconomies it alse brings
offgetiing disadvantages, The loss of personal contact bets
ween the worker and mansgement.the lowering te incenilves to
effliclent operation,and larger,nore cusmbsrsome administration
may result in higher ¢osts., Huge corporate @%g&ﬁiza%igas P8«
gquire expensive agcounting and contrel devices. Thay expars
isnce diffieulty in obtainlng the guality of munagerial sblls=
ity necessary. 411 these factors contribute te the possibi-
1%y of ineiflicisncy.

The foregolng discussion hus stiempted to show that many

of the economies of large-seale production have been overs

emphagized and are subject to limltations. In addition,rec-
ent technological developments have made these svonomles av-
ailable to smaller concerns. These advantages sxist apart
from any grouping of planta. 8¢ far as combianstions are cone
cerned,the savings elaimed to result seem largely illusory.
It would thus appear that sombinations can not be defended on
these grounds. Insofar as they ave used ss & means of rest-
rieting competition,fixing prices,ete.,they are socially

undesirable.



The ters "Combination® simply mesns s unlon of persons,
natural or corporste,to make a whole,or greoup for the pross-
gution of some coEmoOn pPUrposs.. Thug,s clessification of
combinations must lnelude two general typess firet,the simplse

sombination or associstion ﬁ%iﬁh.iﬁ?ﬁl?ﬁs~ﬁhﬁ diract combina-

tionn of natural persons,for sxemple the various forms of
business organizatliong and seecndly,the compound or induste
rial combination whieh is a combination of simple &33&3%&%1&&3%~
The latter is of greater ispovrtasce in the study of sonepole
istlc orgenization.. Henes,throughout this thesis the word
‘gombination™ is used to mean industrial comblpation.. This
can be divided inlto thres gfgﬁgaf

{a) Association {the loosest agreement directly bete

woen individusl nmembers of different simple

combinationsy trade aascecistlions, snd sone
sinple agroements)

{b) Fsderation { 2 comblnation of organizations
whieh remain separate and retain considerable
autonomy; most simple agreoments,and pools)

{e) Conselidation (a couwbination of business

' organizations in which,while the members

1 Ses Chapter 1;?@3& iine 8,
2 §;E;§aa%y,yéc : ganigzat

don., (New Yorks

20,



21

gy remain nosinslly sepsrategthe directlion
of the whole is fused);

Partial Consolidation
{through holding securities)

2 Cemplete Consolidation
- (by amalgamation or merger}.

The first elassification,a loose agresment bhotween
individual members of different assvelations,is of 1little
Importance as compered with comblnatiens of organizations.

Gentlemen's agreements,and Chanbers of Com

merte are good
axnmplos of simele agresments thet fall inte this category.

Yederation,the next type of combination includes the
wajority of simple agreements. Huch agreements express undere
stending between separate buslness unlts insofar as they do
not eonsider any collestive control of the output to be wepe
keted, PFrices or trade practices smay be regulsted,but supply
and é@@ﬁﬁﬁ;ﬁﬁ& prige-peking conditions are not restricted,

These arrsngone

ntas mey be leeal,nationel,or internatlonal in
8oope.

&8 we have seen,simple sgrsepents aze divided between
federstion and sgsoplation. They ivclude both gentlenen's
ageecnents which trust to the spoken word of the parties for
thelr enforeement;and wrltten eontracts which set down reg-
ulations and provide various devices for compulsion. Class-
ified according to thelr purpesse,thers are two general types,
the terade eustoms agreement,and the price agreement. %The
former makes no sttempt to regulate priess, Chenbers of

Commerce quote prices,advertise;inspect shipments and supply
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information, & trade sgsocisation within s single industey
may attempt to regulate discounts,shipping.methods of payment
ete. Often its exlatence in no way affects the competitive
eonditions within the industyy. It may heve 2 political axe
is; grind ,for example,the Cenadian Hanvfacturers Assocclation.
The history of this Azsceistion demongtrates that sombe-
ination brings political as well sa gcononic power which ¢an
" be psed for selfish ends., This orpgenigstion had its beginn-
ing in the Agsoclatlion for the Promotion of Genadiasn Industyy
which was organized in Toronto,1858,%o recommend tariff
adjustments. It was subsequently reorganized in 187588 the
Msnufacturers Assveiation of Ontarie, In 1877,its neme was
changed to the Capsdian Wenufacturers Association. The latter
played an lmportant role in the framing of the tarifif act of
1879,by voicing the needs of the then scattered and economics=
ally wesk industrialists who lacked other mesng of wmaklng
thelyr reguirements known. Though originally Just s politieal
pressure group,its activities steadily widened as mepufsctur-
ing industey prew in Canade,at the beginning of this century.
The Assoglstion in addition to waintalining professionsl lobb-
?&gt&g&sﬁisﬁgé members in fighting trade union,veceruiting
gkilled workers.and negotiating with railways or {ire iansur-
ance eompanies. Howsver;as industry sxpanded there were inc-
reaging confliets of interest bolwesn the varlous nembers of
the Assceisation. This was sspecially trus in the tariffl fleld
where manulacturers tended o ask for,and support tariff red-
uotiona articles which were the finished product of & Cane
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adian employsy. In the facs of these ascute differences of op=
inion the Assoeiation had difficully im formuleting clear-cut
polieles,and ?i?téaily geased to set as s unified presaure
group, It tended to concentyrte on professionsll services

to members or on general consideratlons of tarifis,transport-
ation or lsbour problems. The Assoclation through wvigorous
propagenda compaigns still exercised considerable political
iaflusnce and continues to do so. It played en important
#ole in erousing &%ﬁéﬁ%&gﬁ and sollecting date for the
Imperis)l Confarence of 1930,snd the Imperial Boonomie Confer-
gnee of 1932, However the growth of legislation affecting
eortain types of industery after World War l,led to the smploy-
mnent of professional lobbyists by pavblieular induatrial gre-
oups a8 well as by the dssoclation. Large eorporations sugh
a8 General Hotoras,Steel Co.of Canadayand Cavsdian Industiies
Ltd. ybecame important politiecal gaﬁstitaéﬁaiﬁswwi%ﬁ problens
pecullar to themselvas,and to present these at the seat of
governaent yequired special sgeksaaaﬁi Thus,though the large
pepufactoring copncerns retained swabership in the Association
it was chilefly for ressons of goodwill. The large corperstions
had the egonomie and political power te sake thelr wvoicaes
heard. 1t was the small concern which received the real benef-
it from the &ssoclation, Lacking the facilities thonselves
they cbtained the adventages of the professionsl asrvices
supplied by the Asscalation.

1 8.5, Clark ation . (Torontos

énivﬁygitygﬁfﬁ%axgﬁtaiﬁresa,1§3§ﬁ}>?;?1;
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Price agreenonts,the other type of simple agreement can
be subdivided into two groups. Some ave for industrial purp=-
paes and attempt to meintain the priee level as fer as preetic-
able above cost. ©Others are é&r&iy temporary,for purposes of
speeculoetion., The latier aim to affsct the price of a certain
comnodity or sepurity for a %?iﬁf.§%§3ﬂ§?3§ the ﬁarﬁiéﬁ Loy
the agreswent ean thereby benefit. Often this s ﬁéﬂ& by
gaining a tempovary monopoly of the asvalleble supply,that is,
by getting a "eorner” on the market. Industrial price agree-
ments may or may net iavolve a ssles agsociation. In sous
cESes %h@~iﬁé1¥i&&gl members market thelr own production,
while in other cases the entire output of all the $§H§Q?$
is disposed of by a s&iéﬁ:gagagéfwéf organization., The ine=
ome is distribubted secording té'tﬁé inrestricted output of
the individual ﬁﬁﬁbﬁ?ggim~%ﬁi§ Ly pés

Often price sgresments are ﬁﬁféfﬁﬁﬁ by patent control
or factors' agreements instesad of,or as well as by contract
stipuletion, Since contracts in restraint of trade are 1ll»
egal snd unenforceasble in couri,these othsr methuds of conm-
pulsion are necessary. Faoctors' agreements involive under-

stending betwsen the various levels in the marketing of a

commadity or serviesgthet ls to say,betwsen manufactursrs,
wholesslers and retailers.

The investigetion by the Combines Invsstigation Comsla~
sion Into Canedien dental supprllies revealed the existence of
guch sn agreensnt administered throngh the Cansdien Dental
Ireds Assoclation. The latter,formed in 1923,includes both
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deslers and menufacturers. The dealers involved controlled
874 of the Csnadien dental suppliss business for 1944,
Hembership in this organizetion,s branch of the Aner-
ican Dental Trade Association {(A.D.T.h.},1s strictly linit-
ed. No new dealer members have been adnitted since 1928,and
only two new menufacturers. Yo Join,the applicant must be a
sember of the ADJ.8. o7 & subaldiary of such & member. In

addition his application for membershlpy must be passed by &
two-thirds majority vote of the present members.
bBealer members agres not to sell at the trade discount

when the purchaser does not enjoy trade recognition from the

manufecturer whose goods are belng sold. Thay may only .
sell to indlviduals or corporations in the dental business,
and may not sell dsntal supplies iv guentities intended for
vegsale. Independent dental firms ars unable o obitain any
standard dental goods {rom the assoclstion, Dealers must be
members of that ovganlzsstlon to obtain such supplies from
it. |

& universal price book 18 issued annuelly by the assoe~
~dstion which lists all the dental supplies sold by its -ﬁa&lw&i

Prices,discounts,minisun sale pricss for used eguipment and

maxinug sllowances for such squipment are all fixed by this
book., The markenp to the denler is sixty-slx and twowthirds
vercent on cost,or forty peresnt on selling price. On the
darge amount of dentel supplies imported from the United Stabes
this mark-up is besed upon the American resale price {whiech inc~

2
ludes a similsr mark-up) plos duty and transportation costs.

Beport of commissioner,Combines Investlig~
ation Sot,(Ottawe,Kingts Printer,1947), ¢ 35
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‘&31 ealeulations are wmade by the prlee book committee and
members are noblfis

d of any price changes, Through factor
agreement these prices are foresd on all deslers. YNone daye
viclate the regulations of the sgsocistion for Tear of los-
ing his trade reocognition.

Patent control,another method of binding the members of
a price agreement ususlly tekes the form of a patent pool.
411 the patents of the various mombers are placed under the
Jurisdiction of the exeeouiive of the agssvelation. Through
this control the membeyrs srekept in line®. The recent lave
sofis 1n Canade revesled & combinat

sstigastion into optiesl g
ion of patent contrel snd fector sgresument. The American
Optical Companygthrongh its Cansdlisn s&ﬁsiﬂisfy Congoliduted
fptieal holds and administers key Canadlan patents for frames
and mountings and thus controls the menufacture of optical

-g? the fromes snd mountings eolé in Canads
are producsd under %ﬁes& patents. By the Hument Fulevue Plan
whieh this corporation inmtroduced inm 1939,811 manufacturers
and wholesalers of optical goods making or using franes under
these patents were licensed by this coneern. Attached te
thase licenses wers condiiions and rvegulations that gave
Consolidated Optieal complete jurisdiction over prices.terms
of sale and discounts, Yholesalers were only alloved to buy
from lieensed manufacturers and sell to livensed retallers,

¥Yor sny vicletlon proved in Court the deferdant w

ould be rege
uired to pay $1,000 demmges per conviction,to this corporation,
These licenses could be terminsted on thirby days notiee,wlith
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or without cause, By this weans the prices of optical goods
in Canade were maintslned at & high level and lower-priced
lines removed from the ﬁ&fkﬁﬁ%

The simple agreement typs of Pederation has g nunber of
important advantages. It can bs used both on the ﬁ&yafs* and
gellers' side of the market. It ls easy to organize and inv-
olves no Incorporation fees,taxes or increased fin@agiai.liabﬁ
11ity. It glves the members a large degree of antonomy.and
2t the same time, may bring them the inconstant benefits agsoe-
jated with large-secale buying and gelling. This type of ovge
anigation 13 flexible snd receives less publicity than console
idatlons. On the other hand.from the aonopolistts standpoint
this kind of assoclation is unstable and temporary. It is
true that boyeotts.fines,forfelts of pledges.factors? agree-
ments and pstent control mey make 1ts ?agulatigﬁﬁ'ﬁé;§~ﬁffaﬁa
tive, Howover,ths simple agreeoment does not control the
supply side of the market. There 1s a tendency towaris over-
progduetion,partlicularly whore members ave operating below
axisting capscity.

The industrial pool,the second form of Federation stteme
phs to overcome some of these disadvantapes by achieving gre-
ater senbtralization. It is a form of business organization
established through Fedevation of businegs units wshose monbers
seek a degres of control over price by combining some fsetor
in the price-making process in & comnon sgeregate and apport-
loniing thet sggregate among the members., The pool involves
some degree ol contrel of supply, Pooling

sgreements may or

Repert of Commlissicner,Combines Investigation
Aet (Ottaws,King's Printer,1948), p.98.
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may not restrict sggregate output. They cen be divided into
three meln groups.outpul or treffiec pools,merket ér territ-
 orial pools and income or profit pools.

Output or traffie pools,as the name implles usually eone-
trol competition on the supply side of the market by restrict-
ing sggrogate output. They are slao galled trafflc pools
beceuse they wers commonly used by Auwericsn yallroads sz a
means ﬁf-ﬁh%fiﬁg the total freight traffiec smong the various

members, The market or territorial pool involved pooling the

market and dividing it amongst the verious members. This
ingures o certain demand to each menufacturer, Through lim-
itation of supply price wey be salntained sbove the compate
itive level., The division of the market may be achieved
direotiy by alloeating certsin aveas to each member,or indir-
getly by the basing-point-price gystem.

The United Btates steel industrys,untll recently used a
gingle basiag-point-price system with Plttsburgh as the base
podnt. The price of ateel at any point in the inited States
was equal 16 the base~pointeprice plus the freight charges
from Pittsburgh. A8 a resuli,the closer a mill was to the
Qﬁ%ﬁﬁm&?,tﬁ& groater was the proefit because Lrensporiation
gosts would be lower ithan the frelight cherge from Plttsburgh.
A& multiple~basing-point~price system is the senme ss & single
basing-poini-price nethod, exzcept thatl several bass polnts are
usad, The selling price Is determined by the transportation
costs from the nearest base point plus the base price at this

point.
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On Aprll 26%th.,1948,the Supreme Court of the United St
stes handed down & decigion in the eass of the cemsnt indus-
try whiech vitally effected the basing-point-price method.
The Pedsyal Trade Commisslon charged that the Cement Ingtit~
ute and gseventy-four coment manufacturers through the use
of the multliple-basing~point-price method had conspired to
elinminate price conpetition betwesn them in violstion of the
Federel Trade Comalssion Act,snd thet their use of this syste
¢ had resultad ln systematic price diseriwinstion between
the customers of each,in viclation of the Clayton Act. The
Court upheld these charges on beoth countg. The effeet of
thls ecase slong with the earlier Corn Products snd Slacey
gases was to prehibit the adeption for sales purposss of any
basing-peint-price system. The Pedaral Trade Commission ord-
arad ithe cement industry to stop thisg practice by Inly 9th.,
1948, Two days before that deadline the United Slates Steel
Corporation abendoned its basing-point-price nethod %ﬁﬂ raple
aeed 1t by F.0.B.0lll prices,a step which the rest of the

industry subsequently follow

213 B

ndergtandiag as to the

There haz been & great desl of misy
mesning and elffect of the bage-polnt~price decision. In the
first place,the Federal Trade {ommission's attack was not upen
the baslng-point-price gsystem iisgelf,but rather upon the price
dlseriminstion and eliminstlon of competition that resulted
from the eoncerted aectlon of an entire industry. The degision
prohiblits the base-polnt-price system and the practice of
matehing delivered prices. The Bupreme Court verdict d4id not
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order producers to abendon any other priee method but thet of
uniform mill nets,nor 4id it prohiblt a firm selling at delive
ered pricss such that its net return from one customer would
be less than from another.

The decision dess not probibli tho absorption of freight
by the sgeller. 8ince the rullng,some producers have used |
compliance 58 an excuse o refuse to absorb any frelight costs
and have thus reised deliversd prices. Other milles have not
roduced mill prices soven though they are rid of Irelight cosis,
The decision has been attecked as causing higher prices and
putting the buyer at & greater dissdvantage then before. Act-
ually,only abont 108 of the gtesl industry's total volume has
been affected by higher prices,larpely In the Detroit araa%

In mauy other cagses the buyer's peosition has improved. During
these years of stesl and cgment shortage mills heve rofused

to sell to distent customers because of freight costs. Now
that the basing-polnt-price systen heas been outlswed,distant
buyers can ence again cbtain supplies as they bear the freight
charges.

The long~run effsets are hard to prediet becanse of the
diversity of price systoms that may be adopted by different
firms. In genersl weter and truck transportation should be
engourszed because praviously the priee ineliudsd railway
freight cherges from the base polnt regardless of how the
steel was shipped. %he average lewgih of shipment,cross-freights

1:§*§,E§war§s, ﬁ?h& Basiﬁgg§§iﬁﬁ gysﬁﬁm and Business Prsctice”,
hmerican Beonomic Revigw Dec,1948.p.839.
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and tranaportation costs shonld decrease. The change should
put 8 premium on location elose Lo market. BSmall producers
ghould be helped In thelr competition with large ones. Frave
lously the big flrmg were usually the base polnts, This meant
the bage-point producer could %ﬁt&§$§§ with the swall producer
in the latier's home merkelts., On the other hand the swall
producer could not snter the markets nesr the base point
beceause as he neared this point his freight costs rose and his
selling price fell. Undsr thisg gyastem Pittsburgh steel
producers mé& greatly snoouraged,and expsnded while Western
steel producers were thwarited.

The world tobacce industry provides a good sxample of the
direct division of the markset, the other form of market pool.
In 1903,by agreement the Imparial Tobacco Co {(Ureat Britain)

way given excluslive rights in the British Isles,and the Ameye-
ican Tobaccw Co (United States) exelusive econtrel in the
United 8tates,(ubs,Porto Fleo,Hewaii and the Philippines. The
export trade to the vest of the world was to be coarried on by
the ﬁﬁtish%a@iﬁag Tobaceo Go.ltd,

The incoms or profit pool is the third type of pooling
sgreement. In this caze the sxcess of the gelling pries over |
gosts 1s pald into the pool {profits pocl} aud ths members
ghare In 1t en a fixed basls. Owerproduction 13 discouraged
ag ray increuse in gales beyond s cerisin peint falls to auge
ment the profits recelved by & member,. It depends of course
on the percentage of income that i3 pooled whether further
gsxpansion 1s profitebls or net., Iuncome pools,as opposed to

profits pools Involve the pooling of a larger pert of the
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BeWHOLrS.

The gé@l provides on easy and secrel means of comblning
to restrict competition. It may be formed with grest facility
and readily sdjusted te varying asonditions of territory.meme-
bership snd busiaess. Pooling regulres no change 1o corpor-
ate organization or capitelizetion. However,there ars lmupov-
tant disadvantages. During the life of the pool the stiuggle
for survival is softened. The pembers do net have to sesk
more efficient means of production or @1&@% merkaets. The pool
lacks perfect and ﬁ@m@l&%ﬁ'aéﬁhiﬁ&%iﬁﬁg Boeparate intergsts
of nesbers mey lesd to disvuption of the orgapizstion at
any time. In this respeat,the division of the pool factor
ig & Ybone of countention®,. Anothey lmportant disadvaniasge of
the pool ig its illsgelity. Pooling sgreements are unenfore
ceable in eourbt. Of necessity,pools muest work in devious
weys and so bepel evesions which are wndeslireble from the
sogial point of view,

fome peocple b&liﬁvéAfﬁflﬁhi$ and other reasons that the
pool should be recognlzed and ;gggiigﬁég They argus that
pecling is pot necessarily monepoly,end monopoly not pecess-
srily socialliy undesirable., Pocls may be beneficial where
they smbrsace businesses that are characterized by heavy
fixed charges and Inoressing returns,and in which competit-
ion is normally impossible to meintain. By preventing price
cutting,rate wars and cut-~throat compstition pools may bring

1&%%§'av§rag@ prlees over a peried if years than would exist

under freely competitive conditions. Furthermore,pooling

1 L.i.Haney, gp.git. p.190.
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Furthermore,pooling agreements may be the mesns of enabling
amall plants to compete with & grsat consolidation. Peoling
retains individual sontrol,ownership and the seeds of comp-
etition. g%mhsrs‘ﬁava~aﬁ interest In seouring as favourablse
termsg of mﬁmbarshiﬁigs possible, This ean be secured by gain~
Ing a large share of the market, Hiatutes sgelnst pooling
have furthered the developnment of more powerfulscompact forms
of combination., Monopolistic elements introduced by pooling
are not elways bed. Fluetusting snd unstable prices bring
greater risk,higher interest and insurance rates,and retard
industrial plans which may constitute soeilal evils.

These arguments have some validity,but ignore the dang-
er to scelety of allowing pools to determine prices or prlee-
making conditlons., 8upporters of the pool élaia the selution
is some sort of publiec supervision., They smphasize the wast-
85 of competitlony the system under which the greatest rise,
in ragsrééé nistory,took place in living standards,technelogy
ond capital., OF ecourse the sconomie ergaﬁiﬁaﬁian is lmperf-
ect,there are soclally undesireble repercusslions,but,in the
opinion of the writer taking éeaisiags from the lndividual
and giving them to aa.arg&ﬁizétiﬁn of entrepreneus governed
by selfish motlives,will not solve anything. It means that
Government must be invoked to protect the individual., The
degree and effectiveness of Jovernment control is certainly
open to question In the 1light of past experilence, Assuwming
the CGovernment does protect what it conslders are the indive

ldualt's interests,then it 1s obvious that the Government and
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organized entrepreneurs,not the individual, have control and
make the economic declslons,

The third class of combination, Conseclidatlon,takes & var-
jety of forms. It iz characterized by the complete 1ldentity
of interest resulting. In some cases the firms involved are
esntralle& through securlty holdings and thus are nominally or
&et&ally*yfgsarvsé§as in trusts or holding companies. In oth-
ers they ave complelely combinsd as ln mergers or c¢onsolidations.

Trusts were the first form of consollidation to become
popular, Under a trust,the stockholders of all the constitue~
nt concerns turned in thelr gtoeck te a group of trustees, The
latter were given irrevocable power of atborney to vote the
gtock as they saw fit. In return the~ah§§shﬁ1éars received
trust certificates which entitled them te dlvidends If any,
and to an sceounting of the trust's sctivities, The Board
of Trustees then had legal title and absolute cvontrol,both
of administration and distribution of profits. The sharshold~
ors retained the eguliable title and dividend rights, Profits
from all the constituents were put into a common treasury. The
fact that one constituent was rumning cleose to the line made
ne difference to the share of the teotal profits received by
the sharsholders of that company. Thils feature wag & Ybhone of
contention”® which often led to the dissolution of the trust,
Trusts were an obvious means of restricting competition and
gonsequently sroused public indignation. Prosecubions followed
and legal prohibition resulted, A good example of a Canadlan

trust wss the Asbestos Corporation vwhich waz reorganized in 1932.
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Under Supplementary Letiers Patent of January 1932,the common
stock voting rights were vested in & voting trust. The share-
holders recelved trust certificates. These were listed on
the Hontreal Curb untll the voting trast period stipulated
undsy the reorganization plant,ended in July 1937,at which
time the common stoek was called for tradiang. From this
example it ls elear that the trust form of business reorgen-
ization was sometimes used for other purposes than restrict-
lon of competition, In the ease of the Asbestos Corporstion
the voting trust insured continuity of manasgement and poliey
in ths eritical peried following reorganigation.

Following the outlawing of trusts,moncpolists had to turn
to other forms of organigzation. One solution was the complete
eongelidation of the various member enterprises. Bither a new
conpany was formed to merge all the former trust members,or
one of the existing firms was expanded to amalpgamate the others.
Financing was relatively easy. Upon the dissclution of the
trust the trustees returned the share to the stookholders. The
latter turned the sharve in for share in the new or éﬁl&?geﬁ
firm,or had the option of recelving cash. The necessary cash
to pay off those who did not want the new shares was borrowed
from the bank,and the loan pald off by the sale of the refussd
shares fto the public. 7The final result was s large corporation
whose bosrd of directors was probebly the former trustees and
whose shareholders predominantly the shareholders iun ths former
trust. These now had direct voting eontrol as well as divid-
end rights. This solution while it achieved the deslred objective
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tends to be expensive. The costs of incorporating & new compe-
sny or chengling the lstters patent of an existing one,of diss-
olving or winding uwp the other fivme,snd of floating new secur-
ity issues are high. %hg—shafehgléafs‘ﬂf all firms involved
mugt be consulted and agreement resched,before consolidation
eon take place, Often it 1s diffienlt to obtain unsnimity
among the Interested partiss on problems of fubure poliey,or
on the bagis for digtribution of the new shares., Ashestos
Corporation Ltd.ywas the result of & merger of seven opeveting
agbestos mining companies in the Provinee of Quebsc,., Asbestes
Corp.of Canads wag the chief predecessor company. Holders of
the preferred stoek in that concern were offered afl00,6%
general mortgage bond, 14 shares 7%% preferred and 1 1/100
ecommon shaves of the new organizetion,for sach Asbestos Corp.
of Cenada share. For each share of common stock in the old
company,sharoholders were offered 1 1/10 shares of 74 prefer~
red and 1 1/10 commen sharss of Asbestos Corp.ltd.

The use of a *holding company”® avoids some of the disade
ventages obvious in the foregoing form of consclidation. Like
the trust,the holding company ls & partisl consolldation. It
1s much sasler and cheaper to organize,then smalgamations or
mergers, There is no peed Lo seek the agreement of the stocke
holders involved provided majority control is held. Obviously
virtuel control of sach of the gubsldlary concerns 1s thus
vasted in the holding company without complete ownership of
the shares. By mainteining the identity of the firms invels

ved this form of menopolistic orgenization may escape the
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notice and censure of the publie or of some of the minority
stookholders.

& holding corporation 1s jJust like eny other corporation
except that it has rights te acquire asnd held stoek. It may
he a pure helding company or 1% may be an operating concern
rs well. It vontrols its subsidiaries by owning them outright
or by merely holding a sufficiently large block of steck to
dictate policy and eleet the majority of the directors. The
income and pyofits of the pure holding ﬁﬁﬁ?&ﬁ? are entirely
dependent on the dividends paid by its subsldisries. The
holding corperation through contrel of the directorate of
the subsldiaries nay force tﬂéﬁ to pay unwarranted or unwise
dividends In order to meintain its own profits. Often,bscause
sharsholders of esch constituent are so numerous,disinterested,
or divided in thelr c¢pinions,the holding company mey maintain
abs&l&ﬁ& voting econtrol without eowning e majority of the
voting stock,

Heny great corporate emplres heve been bullt on such a
bagia through pyramidiog helding and opereting companies on
top of one auother. An individusl or group st the top of the
pyramid may wield sbsolute control with a relatively small

capital investment. However,this is not always the case,for



38.

example ,the Algoma Conseolldated Corporation.
ILLUSTRATION 1

ALGOMA  CONSOLIDATED  CORP. x

1004 i I+ 4

|

Leke Superior ﬁ Algoma Central &
Corp Hudson Bay Rallway

l .

Algoma St eﬁég orp 33%—— -Nerthern Ontario Lands Corp.

i 1

Fiborn lLake Superior ChAnnelton Coal
Limestone Coal Go. & Coke Co.
Co,

X E.Marshall .LA .smrt:hard,and K.W.Taylor Canadlan Americ-
n Industry z‘rcarent@: The Ryerson Press 1936) p.59%.
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CHAPTER 3

AN BXAMINATION CERTAIN CANADIAN MONOPOLIES
AND COUBINATIONS

Introduction

This chapter is an examination of ceritain firms in bas-
ie Canadien industries and ls undertaken wlth & view towards
reaching velid peneralizationg ¢oneerning the effects of and
remedies for restriction of competition,and has been limited
to rigidities in basie industry. Purthest from the ultinete
uger these &s&aéhigh&r and/or more rigld ecosts which ean
affect the entire sconomy as these basic materials ere turne
ad into consumer goods.

Determination of the ﬁegreﬁ'af gompetition within a glv-
sn Industry and the position of a firm within that industey
pregsents a vavriety of problems. Nerely Yeountlng noses"™ %o
discover the number of Cavadian producers of a certaln good,
or in a eertain industry is not suffiecient, The exlstence
and effectivensss of foreign competition over the tariff
wall and the aveilablility of substitutes are important conge
iderations. In the case of monopellstle compebition,the var-
lous firms within the industry may be competing fiercely,
maintaining priees and/or dividing merkets by mutual consent.
In the absence of formal agreement individual producers may
declde thal price warfare only brings retallatlon,and refrain
from price-cutting. One producer mey have a dominant pogite
ion in the industry and may dictete policy. Such restriction
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of competition is 4ifficult to expess. ™Counding nosea®,toge
ather with production and sales fligures vhere availeble,does
however glve o falr Indication of sompetition with ao Indus-
tryysutbject to the limitations alorementioned.

The next problen iz to discover the effesls of the reg-
triction of compeltlition, Honopollies and oligopolies sra
not pecessarily evil in themselves. They may be in the pubw
iiz interest,although the welgbt of evidence suggests that
to be true in only relatively few cases, Some “yardstiokw
iz needed to delermine whether ov pob sotiety iz belng explolbe
ed. This *yardstick" 1s provided by net profit and itavfatia
te net worth. |

Het profilt avgilsble for dlvidends is the shere of tob=
al recelpts from operatlons of a firm,that remains after
gellingyadninistratlive and saoufacturing costs.interest,
depreciation,depletion snd all provisions for reserves and
taxes have been dedusted. As such its represents,first,a
retumm to the sharsholdera of the coposyn who took the rlsk
of fovesting in it,and secondly,lt may contain sn element
over and above all costg,insluding vapliial costsywhich 1s
commonly termed rent. Honopollistis exploitation 1s charagt-
erized by very high rent which Ils reflected in nst proflt,
Thils is expressed as & percentage of net worth (esplial and
suyrplus) in order that sarnings for different yesrs,and for
different corporations van bes conmpared in the 1ight of the
amount of sharsholders' invested capiisl.

It should be polinted out that net profit or “aceounting
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net profit® is an imperfset measure of a firm's earnings., It

is & relative rather than an absolute figurs,based on the aasum-
ptions of aecounting. The profit and loss statements fronm
which nat profit is ﬂg%;a?mmeﬁ ineludes the %eost of goods
80J4% ag one of Aits chief items, This figure 1s influenced by
the method used to evaluate inventory. The generally used
method is “eost or market,whichever is lower®, This gives
different mathematical resultas depending on whethey 1t is appli-
8@ to individusl or families of items,or whether it is applied
when all the ltems in the inventory are valued in a single
sggrogate,. Pearsonal judgment must decide the method %0 be used,
Inventory may also have diffevent valuations depending on the
method of computation uvsed - first-in first-out,last-in
firsteout,average cost,retall cost or standard sost. Het pr-
ofit 1s also sffected by depreciatien charges. Ths amount of
such charges depend upen the rate and methed of depreclation
used and the valuation gilven to the assets belng depreviated.
Common aceounting procedure 1s to value fixed agsets on the
basis of original cost, an amount often at varfance with exe-
isting price levels in subsequent yaaz*s.:f Applied accountancy
postulates continuously stable prigeé which do not exist in

a free enterprise sconomy and have never existed for a subst-
antisl length of time in any econowmy as far as historical res-
earch has yot determined, The rate of deprecliation depends

on th~ "ugeful-life expectancy of the aszst,often 2 matter of
personal judgment. The wmethad of depreciation selscled may

give the asset dlfferent mathematlcal values in different years.

J N.&.Buchensn , Deonomies of Corporate Enterprise, (New Yorks
1t & Co  1943)) p.231.
)
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These methods vary from stralght-line depreciation to the
sinking fund gystem,the fixed percentage of diminishing value
nethed to the depreciation based upon output or hours of op-
eration system. Yo sum up, “accounting net profit® is at
best & general figure influenced by sccounting practices and
procedures maintalned during the accounting period. It has
ne relevancy to current economlec values or constantly chanw
ging sconomie values in the sense of Ypower of/in exchange®
of goods meagured in.Qaneyi

Nevertheless,no matter how imperfect a measure ¥account-
ing net profit™ may be,valid comparisons can be drawn provided
the accounting assumptions (underlying) are simllar for 4iff.
grent firms and from year to year. In this respect Cansdian
Income Tax legislation has standardized grgaﬁﬁnraé to a cona-
iderable extent. )

Comparison of net profit ratios,is one avenue of investe
igation of monopolistie exploitation, The problem iz to find
a "norm® with which %o compare the earnings of the firm being
exemined, In the snalysis that fallawa;ﬁh&Aa¥§§aga>@f'naﬁ
profit as a percentage of net worth is gemgutéa for each firm-
and covers the periods 193047 and 1937-47, The former fige
ure covers a pericd of depression and a perlod of progsperity
and gives a falr ploture of the firm's earning ability. The
1stter figure iz used to obtain an aversge which may be comps-

ared with a similar avﬁragg;imggrtiailg;esmgilsﬂ from aggreg-

1 g,gqFaulke) & Study in the Theory of Corporate Profits.,
(lew York: Dun & bradstreet,inc.l948) p.
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ate data provided by the Bank of Cenads Statistlesl Summary,
on similar concerns,for the same periocd,i.e.l937-47.

Using the informetlon from the Bank of Canada Statlstical
Summary a&s a stendard to determine the degree of oxploitation,
ean be criticised on the grounds that this "norn™ may reflect
monopolistic profiteering. In addition a firm's esrninga may
be above or hﬁlﬁﬁ'fﬁﬁ ﬁﬁarm@ because of releative efficiency
and costs, Efficlency is hard to measure in the sbsence of
detailsd,comparable cost deta. There is reason to belleve,
us we hove seen,that monopolistic firms sre less efficlent
than firms in competitive Industry. Though these criticlams
are valld,the proposed comparisen is of definite valus where
the difference between one firm's earnings,snd the average
for the group,is large., Where the results of this comparison
are lncontclusive,other criteris can be introduced far;farthar
clarification. The averapge net profit percentage can be com=
pared to the corresponding flgure for firn's thet produce
substitute commodlitles. Prevalllng rates of interesi,snd
garnings in vnrslated but competitive Industery may alse be
of wvalus, Rigidity of price and proflt margin is ancther crit-
erion of monopelistiec conditlions, If thsse additional compe
arisons and dete support the original one,then,there would
ssem to be evidence of unjustifiable profit at socclety'’s

gxpensea,

The World Aluminiunm Cartel

Aluminiuvm ore forms almost B% of the world's igneocus
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roek. It 1s wore plentiful than iren and non-ferreus metals
such as lead,zine.,nickel and copper are at present. Bauxite
is only one of the aluminiunm-bearing rocks and olays that

are usged to produce aluminum. Though it is found throughout
the sntire wordd,pavticularly large and easily-worked deposits
of bauxite are located in Hungary,France,British Gulana,Russia
Brazil and Indls, Because of this.production of aluminium in
Switzeriand,Gernany,treat Eﬁt&i&ﬁﬁﬁégﬁ?aﬁ.ﬁe& States and
Canade is materislly dependent npon lmported raw materisl.

Although sluminium 1s a plentiful resource and has been
processed In meny netions,the world market for,ond the produc~
tion of this metal hes been closely controlled by a fow dome
inant groups. The Aluminium Compeny of Americva (Alcos) and
its Canadian affillete,Aluminium Lid.,of Canada (Alted) control
over 504 of the world*s aluminium _:meci&eti@n;@& a similar
percentage of world bauxite ﬁ&ﬁi}ﬁt% In Western Burope Ver-
lenigle Aluninivmwerke,in Germany,British Aluminivm Co.Ltd.,
in Great Britain and L'Aluminium Francals,in Frence have vir~
tual moneopolies in their home markets.

Cartel agreemeonts have existed between the dominant pro-
ducers slnge 3.?1% The latest and most affeckivesilliance
Aluminium Co of Basle,was set up by agreement in 1931,and
renewed in 1936, A4lted became & member with a guota of 28,58%
of the world production. Alcos was not g party to the agree=
ment but 1t seemed understood that Alcos would econfine its
agtivities within the United States. By three devices Alliancs

1 F.iuller, Light Metals pol {ﬁew iark:a Columbla
-ﬁi?ﬁ?&i‘?i}f Prassn 1546 ) , Pe34

2 Mo 3 F’B?'
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was to achieve contrel of world sluminium prices, In the first
El&é& g *buying~price” was fixed at which Alliance would purchase
aluminium from any member producing withint ite guota. In other
words a ¥fleor price”for sjuminium was sat. The second device
was the power to regulete the production guotas,vested in the
Allience Co. By thils method that company ecould protect itge-
elf against having to buy too much aluminium st the fixed buy~
ing priecs, The third device was an arrangement whereby Allisnce
took all surplus stoeks in the hands of producers at a stated
price. The Allisnece Company continues in existence despite the
fact that after 1938,war demsnds for aluminium exceeded sxistent
ecopacity. However,on Mey 17th,,194%,Alted formally rencunced
agresments with the othor shershelders of the Alliance Aluminium
Co.,and at date there is some evidence that steps are being

taken to dissolve that conoern.
Aluminium Ltd..and the North American Light Metals Honopoly

Alcosn monopoliges Americen alumlnlum production. It maint-
ains this position by centrolling bauxite deposits both at
home and abresd. Alcos owng all the high grade deposits in
Aweries and ls strong enough to keep competitors out of this
hemisphere. 1Its power has been further extended through pate
snt control of verious useg of aluminium, In 1928,Alted was
incorporated to take over Alcoa's foreign holdings and thereby
obtain the advantage of the Imperial Preference tariff., In ret-

urn for these propertlies fleos received all of Alted’s capital
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stock. Aleoa then distributed these shares to its sharsholders
at the rate of one share of Alted for every three shares of
Aleoa owned by the shareholder,

The result was that although Alcea ciaimed complete sover-
ance of relations with Alted,both companies had the same share-
holders, In 1?3?;ﬁi§§ years later, holders of 81.53% of Alcoa
gommon held 83.93¢ of Alted common. The largest single share~
holder in Alted, A.V.Davis,was the Chalrman of %ﬁé Board of
&loova,and brother of E.K.Davis, the President of Alted. A su~
&ll group of families sxercise control of both firms.

?hﬁré'iﬁ svidence of elose coopsration bebtween the two
concerns. Alcon made large,unsecuved advances to Alted when
the latter was in its infaney. Alted relled on Alces fer its
supply of elumina and of many aluminium products which 1t did
not fabricate, Albed received these edvantaoges at a price
reputedly below cost to Aleoa, Until 1937,A1ted never exported
aluninium to the United ftates even in the depression when
Canadien operations were far below eapaclity,and Canadilan costs
lower than those in United States. Similarly,Alcoa did not
enter the aluminium market outaide the United States until 1937,
The relations betwasen Alcos and Alted were subjected to exhaus-
tive examinstion during the extended anti~trust procesdlngs
brought agsinst Alecoa in the United Htates, The final Judgnment
of the U.S.Cireuit Court of Appeals in Warch 1949,found that
Alted had engaged In a ¢artel sgreenment limiting prices and
dividing markets in & manner contrary to American law. Alted was

enjoined from entering into any cartel sgreement simllar to
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that of 1936,covering imports inte the United States.

From the foregoing it is clear that Alted 1s & monopoly
in the sense that 1t ﬁsﬁstit&tgs the sole source of the Canade
iann supply of many sluminiuvm productsz. Though there have besn
some aluminivm imports theéé have been chlefly fabricated fors
ms not manufaeetured in sulficlent guantities or at all in Canw-
ade,. These imperts have besn small in relatlon to Canadian
production and exports of aluminlum and have come entirely from
sasocisted compenles, Alted is largely ar sluminivm Ingot pre
oducer,elthough 1t operates or owng three fabricating plants.
It is dependent on the export market as Canadisn use only a
suall percentsge of 1ts total ocutput. Power plants and equip=
nent necessary for production mean hesvy fixed charges and
meke operations most efficient at a high level of production.
Heavy overhead costs in relalion to production-sales,along with
the burden of funded deblt pesulted in lossées during the early
thirties. Ferbhaps the price meintensnce policy bad & bearing.
The Wew York market price for aluminium ingots from 19311933
sveraged 1% cents below the 1929 average price of 24,3¢ a 1b.
In this same pericd Cunadian production fell to less than half
the 1929 level. If the deomend for sluminius was elastic,price
maintenance wss gha?ﬁ@sightéé for lower prices would have incre-
ased total sales,revenue and production and enabled a decreased
cost per unlt, The present hlgh degree of substitutability
between alusminium and the heavymetals,encouraged by the 252
fall in sluminium prices since 1939,together with the 40-60%

rlse in iron -stesl prices in the sume perlod,is perhaps some
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indication that a more flexible price peliey in the depression
would have bsnefited both consumer and producer,. In the past
the high price of sluminium has been & considerable obstacle té
its greater use. Aluminium combines lighiness and strength,

is ductlle and easily worked, Any acnopollstic gric&fgaliey
might well hold back the vhesls of progress.

Now let us consider monopolistic priee contrel and result-
ant profits, Though it is trues some degree of substitutability
of other metals liuits the level of prices and profits,market
control canle very effective within this 1limit. Over a Tifty
year period Aleca's net sarnings after deprecliation have avers
aged 10.76% of net worth. Over a pericd of eightasn years,
1930 to 1947, Alted’s net earnings avallable for dividends
heve averaged 94 of net worth, However,this figure is not a
Fair pixture of its net profit ratic. Profits in 1930 were
wnderstated and losses In 1931 overstated becauss undlstribute
ed earnings of subsidiaries were not ineluded., In addition,
profits during the war perlod were understated due to the Infl-
nenee of accelerated depreciation. This iz elearly seen In the
divergence of the net operating profit asnd net prollt percentages,
The lather shéwgé & general Gownward trend from 1939-1944; in
the same period,the former rose stesdily to & peak in 1943,and
thensin 1944,fell back to slighﬁly'héia@'thﬁ 1942 level. Desp-

ite the high net operating ratio,the net profit as & psroentage

of net worth remained below the 1939 level throughout the war,

and even afterwards., Thisg difference is explained by the steady

rise in depreciation and depletion as a2 percentage of fixed
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COMPARATIVE FIGURES

BIE 1

{in thousands of dollars)

49,

PROFI:
AVAIL,
FOR
DIVID,

(5) |
NET

(6)
(5)
a8

(7}
Bapree,

and
Deplet.

11,999

¥ 968

=973 |-

12,120
16,024

1,628
1:4£
17592
1t
1,815
35180
35300
34919
it
704366

7 158,626
z 58,

5,691
2:1?34
7,135

237,66
175 ,65%
118,967
124,825
133,022

20.62
29.61
33.37
4,78
4,89
5.36

ed from Financiel Post Survey of Gorporate Securities.

agsets from 6.57% in 1940,to 33.37% in 1944, 'Anather factor

was the increase,after 1939,in government taxes.

In the period

1937~1947,Alted's average net profit percentage was 14.2%. Upon

comparison with a similer figure for 18 non~ferrous metsl comp~

anles for the same period,we find that Alted's earnings are 3.1%

lower.,

ests in addition teo aluminium production,

However,Alted is a holding company and has other inter-

Because of thissan

analysis of the figures for the Aluminium Co.of Canada,Alted's

chief operating subsidiary, might provide a more accurate comparlson.
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TABLE 2

ALUMINIUM GO, OF CANADA LTB,X
COMPARATIVE FIGURES 1942-1947
{in thousanda of dollars)

(1) (2) (3) (4) (5) (6) (7)
Year Net Net (3) as|Production Sales (3) as
Worth| Opersting of Alumin. a %
Profit ef (2) in "ons of (6)
Avallable
for Divia,
a2 |$14,050] $13,004 | 31,60 | 340,096 | ¥
43 | 61,321 11,815 | 19.27 | 195,79
R A 8
a6 | 68,70a| 110581 | 16.88 | T9a'ily | 1107698 | 1046
47 70,456 17,856 | 25.34 999,066 153,431 11,64

¥ Compilied from the Financisl Post Survey of Corporate Seourities.

Its statements have only been avallable since 1942. In that
period its net profit percentage has averaged 20,96% of net
worth, 6.76% higher then the average for 18 non-ferrous metal
companies. The average net profit perventags te net worth,of
49 iron snd steel companies for the period 1937-1947,was 8%,
6.2% below the similar figure for Alted., Thus,though handic-
apped by less profiteble other lnterests,Alted's profit perc-
entage figures are almost double,and its aluminium-producing
subsidiary almost 24 times those of 49 producers of iron and
steel (substitute commodities). In a&ﬁiti@n,the»Aluminiumtcﬁ.
of Canada Ltd.,profit percentage figurss»arevalmast,lﬁ times
thoge of th; 18 non-ferrous metals producers, Henceyit would
appear thaflthe profits from aluminium production gre'eXQassive.

The few scattered references to sales and cost data made pube
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lie appear to confirm the foregoing. Eafiy in the late Varp,
Brice Waterhouse and Company stated that the factory cost of
aluminium per pound was 8,31¢,8t & time when Britain was pay-
ing 20¢ per lb. 1In 1942, an investigation commitiee of the
House of Commons reported that the profit on salss of alume
inium to Britaln was 1.93¢ a pound, about 10% of salss. In
1945,1946,8nd 1947, Aluminium Co.of Can.Ltd..made a net profit
of about 10% on s turnover of §100,000,000 to $150,000,000

& year « & very high net ratlc to volume of sales.
The ¥sgnesium Cartel end Canadian Production

&leoa was vitally interested in megnesium.an even light-
er metal than aluminiuvm. If the pries of thiz yroduct fell
below 150% of that of aluminium,the aluminium market would
be threatened, Only two American producers of magnesium had
gurvived World %War 1, ths American Msgoesium Co.,and Dow Ch-
emlcal Go. Alcos obtained contrel of the former concern,but
wWas sﬁill'faeaé wlth the problem of checking Dow Chemical,
and alse I.G.Farben Industeles,of ﬁarm&ﬁy,tﬁé-éamiﬂaﬁﬁ for-
elgn megnesium producer.

In 1931, Alcon and I.G.Parben agresd to a pooling of pat-
ents ecovering the fabrication and produetion of magnesium, A
. new firm,the Hagnesium Development Corp was formed,controll-
ed by beths. It entered into patent gross-licensing agree-
ments with the Amerlcen Hegnesium Corp.,an Aleos subsidiary.
In 1934,Dow jolned the pstent pool., This ¢rganization (Dow)

was glven the only other license to mapufacture magnesium
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in the United States,outside of Alcosa. In return Dow Chemicael
agreed to Turnish magpesium to Alcoa on a gliding preferential
scale ( an advantage of 54 to 10¢ & pound). Henece Alcos held
@ club over all megnesium fabricators as it could undersell
thems DoWw Chemiesl hed a definite cost adventage over the
American Magnesium Corp and wers the gsole Ameyrican magnesiunm
producers until 1?&1; Alaoca through 1ts subgidiary Anmerican

Eagaasiﬁm,aailﬁaxar aetaaliy produced nmagnesium asg it was

cheaper to buy it from Dow under the seforementioned agreement.
Under the patent pool arrangement,l.G.Farben,ilcos and Dow
agresd to restriet production and leave sach others merkets
alona, ,

This vartel extended into Canada when Dow Chamlieals of Cane
ada Ltd.,came inte existencs to market Amsrican-produced mage
nesiumyand other products. Until 1941,there were no Canadian
megnesivm producers. -In,that vear Dominion :sgnesium COYDey

Haley,Ontarlo,was iﬁ@ﬁrgéra%aéi Thia fim hﬂlda'tha Snyder
patents for the extraction of megnesium from ove previcusly

not commercially valusble, It has such ore reserves on a
property at that point,but In  1947,414 not produce the
metal but eonfined its operations to selling from prsvicusly~
accumulated stocks, In 1947 Aluminium Company of Canrda Ltd.,
bagan produclng magnesium by electrolysis in a plant with a

rated gapé@ity of one thousand tons per annum, This plant was
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the sole {anadilan producer of magnesium . in 1947,

ILLUSTRATION 2
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International Niekel Co. of €anada Lid

The first International Nickel Co., was an American corp-
oratlon established in 1902, In 1916,this firm formed the
International Nickel Co.of Canada Ltd.,te obtain agsets and
earry on operations in Canada. In 1918,this subsidlary acqe
uired the assets of the Canadian Copper Co.,whieh had opera=
ted nickel mines and smelters in the Budbury area,snd in
1925,1it also took over the assets of the Anglo-Canadian Mile
ling and Refining Co. In 1928,the Canadian International
Nickel Co.,by an exchange of stock,became holding company

for its parent coneern,the International Nickel Co., of
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New Jersey. A new company,the Internatlonal Nickel Co.,o0f
Delaware,was formed to aequire sll the assets of the New Jer-
@y corporation except its holdings of Inbernstional Wieckel
Co.0f Canada Ltd.,and Huronlan Co.Ltd., stock. The New Jer-
ssy Corporation then becsme a purs holding compsny and chan-
ged 1ts name to Wickel Holding Corporation,

In Pebruary 1929,International Nickel Go.0f Canada
Ltd. . and ¥Mond Nickel Co. Ltd {England),who until then had
divided the natursl monopoly of the Sudbury Basin batween
them,were merged inte the Intermatlonal Nickel Co.of Canads
Ltd, %he Cansdisn asgets of Mond Hickel Co.,were conveyed
to International Nickel Co.of Canada 5Ltd.,vwhile English
assets of the Mond Co.,continued to be owned by 1t and its
subsidiaries. However,over 995% of the Mond Nickel Co.Ltd
stoek was held by the International Nickel Co.of Canads Ltd.,
(Inco).

Inco has meintalnsd & fixed priee for nickel in
Amarican funds, Its salss and distribution policlies appsar
to have heen Lllewed by the few minor nickel producers. Inco
supplies 80 to 90% of the world's demand for nickel. The
only other nickedl producer,of any consegquence,in Canada 1s
Faleonbridge Nickel ¥ines Litd.,which began production In 1931,
Its nickel output 1ls much smaller,snd has been sold mainly
to Buropean customersgoutside of the arrangements established
by Inco. Falconbridgze could rely upon the price-malntensnece
peliey of Inco. The latter has held the price of nickel in
the United States at 35¢ & pound during boom and depression
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TABLE 3

INTERNATIONAL NICKEL CO. OF CANADA LTB.

COMPARATIVE FIGURES 1930-1947, *
(in thousands of dollars)

{1)
Ya
ar

(3)
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Operat,

Profit

P
) ad
% of

(2)

(5
Net
Profit
Avail.
for .
Divid.

(6)
(5) as
% of

(2)

(7)
Net.
Hales

(8)
(5) as

;s? of

(7)

%16,838
9,228
3,467

15, 536
26,287
3é 658
50821
68 +873
46, 68@
58,266
68,741
B
671540
62,130
53 3 800
48,317
63,442

sg11,7?0

5,094 |

- 135

9,663
18 487
26 4087
36, séé
59,360
32,299
36 847

6,96
2.99
50
9,86
12,97
16.89
21.34
13.64
15,23
14,19
13,25
12.37
9.54
9.07
10.44
11.68

134, 500
1071200

126,505
s
169’6@0
170,531
170,002
148 Q56

133, }115

166,363

37.40
30.22
29,13
24,73
20.24
19,28
18,08
15.60
16,89
22.98

20,14

Net sgles‘Figures'193o-3‘

aat ava1lab1$.’v

sinee 1926. It has maintained a somewhat higher sales price

in Burope.

As the Falconbridge Company disposed of almest

all its production in Europe,it secured the advantage of this

price differential.

In 1945,the Yanti-trust® suit againgt the Internat-

ional Nilckel Company,filed by the Unlted States Department

of Justice,was terminated by mutual agreement without find-

ing that this conecern had violated any law.

it wag agreed

that Ineo would supply any rolling mill in the United States
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on as favourable terms as those given its Hunlington,W.Va.,
subsidlary. Inco also agresd that it would not gell nickel
to forelgn preducers or fabricators on the condition that
the purcheser promise not to sell his preduct in the United
States.

over the past elghteen years,Inco's net profit avali-
able for dividends has averaged 10,96% of its net worth. Por
the pericd 1937-1947,1% was slightly higher,12.94%. This is
gonslderably below the coryesponding figure,17.3% for 18
non-ferrous metal producers, Inco has not been qulte as prof-
itable as some concerns in the same general fleld. However,
an average net profit of 23,15% on sales ﬁf$195;3§§g®§$'tﬁ
170,000,000 dollars would appear virtually excessive, Assume
ing earnings are maintalnedse dellsr invested today would
more than double itself in 8 vears,providing esranings on that

dollar were re~invested.
Consolldated Mining and Smelting Co,,of Cansda Ltd

This concern was incorporated undey a Dominlon of

Canada charter in 1906,as a cousclidation of four companies:
the St.Bugene Consolidated Mining Co, the Gentre Star Hine
ing CGo,the Eegle Consollidated Mining and Development Co.,and
the Hossland Power Co. In 1911,1it acquired contrel of the
Fort Steele Mining and Smelting Co.lLtd.,which owned the
Sullivan ¥ine in British Columbia. In te middle twenties,
GCongolidated also asequired interests in Henry Gardner & Cos,

it Buropean ssles representative,and in A.Cameron & Co.Lid.,
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its orisntal sales repregsentative, &Hince that time this
conearn has grown steadily. Today Consolidated owns all the
yobing stock of the West Keotenay Power and Light Co,ltd., the
Congolidated Mining snd Smelting Co.of Cuebec,and the Bolaw
Development Co.Ltd, It also holds a majority of the voting
stock of the following companles: Buena Vista Mining Co.litd.,
Addington Wines Ltd.,Ptarmingon Mines Ltd., Bycon Hines Ltd.,
Montans Phosphate Produets Corp. (U.8.),Ceast Copper Co.Ltd.,
(inactive), Sunloch ¥ines Litd.,(inactive),Guriion Mines Litd,,
{inactive),and Paciflic Coast Terminals Co.Lid.

The keynote of this rapid growth has been diverslific~
ation, Though the Sullivan Kine,the most prolifie zine pre
oducer in the world,snd one of the worldls largest lead nines
+is foremost among the compeny's sssets, Conselldated prod-
uces obher non-ferrous metals,gold,silver bismuth,cadmium,
tin and mercury. Consolidsted has bscome Cansda's lesding
non«ferrous metal producer. In additien to mining,nilling,
smelting,and refining non-ferrous metals;Consolidated manuf~
actures chemlicalsjnotably ammonivm phosphate,nitrate and
sulphate (fertilizers),sulphuric scid and olevm. Its whole~
ly~owned subsidiary, West Kootenay Power snd Light Co.Lid.,
is a substantial producerytransmitter and distributor of sle~
gtrle power, Another subsidiary,Pecific Coast Terminels Go.
Ltd. owns and operates storage warshouses,docks end terminal
properties. |

Before World War l1l,Consolidated enjoyed the raputat-
ion of being one of the lowsst-ocost leed and zine producsrs

in the world. Costs,ineluding write~offs and taxes ranged
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TABLE 4

CONSOLIDATED MINING AND SMELTING CO, OF CANADA LID.
COMPARATIVE FIGURES 1930-1947.%
{(in thousanda of dollars)

(1)] (2) (3) (4) (5) (6) (7) (8)
Ye-| Net Net |(3) as Net | (5) as Net (5) as
ar| Worth | Operat.| % of Profit | & of Sales | & of

and (2) Avail. (2) {?)
Other for
Income Divid,

30 F 46,880 # 5,969 12,73 F 2,378 5,07 |7 21 4613 | 11.00
31 | 44,074 | 2,032 | 4.61 800 | ~1.82 15 671 | - 5.11
32 _ 4@;224 9 ' ag3 ‘*23998 *7023 1l 1272 ‘25« 8@
33 | 41,632 4,368 | 10.49 1,056 2,54 14,756 7.16
34 | 41,597 | 6,092 | 14.55 | 24212 5.32 | 19,158 | 11.54
35 | 40,858 | 8,459 | 20.70 4,3@? 10.54 | 22,946 | 18.77
36 | 41,298 | 12, 404 30,03 6,953 | 16.84 gl $433 | 24.49
37 | 44,416 gz,ﬁes 49,54 | 14,670 | 33.03 | 40 43* 36.36
38 1 41,305 | 10,189 | 24.67 | 6,214 | 15,04 28, ,013 | 22,18
39 | 44,293 | 15,197 | 34.31 | 9,340 | 21.08 353470 26.33
40 | 46,146 7,64? 38.24 | 9,062 | 19.64

41 | 50,172 | 22,157 | 44.16 12,2@0 24,32

42 | 54,136 | 25,209 | 46.56 | 12,202 | 22.54

43 | 55,071 | 21,859 | 39.69 9,6?9 16,4 _

44 | 56,671 | 15,339 | 27.07 | 9,790 | 17.2 43 148 | 22.71
45 | 60,550 | 23,269 | 38.43 | 11,518 | 19.02 51y 681 22,55
46 | 68,450 | 39,465 | 57.66 | 23,323 | 34.04 | 72, 2872 | 32,01
47 85,81& 62;549 72,89 | 37,278 | 43.44 1@9,5!& 37.06

between 2 ané 2%# a pound in the years 1938-1939,

N@t Sales figur&s 194@~43 n@t

costs had risen only 15% up to 1942,

mavailable"d T

Produetion

This low cost was possi-

ble because of the almost phenomenazl lead zine riches of the

Sullivan Mine plus the selective flotation extracting process.

Lead and zlnc are the prime factors behind this company's ears

ing power.

Consolidated is Canada’s sole producer of refined

lead,and markets most of this country's lead end zine produe~

tion.

In additlion to handling its own ore,its refinerles at
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Trall,B.C.treat the ores of many smellor mines on a custon
basis. The faect that twe of this corporation's directors.h.
L.Bishop end Thayer Llndslsy are dirsctors of & number of
other non-ferrous mining companies,snd three, R.H.McHaster,
R.8.0eleughlin and G W.Spinney are dirsctors of International
Kickel Co of Can.lLid., would appesy to indicate close relat-
iops with other orgenizations in the non-ferrcus metal Ind-
ustrys

Annuel earnings for the pericd 1930-1947 have sverae
ged 16.51% of the company's net worth, In the peried 193%-
1947.net profit available for §i?i§ﬁﬁ§3'&§%?§§$é 25.19% of
net worth as compared to 17.3% aversge for 18 non-ferrous
metal eompanies llsted in the Bank of Canads Htatistical Rew
view., In the same period net profit svallsble for dividends
hazs exceeded 224 of net gsales, at least according to the fig-
ures available. 8uch substantial profit ratios appesar high
even in relation to other congerns in the same industry. The
sizeable difference,8f,can hardly be attributable to this
conpany's cost advantage alone. And when the average profit
for 49 iron and stesl corporationa for the same period was
not quite 8%, there would appesr to be mors than adequata

grounds for accusing Consolidated of monopoligtiec exploitation.
Lsbestos Corporation

This organization was ineorporated im 192%,a8 n merger
of Asbestos Corp.of Can.ltd. Consolidated Asbestoa Corp.Ltd.s
Federal Asbestos Co.,Thetford-Viny Co.,and ¥Maple Leaf Asbestos
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Corp. It also acqulred the assets of 4sbsgtos Hines CGo,Black
Leke Asbestog and Chrome €o.Ltd and Pennington Asbestes Co. In
addition it scquired certain propertiss and plants at Thetford
Mines,Qusbec,and agrescments to purchase other propertles in
that district.

From the beglinning this ﬁ@?@@?&%ﬁ@ﬂ%&ﬁ gaddled with &
topheavy eapitalization and funded debt. Prelerred stock was
§7,500,000,¢omuon atock 200,000 shares,end bonded debt $7,000,
000, Following 1929,heavy losses were incurresd because of the
burden of fixed chavrges. In 1932,s ?@@fg&ﬁi&&ﬁiﬁﬂ took place,
and the eaplial structure was thoroughly “de-watered®™. The
new get-up eliminsted the preflerred stock,reduced the bonded
debt to §3,100,000,and the common stock to 101,779 shares.
Subseguently,through sale of additionsl common stosk,and from
earnings,the funded debt was gfaﬁﬁally'ra§a§$§§ In 19319,d4iv~
idends were initiated on common stockyand in the same year
there was a foureone split. By 1943,outstanding capital stoek
wag 600,000 comnmon shares,and the corporation had no funded
debt. During the pericd 1937-1943.earnings had rsnged bet-
waen $1.25 end $1,5% per share. However,the squeeze between
eeliling prices and higher costs had kept profits below the
Exewas Profits Tex level until 1944,

Canada produces about 508 of the world's asbestos =
mostly in the Province. of Quebee. The ¥long-fibre" asbastos
gdeposits there are very valuable,and in many 6sses are eagily
worked by the open pit method., Inciuded Iin the seven Canadian

asbestos producers,is the largest single producer in the
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| ASBESTOE CORP, x
COMPARATIVE FPIGURES 1930-1947.°
(in thousands of dollars)
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X Compiled from Financisl Post Survey of Corporate Seeurities.

world,Canadian Johns-Manville Co.ltd an Ameriecan subsildiary,
which nmines 19,000 tons of asgbegtos-bearing roek per day. The
Asbestos Corp.,the gsecond largest Ganadiaen producer,mines
about 12,000 tons per day.
Beaver,British-Canadlan and Vimy Ridgs.

it operates four "mines¥,the King,
The other five asbestos
producers are relatively small,often operating only & single
mine™. There is no Canadiasn asbestos monopoly but rather an
cligopoly.

The Asbestog Corporationts average nst profit avalilable
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for dividends over the past 18 years has baen 2,.74% of net
worth, This is less %haﬁ the average return on Government
bonds for thé same perled. The reason lieg in the original
top~hesvy caplislization and funded debt with sttendant heavy
fixed charges,augmented by deeclining sslss brought abeant by
the contraction of the export demand during the depression,
Bince 1940,profits have been somewhat affseted by the large
proportion of net worth rspresented by tash and Government
bonds. 4t first glance thig might suggest either an uvnwlise
dividsnd policy or over-gapitalizetion. However,it was necs-
aszary that thess funds be retalned in the business in order
to finance the $4,000,000 expansion prograwme begun in 1946,
Even at that,for the periocd 1937-1947,the average net profit
percentage waes 14.39%, a ratio larger than that of Alted or
Inco for ths sase period,and this desplte the fact that the
Asbestos Corporation is not 2 monopoly,and asbestos prices

have fluctuated consliderably.
Stesl Co.of Canada Ltd

¥his organizetion was incorporated in 1910,as a mer-
ger of virtually all the importent hardwares-produciung firme
in Ganada,at that tlme,namelyjiontreal Rélliﬁg'ﬁiils Co.Ltd,
GCaneda Screw Co.ltd.,Dominion Wire #Mfg Co.Ltd.,and Cangds Bolt
and FNut Co.ltd.;and Hamllton Steel & Iron Co.ltd. Later the
Western Wire and Nail Ce.lLid.,London,0nt.,and others were acg~-
uired. A%t present the Stesl Co,of Canada L¥d,,(8teleo) direct=
1y operates ten plants all located in Outazrio and Quebes and
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producing a wide variety of iron and steel products. This dlve
ergity plus strategle Jocations in the heart of Bastern Cansda‘’s
inGustrial belt have alded its climb to leadership in its field.
%ﬁaléé?a position close to the consunmer,and to water fransp-
ort has helped offset the high costs of bringiag ore from the
Mesaba range and cosl from Pennsylvenis,both vital 1o the man-
ulfacture of stesl. Stsloo holds imporitant lnterests in twe
Ive &merican coal and ore properties in Michlgan,Pennsylvania
and Bezt Virginia.

fteloo 1s Cenada's largest stesl producey and the lea~
der of the *blg three® In the industry, Algoma Bteel ﬁﬁry;Lﬁd
» sthe Dominlon Bteel and Coml Corp.,snd Stsico. Together,
the foregoing concerns own B0% of Canadals Sopsn-hearth cape
acity®,snd all of Canada's"blast-furnace capacity™ with the
axesption of one fﬁrﬁaﬁﬁvﬁﬁerétﬁé by the Csnadian Furnace Ltd.,
the only other smelter of lron in the country. In 1943,the
“big three® controlled only 284 of Canada's electric furnsce
eapacitybaing content to leave the ield of speclal stesls
to small producerg,

In the light of the foregoing there would sesm to be a
steel oligopoly. However,several factors make this elassifice-
ation lnaceurate. Perhaps the most important of thess is the
gompetitlion of American steel producers due to the low t&riff»
wall. In the War years parbtieularly.greater emphasis waz put

on the importation of steel from the Unlied Ststes,notably

rolling mill products,tools and vehicles, However,much of
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this steel was re~exported,and conseguently it 1s difficult to
determine the net position with regard to Americen lmports.
In 194%,Canadian exports of iron and 1ts products smounted
to £550,000,000,while imports were $380,000,000. However,in
1946,imports were mors than twice exports.and almest all of
these lmports were {rom the United States. In 1947,the Amers-
ican dellar problem resulted in the susterity programme,but
nevertheless,iron end stesl imperts rose to & new high of
$£762,500,000,compared to exports of $273,600,000,

Another factor t&;bs congidered is the natural geog-
raphic division of @aﬁaéariﬁtﬁ four distinet reglons. As 8
rasult many soncerns have virtual monopoly in thelr own part-
ioulayr area. This is true of steel as well ag other hesvy
iﬁéﬁ&ﬁfies. Evidence of a price agreement beitwesn the lead-
ing producers should slso be considered, B&Bleel prices move
up and down in unison smong the Ybig three®,. Everything cons
#idered there can be no doubt thet competition in the basic
atesl industry ls limited,but is ﬁhérammﬁaﬁpﬂlistie exploit-
ation? |

Ateleo has beon the most successful of the *big three®,
Over the pericd 1921-194%7,1ts annnal profits have averaged
slightly over 78 of invested papital. Bince 1930.net prof-
its available for dividends have averaged 7.77% of net worth
and since 1937,9.564 of net worth. This latter figure is
1.56% higher than the 8% average for 49 iren and stesl pro-
ducts compenles 1@5@9@ in the Bank of Cenads Statistical Re-
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view. Its operatieons have besn more profitable than those of
Algoma or Dominion,whose profit psrcentages are below the 8%
average sforementioned. If monopollistic conditions prevalled
amongat the *bilg three™,one would lopically expeet that Algoma
and Dominion would alaso have higher-than-the~8f-average profit.
It would thus appear thet Stelco's profit superlority is pro-
bably due to lower costs. There seema to be little basis for

aceusing these firms of monopolistie profitesring.,

TABLE 6

8TERL CO.OF CANADA 1TD.
COMPARATIVE PIGURES 1930-1947. ¥
{irn thousands of dollars)

{1) {2) (3) (#4)

Yo~ Het Ret (3) as
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X Compiled from Pigancisl Post Survey of Gorperate Securities.
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World War 11 and prosperity has brought a 97% increa~
se in Canadisn steel capacity; annusl Canadlen production of
finished iron and steel has vesched 2,500,000 tons. This
high level haszs been achieved only through expensive divers-
ions (excess steel i3 gsent from Algome to Dominion Foundr-
iss and Bteel {o.Ltd.,at Hamilton,Ont.,s0 that the latter
gan fully utilize 1ts steel finlishing facilitles., Simile
arly excess stael of ecertain btypes at Dofaseo is shipped
te Bteleo but thers ls still insuffielent steel to keep Htele
2o's new hot and cold strip mills pgolng all out.) Nevertheless
the demand exeeeds production and over 1,000,000 tons mush
be imported emnually. These facts,together with the prospect
of continued defence needs,have been used as a basis for re-
compending: first,en expansion of blast furnace capaclty by
the construetion of a plant of the most efficisnt size (1000
tons daily) which would add 400-500,000 tons to the annual
productions secondly,the eonstruction of s new,large plate
mill. It has been suggested that the Government make leans
to the industry to help finance the wanted capacity,since the
eompanies are unwilling or unable to expend because of the
prasent high costs. |

At Tirst this proposed sxpansion wag greeted enthug-
iasstically but later eriticilsm arose, In the first place,the
cost of the new capacity would be zo high that the ecapital
overhiead on 1t would be four or five times that on existing
capaclty resuliting in higher steel costs and prices,. Secon~

dly,the diversion from the consumer of stesl for construct-
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ion would be bad politiecally. Thirdly,doubt was expressed
whether commercial demend werrsnted the additional capneity,
a3 in the business sycle besgie Industry iz subjest to greater
fluctuations In demand than consumer goods Industry. Thers
haz besn & marked tendeney in basie Iindustry to over-expand
to meet the pressing needs of the moment in 2 beomyonly o
suffer disestrous conseguences in a slump. Excess capselity
which mesans heavy overhead cogts results In an even greater
economic fluetuatlion thaen would otherwise ovcur. Finally,
it was suggested that the needs of the Armed Torees could
bu staggered teo 111 any deeline in commercial demand. If
there was any real need for the extra eapacity for defsnce
purposes,the Government should pay the extra eceost rather than
pat it in the form of higher steel prices to the consumer.
Gow~incident with the proposed loans  steel menufact-
urers were reguested to file their plans for future expsns-
ion with the Dominion Qovernment. To date,Dominion Foundries
and Steel Ltd.,(Dofaseco),1s the only one among the larger
firms to do so. Other steel producers have been cool towards
the Government proposal. However,early in 1949,Dofasce anne
vunced plens to construct & 500 ton blast furnace,snd assoge
iated coke-oven facilities,with the Dominion Government
bearing half of the cost. This new capacity would be in ope
eration by 1950~51,and would constitute Dofasco's first ati-
empt at plg-iren production. Until this is doné Dofasoo will
continue to be dependent upon others for plg-iron and scrap.
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Pago=Hersey Tubes Ltd.

The above concern was esteblished In 1902,as the Page
Hergsey Ivon and Tube Coiltdi,and was reincorporated under
the same name in 1906, The present corporate style was adop-
ted in 1920. As the goope of cperations expsnded the present
company was incorporated under Dominion Iaws in 1926.

In 1912,8 rolling mill was purchased at Gohoes,N.¥.,
and a subsidiary company,;the Cohoes Rolling Mill Co.,was
formed, In 192%;ancther mill was built there and the Mohawk
Tube Go.ying:,was formed as a wholly-owned subsidlary of
Cohoss Rolling Mill Co: These two firms operated continuousw
1y and were gold in 1942.to permit the subjset concern to
gonfine ity operations to Canada. As export markets develop~
ed after World War l,two subsidiaries were formed in 1920,to
handle export sales on a commission basis,l.e.Page-Hersey
Export Go.ltd.,Toronto.and Page-Hersey Trading Inc.,New York
City,N.¥s

At present Page-~Harsey Tubes Ltd.,operates five well-
equipped mills at Crowland,a sectlion of Welland,Ont.,and one
at Guelph,Ont. In addition expendltures have been approved
for the construection of a gpecislly designed elsciric-weld
pipe m1l1l ot Welland,to replace the present lap-weld mill.
This company is the sole Canadlsn producer of seanmless wrouw
ght iron and steel tublng.

Its average not profit percentags for the period 1930-
1947 was 8.84%,9nd for the period 1937-1947,was 9.24%. Both
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TABLE 7

PAGE-REREEY TUBES 10D,
COMPARATIVE FIGURES 19301947 %
{in thousands of dollars)
{1 ] {2) {3) {(4)
b £: 20 Het Kot (3) as
ar Worth %

44 10,881
45 11,029
46 11,197
47 11,452

% Gomplied from Fineneisi Pos

these fipgures are above the 1593?&1%?#3@:&%& of 8% for the

4% iron and steel produet concerns. This suggests some deg-

ree of price control,as doss the fact that profits were sarne
ed at the height of the depression.

Bassey-Harrls Co.Ltd

_ This company was formed the smalgamate the Massey
NManutfacturing Co.ystarted in 1847,by the late Daniel Massey,
with A,Harris,Sen and Co.,of Beamsville,started in 1857,by
the late Alanson Harris. It was incorporated in 1891,and at



thet time became the largest manufacturer of harvesting nache-
inery in €Canadsa. Subseguently it sequired the asgets of Pat-
terson-Wismer,and the Verity Plow Co. In 1893,through affili~
ation with the Baln Wegon Co.,0f Brantford,activities were ex-
panded to menufacture farm wagons, Long befors 1900,Masseyw
Harris was exporting its machines teo different parts of the
world.

In 1910,Massey«Harris expanded into the Unlted States
by purchasing the Johnston Hervester Go,,of Batavie,New York.
Later the Deyo-Hacy Engine Go.,and the J.1.Cuse Plow Works
Ine.,were acqgulred. The latter firm was merged with the
Bassey-Harris Harvesting Go.lne.  Batavie JiL.Y.under the style
of Hassey-Harris &ﬁz; sheadguarters at Racine,Wis. The most
recent acquisition was the Goble Dise Works,Ine..,Fowler,Cal.
which tovk place in May 1948,

Meassoy-Harris hag manufacturing subsidiaries in Ir*m#:mi
E‘éﬁglaﬁé and Germanys,and sales organizstions in Argentina,Bra-
zil,Uruguey,Denmark,Belgivn and South Africa. It also has a
substantial minority intersst in South #frieaﬂ Inplements Mlg.
Ltd, sthe largest fiouth African implement manufactursriin H.V,
HaneXay,Messey-Harris Proprietary Ltd,,Melbourne;Australiajand
in H.V.HacKay Hassey-Harris (Quesnsland) Proprietery Ltd.,
Brisbane,Australisa.

Though started in a. small way in 1847,this concern
progressed,and reached its most prosperous ers following the
turn of the century, By 1928,the company was the leading man-
ufacturer and distributor of farm implements in the world, It



(in thousands of dollars)

TABLE 8

MABSEY-HARRIS LID,
COMPARATIVE FIGURES 1930-1947.%

71.

ay @ [ ) @] )] (6 (7 | ®
Ye-| Net Net (3) ad Het | (5) as Net | (5) as
an Worth |Operat.| % of| Prof. % of gales| % of

& Otheyr (2) | Availl. (2) (7)

Income for

Divid.
> % $ oY+ . ﬂ : = g
30 39,035|%  896] 2.30%-2,247 | ~5,76
31| 32,678| ~1,523| ~4.66 |-4,043 [-12.37
| i) e 68 ntd g
3 : ’ b ) ""VW’VVV w3, 2 4 *"14'?‘@
§§ 18,085 %g% 1.00 -21210 F12.22
¥ Oy 1 D eh9 |wl 4421 | 8453
36 | 16,606| 2,532| 15.26 |- 58 | §5
37 117,682 3,339 18.88| 1,023 | 5,90
38118,7861 3,505| 18,66 1,066 5.67
- 40|17,600| 3,132| 17.79| 806 2,58 %

41 | 17,820 4,759 | 26,71 974 | 5.47 |¥34,614 | 2,81
42 118,724 8,204 43,81 | 1,564 | 8,35 | 58,243 | 2.69
43 | 19,442 | 8,927 | 45,92 1,322 | 6,80 | 92,267 | 1.43
44 120,251 7,803 38,53 | 1,413 | 6,98 | 90,973 | 1.55
45 | 274409 7,091 | 25,871,588 | 5,80 {115,764 | 1.37
46 | 27,884 | 6,354 | 22,79 | 2,126 | 7.62 | 83,834 | 2.54
47 | 30,706 | 10,422 | 33,94 | 4,084 | 13,30 | 70,084 | 5,83
X Compiled from Finaneinl Post Survev of Corporate Securities.

was one of the Yblg three® of Canadian farm implement manufa-
cturers. Massey-Harris,Inbternational Harvester and Cockshutt
Plow had 75% of the total sales of agricultural implements in
the period 1929-1933,and even today they still dominate the
industry, After 1929,Massey-Harris suffered substantial loss~
es for several years as a result of the depressed conditions
affecting the graln-growing areas of Unlited States and Canada.
The ratio of annual losses to net worth renged from .35% to

14.67%. Before the downward trend was arrested in 1937,the acc-



unilated deffelt was well over %3@;@§§¥ﬁ68;

& number of factors contributed to the severe losses
guffered during the depression. In the first place,following
1929,the “big three™ of the Canadian implement industry held
to & policy of adjusting productlon to sales and maintsining
grigagi The farmer was compelled to pay high prices at a
time he could least afford 1t. Overhead costs rose as there
were fewer sales to carry an expense that could not be redug~-
ad, This was further sggravated by a severe decline in the
formerly substantial export business., However,it cannot be
said that the industry's sapacity had been supanded beyend
normal regquirements during the prosperity of the twenties,

dnother factor was the method of sale and dlstribute
ion of ferm lmplements., Cenasdian manuflasturers malutained,
and stlll maintain branches and warshouses with irwentories
and necessary stalfs to supply local selling agents. This
meant & degree of indlexibility of 3@31&&@7%X§353§ in perioeds
of restricted sales. The ebligation to maintein inventories
of parts,replacenents and machinery not only in Canadian
warshouses but alse In those of subsidiaries and sanles agencies
throughout the world mesnt that HMassey~Harris' Inventories
represented very large sums of money with conseguent Inflex-
ible eost,and a proportionate risk of loss,

The extension of oredit to farmers,in the twentles,
was snother factor conteibuting to the gsevere iﬁssgs, By 1930,
lassey~Harris farm paper reached a total of §26,000,000, This

leport ¢ Royal Commlgsion on Prics Spresds,.(Ottavwa:
Ffinte? to tha Kings Most Excellent Majesty,1935) p.62
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amount was reduced $11,000,000 during the next 7 years. Adjuse
tments under Parmers' Credltors Arrangement Aets,discounts
granted to farmers in all countries,and uncollectable sceounts
conatituted the major portlon of the total.

In 1938,and 1939,0perations were once again profitable
ag those were the best erop years the ¥est had experienced for
some time, EHince that date the trend of profits has been astea
dily vpward, The inerease In the defleit shown in 1939;and
1940, was 1&?@@@3‘&&& to the writing off of $1,349,.505,reducing
the net assets of subsldiaries ln eneny-controlled countries
to the nomingl sum of $4, With the reorganization of Feb.23ird
1942,the Qeflelt and ayrears of dividends were wiped out by
reduelng the oubstanding capital §24,431,430,end a capital gur-
plus of §2,206,206 was created. Since that time ths earned sure
plus hes increased each year. Though dividends heve been paid
regularly.the mwejor portion of profits has been relained inm the
business,thereby increasing net working capitsl and net worth.

While operations h&&g besn inereasingly profitable in
rocent years,the average ratio of net profit avallable for dive
idends,te net worth,over the past sightesn years has been sli-
ghtly more than one~guarter of one percent = an extremely low
figure which could hardly be termed a reasonsble rate of ret-
urn on capltal, Substantial profits would seem to be requirved
in pood years for the purpose of absorbing and carrying the
lesses of the lean years. Btability of price,snd price maln~
tensnce pelicles have been Justified op these ~?§Eﬁﬁ'i

Report the Boval Commission on Price Spreads.(Ottawa:
Printar to the Kiﬁgs Host Excellent Majesty,1935), p.63.
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If Hassey-Harria can be considered as representative
of the Canadian farm implement Industry,there 1s no basls for
acouging thenfarm;imglemant oligopoly of nmonopolistic explole
tatien. However,lt ils true that a greater degree of price
flexibility would benefit the farmer,and if the demand for
implements is elastic would benefit the manufscturer,during

dapression.

Canadian Celanese Litd

This compeny was incorporated In 1926,%0 acquire the
sole Canadian rights to the Dreyfus patents and processes
for manufacture of cellulose acetate,artificisl silks,non-
inflammable celluloids and photographic films,artificial
wools,ete, The bualness has three branchesjyarns,finished
fabrics and production of chemleals. The manufacture of fin-
ished fabries provides the main source of roverus.

br.Henri Dreylfus,holder of the cellulose acetats pate
ents,was one ol the founders of the British Celluloge and
Chemical Mfg Co.lLtd.,incorporabed in lﬁié;ané which later be-
came British Celsnese Ltd. In 1918,the American Cellulose
and Chemlecal Hfg Co.Ltde,was established,the forerunner of the
Celanese Corporation of America. The relations between these
two companles snd Canadian Celenese have been very ¢logse. The
ough there are no inter-company share holdliapgs between Americe
an,British or Canadian Celanese,some of the members of the
Board of Directors of the former two orgenizations,are also
members of the Board of Canadian Celanege Ltd. Camille and
Henyi Dreyfus,f.H.¥higman and Sir William Alexender are on
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TABLE 9

CANADIAN CELLANESE LTD.
COMPARATIVE FIGURES 1930-1947, X
{in thousands of dollars)

(1) (2) (3) (4) {5) (6) {7) (8)
Yoo Yot Het (3) as Net {5) ag Het {%) as

ayr| Worth | Operat. % Profit 4 Bales %

Profit of Avall. of of
1 (2 for (2) (7)
30 | $11,795 %,255 10.66 | 812 | 6,88 [P
31 | 11,962| 1,266 | 10.94 805 6,73
32 | 10)984| 13301 | 11.85 719 6,54
33 | 10,864 1,858 | 17.30 | 1,261 | 11.61
34 | 12,253] 2,038 | 16.63 | 1,505 | 12.28
39 | 12,937| 2,255 | 17.43 | 1,603 | 12,39 |
36 | 14,095 2@21 15.04 1,52@ 10.78 g;,ég& 27.80
14;5#3 1;337 922 ?g 71 g?né’?
39 | 14,626 2@3& 2003 | 14999 | 13.67 | 8,809 33.86
40 | 14,114 2,730 | 19.34 | 1,464 | 10.37 | 8,045 33.08
41 154247 4,393 28, 8% 14979 32.?6 114240 3%31 |

Net 5&1@3 figﬁms 1?3&*1?33;@% mfailabls

the Boards of all three concerns. These firms all produce cele
Aulose }waﬁat:e under the Dreyfus patent, British Calaness has the
sole rights within he British Empire outside of Canada,and the
Celanese Corp.of Ameries the sole rights In the United States,
1ts dependencies,and Central and South Ameries., A1l three man-
ufacturers were glogsely related to the International Rayon Car-
tel which was investigated by the United &tates Depariment of

Commerce,befors the World War ll. The cartel asgreement included
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1
Courtaulds Ltd.,(Br). Glanzstoff,{Ger) and Snla Visiosa,(Italy).

There are only twe Canadian rayon producers,lanadian Cel-
anese Lid..end Courtaulds Canada Ltd.,a subsidiary of the Br-
itish firm. In 1935,Counrtaulds produced 59%,and Celanese 419
of the total ﬁasadiaﬁ‘rafaﬁ prséa%tiﬁnf In the same ysar Canadi-
an Celanase produced 474 of Canadien rayon and silk fabries, |
Qvar the past sighteen years net profits svallable for divid-
ends have averaged 10,397 of net worth. Over the period 1937~
1947,net profit averaged 10.9% as compared with 6.9% for twen-
ty-geven primary textile firms listed in the Bank of Canada
Btatistical Summsry. Though 1t 1s true that the Canadlan text-
1le industry was exceaslvely depressed during the early 30's,
this difference in net profit ratics of 4% 1s some evidence of
monepolistiec exploitation. This is more evident when the ratio
of net profit to sales for the period 1936-47 is considersad.

Canadian Celenese has been clesaring 16¢ on every sales dollar.

TABLE

CANADIAN CRLANESE

SALES EGLL&E BBE&&&&%&

AV, 1936-39 AV, 194247 18T QUARTER 1948
Raw materials $.213 $.160 $ .137
Labour «315 «315 +340
Overhead «243 © $201 «194
Operating Income «229 324 329
{before taxes and
financlal charges)

e ——
On the basis of thils evidence the recent Price Comnlittee
falled to understand why rayon prices had not been lowered. Act-

ually there was a 3% rise In price to meet a 14% wage increase.

1 Royal Commigsion on Textiles (Ottawa: Printer te the Kings
Host Exeelieat ﬁajssty,l?B&}.,p.??
2 Ibid., p.96
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G&n&di&ﬁ Celanese argued that they wsre an Integrated firvm ca-

rrying on four different processes and hence the ratlo of operw
ating profit to sales was naturally higher, This reagsoning ig-
nores the fact that the ryatio of net profit to net worth has
also been very high compered to other textile firms. This cone-
dition would seem to be the result of monopolistiec conditlons

within the industry.
Goodyear Tire and Rubber Lid

This company was incorporated under Ontavio laws,¥arch
30th. 51927,10 sucesced a company of similar ﬁame which was for-
med under Ontario laws in December,1919. The latter was a su-
ceeggor of 2 business started in 1910,by interests associated
with Goodysar Tire and Rubber (o..kron,Ohio.

Since its ineeption this business has expanded with br-
ench plants being erected or aequived. In 1924,8 subsidiary
companythe Goodyesr Improvement Company Ltd.y,was formed as a
realty holding company. In March 1926,the OGoodyear Cotton Co-
mppany of Canada Lid.,was formed to acquire the business of the
Canadien Manhasset Cotton Co.Ltd. 8t.Hyacinthe,fQue. During
1946,two new factories were constructed at New Toronto,to exp-
and feeilitles and produce new linesz., Late in 1946,this com=
peny purchased a bullding at 8t.¥alo,Quebsc,and proceeded to
egquip it with machinery to produce moulded rubber goods. In
1947 4another subsidliary,St.Malo Heating Ltd.,was formed at St.
HalogsQue, |

This firm 1s an important sﬁhsiﬂiary of Goudysar Tire and
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Rubber Ca.,of Akvon,Chioc, It is eontrolled through ownershiyp
of 78,.8% of the common (voting) stock. The parent company is
the leading rubber manufacturer in the United States end has
fifty-seven ldentified subsidiaries both domestie and forelgn.
The Canadian firm iz the leading producer of automoblle
tires in Canada,nnd until recently had refused to enter the
rubber foctwear or specialty fleldsz. Its Vew Toronto plant
ig csapsble of producing over two million tires & year. Its net

profits avallable for dividends have averaged 10.93% for the

TABLE 11

GOODYEAR TIRE ARD RUBBER LID- _
COMPARATIVE PIOURES 1930-1947 X
{in thousands of dollars)

{1} {2) {3) (4)
Yom Net Ret (3) as
ar Worth Profit %
Avail. of
for £2)
30 3*15’,421 “1,950 10,09
k¥ 15,603 1,703 | 10,91
32 15,083 71 4.76
33 15,979 1,377 8.84
34 15,600 1,429 9,16
35 14,059 1,445 10.28
36 14,622 1,516 10.37
37 14,401 14364 9,47
38 14,400 2,229 15.48
39 14,453 14653 11.43

44 15,05 o5
45 15,433 1,386 8,

46 164269 1,660 10.21
47 19,930 3,931 19.73

X Compiled from Financlal Post Survey of Corvorste Securities.

pericd 1930-1947,and 11,96% for 1937-1947. Both of these figw
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eompare favourably with the earnings of other oligopelistlce
firaus examined. Its net profit average for 1930-1947,4is high-
er than any of them with the exception of Imperial 011 Ltd

Canadian Industries Limited

In the peried between the twe World Wars,cembines in
the chemical industry developed in practicaslly all industrial
nations, In Germany,l.G.Farben was reorgenized in 1925,combe
ining into one organization the major chemieal filrms in that
country. In 1926, Imperial Chemical Industries Limited { I.C.I.)
was formed in Britain to acquire Brunner Mond and Company, Un-
ited Alkali Couwpany,British Dyestuffs Corporation,and Nobel
Industries Ltd.,.four firms whiech had dominated the British
soda,dyestuffs and explosives filelds. In the United States,
the du Pont Cowpany and other firms were branching out inteo
diversified linesz of produetion. In 1929,8 patents and proce-
sges sgresment was reached between I.0.l.and du Pont whieh
covered virtually all the chemical producis made by the two
firms, This agreement was revised and extended in 1939, Und-
er it,the British Empire with the excepltion of Canada and
Rewfoundland became I.C.I.'s exclusive territory,and the Unite
ed States and Central America beecame du Pont's exclusive terr-
itory. Bach sgreed to grant the other excluslve licenses und-
er existing and future patents In the territories sxclusively
agsigned. As to the balance of the world not alloecated excl-
usively to elther firm,I.C.I. and du Pont decided to explore
the posslbility of using jJoint companles to elliminate compel-
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ition between then.

The basis for this jolnt understending had been lald in
i?l@;whgg du Pont and Bnglish Nobel Explosives CGo.,{one of I.C.
Its predecessors) had merged seversl expleosive companies,toge-
ther with a Western concern making acids and fertilizers.and
a sporting ammunition firm into & jointly-owned,Cansdian com=
pany,Cenadlan BExploaives Limited. After the formation of I.0.1.
ths’agefatiaﬁs of two other explosive manufacturera,the Canad-

lan Glant Lid.,;and the Forthern Glant Explosives Lid., were

TABLE 12

CANADIAN INDUSTRIES LTD.
COMPARATIVE FIGURES 1930-1947 ¥
{in thousands of dollsars)

(1) (2) (3) (4)
Ya- Net Net {3) as
ar Wortt Profit %
V& of

(2)
30 16*%1
31 9,82
32 799
34 13.18
35 12,05
36 13.41
3 15.49
3 12,02
39 16,11
40 13.69
41 Jy 0. It 13.25
43 41,276 44445 Jihzg
44 41,868 4,556 10.88
45 42,619 44,929 11.57
46 44,256 6,225 14,07
47 45,936 75163 15.59
* Compiled from Finsneisl Post gurvey of Corporate Securities.

1

consolideted with Canadisn Explosives Ltd.,which then became



the sols Canadian producer of dynamite. On June 20th,.,1927,
the pregent corporate style was adopted and the operationg

of these chemical and explosive Tirms were more closely integ-
rated.

Since then Canasdien Industries Ltd.,(C.I.L.) hag grown
to become one of the largest inéaaﬁrial undertakings in Canada,.
It is the largest Canadian manufacturer of chemlieals and chem=
ieal by-products, It has 11 operating divisions whieh sre
grouped as follows:

(1) Agricultural chemlecals and salt group.

(2) "Cellophane® and Fylon group.

{3) Chemical group ~organic and Inorganiec .

(4) Explosives and ammunition group.

(5) Fabrics,paints and plastics group.

This corporation is clossaly assocligted with 1its two ch~
jeof stockholders,B.I. du Pont de Nemours & Co.,U.8.4.;and Ine
perial Chemical Industries Litd.,of Britsin, %The remsining inte
erests are almost entirely in the hands of Canadlans,

Over the period 1930-1947,its ;ﬁt profit available for
dividends has averaged 12.3% of 1lts net worth, For the period
1937~1947,this figure was 13.15%,as compared with 11.76% for
thirty chemlcsl firms given in the Bank of Canade Btatistical
Summary. This inerease of only 1.39% compared with the industry
as a whole,is hardly sufficient te be indlcative of monepelistic
exploitation,particularly in view of the wide diversifieation

of the company®s activities.



Inperial 011 Ltd

This company was incorporated Sept.Bth.,1880,8s The
Inperial 011 Co.ltd, In 1919.8upplenentary Letters éhaﬁgeé
its name to the above corporate style, In 1932,the company
acqulred control of Domestlie Storage and Forwarding €o.,whi-
ch added substantially to Imperialts chailn of gasoline ser-
vica stations. In 1933,the company erected a small refinery
at Fort Norman,and in 1947,purchesed a refinery at Rhiltehors
se N, %. T, which was dlsmantled and moved to Edmonton.

Imperial 01l Ltd,,is one of 260 subsidiaries of Stand-
ard 01l Co.,of Bew Jersey,which concern owns 70,08% of its
outatending capital stosck. Imperial 0il Ltd.,is both a2 holde
ing and an operating company. As & holding compsny 1t cont-
rpls & large number of subsidiaries which earry on the pro-
duetion and/or transportation of erude oll,as well asrefine
ery and exﬁiératien activities. In that connection iz eper~
ates about 5,000 tank sars,more than 7 ocean-golng btankers,
and lake tankers which alone have a capacity of 230,000
barrels. It also operates 8 oll refineries,the latest,rec-
ently completed being near Edmonton. The reflneries with

locationseapacity and supply source are as follows:

Location Capacity Supply Bource
Baynla 54,000 bls.dly. #Hid-continent and
‘ South hfmerica
Hontreal 39,000 ®» u B.hs and Gulf Coast
Halifax 24,000 * &% T # 4 18
Ioco 12,000 ©® v Galifornla
Calgary 10,000 w w Turney Valley

Regina 10,000 w  # Okllahoma ,Texas LColorade
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Edmonton 4-6,000 bls.dly. Leduc Fisld.
Normen Wells 1,100 » Norman Wells,

Imperial 011 Ltd.,has twenty-five direct subsidlaries
and approximately forty indirvect subsldiarles. Thege are
eant?allsé’thraagh ownership of at least %1% of the outst-
anding cepital stoek. Through 1its subsidlaries this company
owns large oil-producing acreages with refineries 1In Columbia
and Paeruj a serubbing planty 62 absorption plants in the Tur~
ner Valleysa @ipsliﬁa to Calgarysand controls or has & parti-
eipating lnterest in 134 gas and/or oil wells in the Turner
Valley,46 wells elsewhere in Alberta,24 oil and gas wells in
Ontario,and 63 oil wells in the Norman Wells field. In its
sixty-eight years of operations Imperiasl 011 Litd.,has attai-
ned lesdership in the Canadian oil and petrolsum industry,

It heads Canadefs petroleum oligopoly with a total refinery
gapacity of 138,000 barrels per day as eompared with 40,500
barrels a day for British Americsn 011 Ltd, 32,000 barrels

a day for MeUoll Frontenac 011l Co.Ltd.,3,300 barrels a day for
Canadian 01l Ltd.,end 1,600 barrels a day for North Star 0il
Ltd. 8hell 0il Co.,of Canada Lid.,Trinidsd Leaseholds (Canada)
Ltd.,and three or four small Western concerns also operate
refineries in Canada but on relatively negligible scales.

Over the period 1930-1%947,thls company's net profit ave-
allable for dividends has avervaged 12.86% of 1ts net worth.
The similar figure for 1937-1947,was 13.56% as compared with
a 10.96% aversge for sleven getralané concerns listed in the

Bank of Canada Statistical Summary. Though the profit per gale



TABLE 13

‘ IMPERIAL OIL 13D. ,
COMPARATIVE FIGURES 1930-1947 £
{in thousands of dollars)

84,

1) {2) (3) (4) (9) (6)
Yo~ Het Wet {3) as Total {(3)as
ar Worth Profit % 8ales %

Avail. of of
§ifs§ (2) 5
iVids
30 ¥171,186 | 918,020 1.1 | ¥
31 183,970 18,227 9.91
32 185,664 14,713 7.93
33 187,062 14,102 7.54
34 174,942 25,772 14.73
35 167,186 25,230 15,09
36 159,108 25,628 16.11
37 151,854 26,452 17.42
38 139,178 25,960 18,65
40 128,697 17,639 13.71
41 131,358 16,144 12,29
42 131,996 14,663 11.11
43 134,320 15,549 11.98
44 137,417 16,193 11.78
45 137,262 16,617 12,11 | 174,102 .54
46 143,524 17,326 12.07 | 195,872 8.85
47 152,019 20,464 13.46 | 200,602 7.85

¥ Compiled from Financial Post Gurvey of Corporate Securitles -
Sales flgures 1930-1944 not available.

TABLE 14

IMPERIAL OIL 1LID-
CANADIAW SALES DOLLAR BREEAKDOWN. X

———
————

1945
Raw materials 53.00¢
Manufacturing 12.40
Harketing 9e26
Taxes 8.13
Profits 5.9%
Profit per gallon 80

Gallons sold

1,291 mililon

1l

1946
52.28¢
1l.46
11.03
e

»9€

6.61

.94

1,380 million

1947

54.,78¢

11.30
10.33
9,42
8.07
6.10

«99
1,662 million

x éamp&leﬁ from Imgsrial 01l Lté;,ggpﬁsl Statements 1945~1942
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lon sold seems very small, one must conslder the tremendous
volume of sales,and the fact that volume of sales outside of
Canada,are not included in Table 14, 7This also aceounts for
the difference between net proflt as & percentage of total
gales (see Table 13),and net profit as s percentage of the
Canadlan sales dollar. These figures are some indication of
a degree of monopolistic eontrol. Imperial 041 Ltd's price
leadership and price discrimination gcliaiestgere axposed iﬂ>
the British Columbis Petroleum Iﬂvestigatien}

1 L.G.Reynolds,
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CHAFTER 4

CORCLUSIONS

The Level of Honopoly Profits

In Chapter 1,1t was suggested that the maln basis of
the growth of concentration was the profit motive, Once a
monopolistie position ls attained,the monopollst 1s able to
charge a prise high enough to yield him the greatest possibe-
le §rafit% In practicey,the possibility of protests from cust-
omers,and public investigation dictates a price high enough
to yield substential profits but not so high as to draw public
censurs. However,methods of profit concealment by charging
unduly large smounts to depreclatlen,charging new investment
to operations,setting §§ needlessly large contingency reser-
ves,and by other means have developed,although Income Tax leg-
islation has limited such abuses. In sddition,Parliament has
allowed net profits of 154 to 20% to be earned with complete
regpectability.

If profit~sesking 1s the prime cause,then one would
expect to find that the Canadian monopolies and olligopolles
axamined in this thesis have enjoyed large profits. The aver-
age ratio of net profit avallsble for dividends to net worth
for the eleven concerns apalysed over the period 1937-1947,
was 12,99%. The average net profit ratio for the three firms

that sre sole Canadian preducers and that approach practical

1 J.i.Clark ; Soclsl Control of Business.,(Chigagos Unive
ersiﬁy of ehieaga Prass,19ﬁ§) P.434-435,
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nonopoly,Fage-Hersey ?ubéﬁ Ltd., Aluminium Ltd.,Consolidated
Mining and Smeiting Co.,0f Canads Liﬁ*, was 16,074 as compar-
ed with 11.65% for the members of the oligopolies,Steel Co.,
of Canada Litd.,Asbestos Corporation,; Goodyear Tire and Rubber
Ltd., Imperial 01l Ltd,., International Rickel Co.,of Canada,
Ltd.,; CGanadlan Industries Ltd. Massey-larris Litd.,and Canad-
lan Celanese Lid. These thres profit figures are considsrably
above the corresponding figure,7.52%,for 665 covporations lis~
ted in the Bank of Canads Statistical Bummary., The average
net profit ratio for ten of the companies examined (Goodyear
Tire and Rubber Ltd.,was left out ay comparable flgures were
not available for the rubber industry) was ié.?gﬁg Thils is
almost one~third larger than the welghted average for 13%
companies in the same lines of business,l@.l%i Taking as rep-~
resentative these sleven companles which ineclude a number of
Canada's most lmporitant corporations,it 1s clear that selfish
profit-gsesking is the chief basgis of monopolies and oligopelies.
One result &f\m@nepaly prices and profits is a mal-
digtribution of productive resources. Our *free-enterpriset
economy relies on the price systemas the indiecater of the
sum total of individual consumer declsions as to which of his
unlimited wants he desires to satisfy,and by what means. Nat-

urally the consumer offers higher prices for what he most de~

1 Average net profit avallasble for dividends as a percentage
of net worth for 18 non-ferrous metal conesrns,27 primary
textile firms,49 iron and steel product companies,ll petr-
oleum econcerns,and 30 chemical companies,l937-1947,were
weighted by the number of firms in sachesse and averaged.
{Figures compiled from Bank of Canada Statistical Summary),
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sires and lower prices for the things which yield hin less
gsatisfaetion, With the price gystem as a gulde productive
services are allocated among alternative uses,to produce the
goods and gervices the consumer desires. Under perfect comp«
stition the price offered by the consumer for the margiﬁai
product of a factor will be equal to the reward offered for
the use of that facter. Heavy consumer demand for a geood,
results in high prices. This means high rewards to the fac~
tors producing 1t. Hore factors are atiracted to the indus-
try by the high returng,and production expands to meet the
large consumer demand. Under monopoly the price offered for
the marginal product of & factor excewds the reward offersed
that factor,i.e. average revenue slways exeseds marginal
revenus. Under monopoly,a high price means large returns to
the monopolist because the fawarﬁs to the factors of produge-
tisé are less than the §fiﬁé} The result 1s that not enough
faectors are attracted to the Industry to expand output to the
point consumer demand warranis. Therefore productive resources
are not ??ﬁ?&fly allocated. Thils argument applies to nmonop-
oly,and in a lesssr degree to any form of monopolistle comp=
etition. The effect In both cases 1z to distort the price
system as & gulde to production and resource allocation.
Here an 1mportant practicesl guestion arises sz to
whether the evils of monopoly would be mitligated by bresking
up monopoly into several separste firms and creanting olipop-

oly. Would the output and price be higher or lower? The

( J.8.B8in, Pricing.Distribution : _ {New Yorks
1 ¢ H@ﬁry Holt and §§¢§, 1), Padd!
{ J.E.Meade and C.J.Hitch, B . sis and Policy.(New

York: Oxford ﬁnivsraity Fress;l?@é} pe159-161.
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result would despend on meny factors. Each individual case wo-
uld have to be examined on its own merits. Where productlon
was carried on in 2 single plant because of a restricted mark-
etya limited source of supply or the importance of fha econc=
ies of large scale production,it would not be practicable to
break up & monopoly,¢.g.nlckel. Where the good was produced in
a chain of plants,e.g.gasoline,explosives and chemicalszeach of
these plants would probably be opsrated by a separate company
with 1ittle change in preéuﬁti@negsﬁs% However,regional mon-
opolies might develop becauss of the scattered loecation of

the plants and long frelght hauls between reglons.

The attitude of the oligopolists towards one another
is also important. There might be a formal or taclt agreem-
ent between them. In the absence of agreement sach seller
might determine hls poliey under the agsumptlon that his rivals
were unaffected by what he d4id. He night take into account
the direct influence he had upon the price. In such a case
the equillibrium prlee would be considerably lower than under
monopoly and would approsch the competitive figure as the num-
bar of sellers became larger, On the other hand,each seller
might take Into account the offect of his policy upon his rive
als and thence upon himself again. He might consider his tot-
al influence on theprlce,direct and indirect. If each seller
414 this,the prics would be the monopolistie an&% If each
seller ignored both his direct snd indirect influence on the

1 L.G.Reynolds, op.cit.,p.63
2 EBdward Ghamberliﬁ. ' 118 QUPetltion
(Cambridges Harverd ﬂnivarsi 3 Press,lf 5 5 4,
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price,it would be the purely competitive price regardless of
the number of sellers.

Though it 1s trus that the profit ratio of the elight
oligopelistic concerns was 4.42% below the average of the thr-
@¢ practicsl monopolies,this 1s no proof that ollgopolistie
prices are lower and oubtputs higher than those of monopoly.
This sort of reasoning ignores the fact that profits may be
lower nol becsuse prices are lower,but rather because costs
are too high, In this respect selling costs and the capacity
of the individusl firm and of the industry are often important
facteora,

In the long runyunder perfect compstition sll firms
in an industry would be of optimum seals, Any firm shich was
not of this secale or dld not operate at the optimum sige of
output (the lowest aversge cost) would be forced out of buse
iness. There would be no unused capseiily (no plant would be
used at less than the rate that would give lowest sverage costs).
I there was excess capacity in the industry (i.e.vhen,if all
plants operated at capacity profits would be reduced below the
ose In other competitive industries) it would tend to correct
itsslfi Productive factors would shift to other industries,
attracted by higher returns availasble elsewhere. Under ¢li-
gopoly an individual firm may not expend its plant to optime
umr sgale or produce its optlmam size of output beceuse though
average unit costs would be lowered,the greater volume prod-

uced would cause & price decline that would offset the lower

1 L.G.Reynolds , gp.git.,p.107.
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&%ﬁﬁﬁi Hhere excess capacity exists in an ollgopolistic indu-
stry it is not zelf-correcting and may persist indefinitely.
When firms 4o not oparate at lowest cost sociebty loses as so~
arge productive regources are not belpg most efficlently used
to satisly consumer needs, Therelore goolety's real lncome
is lowered.

Selling and aévar%iging gxpenases eontyribute %o high-
ar costs., Under pgrféﬁt competition 1f each firm produces a
standardized product and sells 1t 1n a perfect market,no fl-
rm wlll spend money on Selling goods as any firm can lneres-
ge sales by lowering its price sligﬁtly% In the case of ol~
igopoly fixed prices and unused eavselly lesd naturally to
high sslling costs, Produgers do not desire to start price
warfare or are forbldden by agresment to increase thelyr sal-
a8 by prioe-~sutting. They are,therefore,forced to embark on
gales campaigng 50 that overhead costs can be spread cover s
grester output. Hach firm attempts to differentiats its pro-
duets from those of its rivals by highe-sounding nemes,lavish
gdvertising or faney packages, In addition.free premiums and
eredlt terms are used to induce buyers. The objeet,of course,
1s to increszse snd hold demand for the products in the face
of counter-attacks by rival firms. Viewed zs a whole,thess
cogtly seles campalgns tend to neulralisze each other. All the

olligopolists have higher unit costs beceuse of high sales eax~

pense,which are passed on to the consumer. Insofer as the

1 J.B.Meade and C.J.Hiteh, op.olt.p.164.
2 Ibid.,p.176-~177. » SReG2LP
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advertising campaigns by inducing & change in consumers' tas-
- tes increase the market for the lndustry as a whole,and inge-
far as the campaigns ksep the consumer 1nf@rme§ of the tech-
nical properties of goods,and the terms on which they can be
obtalned,advertising is of value, Beyond this it is waste by
enploying resources whieh would Inerease socletyt!s real inee
one more if utilized in alternstive preductive employments,
From the foregolng 1t is ¢lear that costs and prices
under oligopoly mey be higher than under moncpoly. However,
oligopoly may still be preferable because there is always the
pessibility of price eam§etiti$ﬁ% There may alsc be more
rapid technleal progress and an opportunity for new producers

to gain & foothold.
Brice Rigildity end Bconomic Stability

In periods of depresslion some prices fall very little
and other prices fall a great deal. There 1s wlde price dig-
persion. Though it does not follow that prices which fall
1ittle are controllsd,while those which fall greatly sre comp-
gtitively determined there is 1litile doubt that monopoly and
oligopoly priﬁgﬁ fall less than they would under conditions
of eamgatitian% Hence greater burden of sadjustment is thrown
on the flexible price area.

Wnat are the effects of this situnation on the depth
and duration of depression? 1t has been arguad that deficien-~
¢y of sffective demand unemployment and uvnder-ntillzation of

regources are caused or at least intensified by the depression

1 L.G.Reynolds, op.cit.,p.63.
2 M;) Iﬁr?lﬁ? -
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ingensitlvity of the prices of an important greoup of commodi-
ties%v The dlvergence of sonsitive and insansiti#ﬁ prices is
said to couse the fluctuation of the buslness eyecle. It is
suggested that & bigh degree of cyclieal price flexibillty
wotuld help susteln sffective demsnd and prevent fluctuations
In output and employment.

Professor Reynolds note that many of the controlled
articles In Canada are basic raw materials,iron and steel,
chemieals,asbestos and non~ferrous metals which have a conald-
arable influence on the cost and price-level of producars?
goods,. The manufactursrs of these basic goods argue that the
demand for thelr products 1s markedly lunelastic,and the decl-
ine in output during depression is due entirely to the decli-~
ne in quantity taken bf processors/usersjand that price has
little to do with it. The demand for gaplital goods in depre=
gsion and prosperity becomes especlally inelastic betause of
the bilas of producers’ anticipations. Any price reduction
would decrasge the total revenus of the producers of these
goods and heve little effect on thelr physical volume of sales.
If showeverythe prices of sll materials (inoluding wages) in
gapital-goods industries could be reduced during & recession
&8 rapidly as sensitive prices,the decline in investment that
laads to depression might be checked. If such prices were re-
duced in the early stages of recession while busivess wag gt~
111 optimistle,fresh lnvestments might be Induced, This ing-

reased spending weuld help make snticipations become reality.
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If the capital goods producers cul prices by ecutting wages
and disbursements the result night be a decline in consumer
spending which would have an adverse affect on business sntl-
cipations. FProfessor Reynolds concludes that greater flexibe
ility of producerstgoods' prices,while it would not azlisr the
general outline of the business cycle,would have an alleviat~
ing influence,

Professor Hangen take a more pessinistic view, He
believes that in most eases progperlity dles a *"natural death®
because of ﬁsmpef&fy_satu?aﬁian of avallable outlets for inw
vestment in plant and equipment. When sll the new developnen-
ts made available by the progress of sclence,technology,and
the growth of populstion have been fully exploited and util-
ized,there 1s a sharp reduetion of investment. The resulting
fall in income brings widening price divergence between sen-~
sitive and lusensitive prices, %This dispersion is s result
rather than a cause of the cycle. No price reduction commen-
surate with price-sensitive goods would bring a recovery in
investment expenditure,according to Hansen,because of the faw-
etrﬁf temporary stagnation. However,he admits that when suf-
ficlent time had elapsed for new technology and the need of
replacenment to provide outlets for investment,a reduction in
the eost of capital goods would be favourable to expansion
providing Income and effectlive demand was maintalned. In the
latter respect both Prof.Hansen and Prof.Reynolds are in agr-
soment. There is little doubt that price rigldity character-
istie of monopoly and oligopoly,partieularly in the ecapital
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goods fileld,intensifles the depth and durstion of depreasion.
In & country such as Canada where a wildely fluctuate
ing export income forms s large part of the national inconme,
the problem of gfig@Afigiéity 1s particularly sarious. Canads
is st111 é@miﬁaatly a raw materisl exporter,although the imp-
ortance of sxports of manufactured and finished goods has gre-
own In recent years, In depression the producers of the stsp-
le exports such as wheat,newsprint,lumber,ete.,are *sgueezed”
betwaen the flexible prices of thelr products and the relati-
vely rigld costs (prices) of manufactured goods oftsen produ~
ced under conditlions of wmonepolistiec cempetitlon, The polliey
of contrelled 5&9@13 and price maintenance followed by mono-
polistic competition,in industry,can well be contrasted to
conditions 1n staple production where supply (production) has
remained falrly stable,or has even Increased in the face of
falling prices,thus accentuating the price decline. A fall
in the world price of our export staples reduces the standard
of living of gll Canandians. In the long ruagtha brunt of this
fall has been borne in the past by those engaged 1ln.or assoe-
iated with the production of staples. On the bases of both ju-
stlee anévaxpaéiaﬁgy there is s strong cass for State interw
fTerence to sgéaaé the bﬁ?ﬁéﬁ% & discussion of possible ren~

eliss for monopelistic competition logleally follows.
The Canadian Combines Investlgation Act

One of the major funetions of the above Aet i3 to

1 H.A.Innls and AJF.W,.Plumtre, Gane *_, gonomy Lt ,
blems ., (Torontos Cansdian insti ‘uta for Iﬁt%?ﬂ&tl@ﬁ&l
Affairs,1934), p.l135.
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prate@t-tha Canadian Consumer agsinst unjuatifiably high pri-
ces and monopelistic exploitation. It does not provide the
direct approach to which we have bsen accustomed during the
War years,e.g.price cellings,quotas,ste, This Act does not
give the administering agency,the Combines Investigation
Conmission,any authority to fix prices or to decide that
prlces or profits in any particular case ars excessive, Re=-
ther 1t seeks to maintain what might be termed indirect co-
ntrol or control by competition in the bellef that the

best check to high prices is the exlstence of a competitor
selling at 8 lower price. The principsl polint of combine in-
vestlgation is not the falrness or unfalrness of the price,
but rather the element of sgreement determining whether there
has been an undus lessening in competition. Indleations that
prices are unjustifisbly high may,however,prompt investigat-
ion to see 1f there 1s an element of restrictive competit-
ion at 1@3 SOUFR8,.

The present Combines Inyestigatiﬁn Aet which wag ane
ended in 1935,1937,and 1946 defines ®combines® in the brosdest
sense to include all the varlous forms diseussed earller.
Trade combinatiops (Assoclations and Pederations),trusts,merw
gers (ﬁsnsaliéaﬁian)gaﬂﬁ mohopoliseg which have operated to the
detriment of the public through limliting productlion,fixing or
enhaneing pricesgpreventing competition or otherwlse monopol-
izing or restraining trade are defined ss “combines™ within
the meaning of the Aet, Partlelpstion in the formation or

operation of such combines i3 an indictable offence,
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& prelimipary inquiry inte an alleged combling can be
made,in the first place on & compleint from the publle,second-
1y at the instance of the Minister of Justice and thirdly,on
the initiative of the Commissloner of the Combines Investlge
ation Commlission. If this discloses sufflcent evidence to
Justify s nmore extended examinatlon.a formal Inguiry 1s then
undertaken. Vhen an investigation is completed,the Commission-
er reports his conclusions to the Hinister of Justics. The
Act requires that such repovris be made publie. If,in %he Op=
inion of the Commissioner an offence has been committed,the
veport end evidence may be sent to the Attorney General 1in
whose Province the combine has been found,or reference may be
made to the Attorney General of Canasda for such scticen as the
copditions discloassd may appear to werrant. Progsecution for
offences undar the Combinses Investigation Act follows the re-
gular procedure under the authority of the Provinclal or
Dominien Attorney General.

In some cases,partlcularly taclt agresments,it is
ﬁiffia&l% to sstablish an agreement glving presumption of
detriment,and the prosscution must attempt to prove public
detriment by arguing the propriety of prices,e.g.the recent
Dental Bupplies Case., However,the 1&¥‘§%fﬁ§$$ rightly,te da~
bble in sconomics and pass Judgment on the falrness of pric-
es8., Any price is reascnable insofar as buyer and seller
mutually agree to 1t without compulsion. Where the court ege
tablishes the existence of a "eouwbine® sévefal romedies are
svallabls, In the first place everyone is guilty of en indic-

table offence,under the Act,and 1s liable to a fine not exce-
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eding $£10,000,0r to twe years Imprisonment,or i1f s corporation
t0 & penally not exceeding twenty-five thousand ﬁall&éa,wh@ is
a party or privyvtg or knowingly asslats in the formation or
operstion of a combine within the meaning of the fet. In addl-
tion to the penslty the Governor-in-Council may direct the re-
duction or removal of customs éé%ies in order that the public
will recleve the bonefit of ressonsble vompetition. Up to
1944,%this remedy had only been used once in 1% forty~five ye-
ars of existence, Its effectivensss,of course,is limited by
international eartels. The latter divide the world sarket am-
ong the members and agree to refrain from competition regard-
less of tariffs. In cases where gateﬁﬁs or rade-marks have
been used to unduly limit production or restrain trade the Ex-
chaquer Court may declare void any agreement,license or arrang-
sment relating to such usejrestrain any person from carrying
out all or any provisions of such agreementjdirect the grant
of licenses under any such patent to such persons and on such
terms and conditions as ths court way deem properydirect that
the registration of & trade-mark in the register of trade-marks
be expunged or amendedjand dirset that such other acts be done
or omitted as the court may deem necessary to prevent any such
usejprovided that no order shall be made under this section
which 1s at varilance with aﬁy treaty§genveﬁﬁien,arraﬂgamaﬁﬁ or
engagenent respecting patents or trade-marks with any other
countyry to which Canada is & party. The wideapread §&hligiﬁy
given the reports of the Combines Investigation Commlssion 1s

another important facter in the enforcement of the Act,end in
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the maintenance of competition.

The effectiveness of the legislation against undue
restraints of trade cannot be measured by the number of inv-
estigations conducted under it,or by the number of prosecut-
ions for alleged offences. It is nevertheless true that a
statute lives largely by appropriations and these until rec-
ently have been grossly 1nldoqult0§ (In 194]1,the Combines
Investigation Commission had a staff of eight,and an approp-
riation of $62,000.) But there is some evidence that the very
existence of the Aet and the possibility of investigation has
led to the abandomment of proposed agreements which might have
been brought into quostion? ¥hile indirect control by maint-
enance of competition can never be completely effective,nei-
ther can a system of direct control,as our wartime experience
showed, However,a consistent policy of investigation and pro-
secution protects the consumer,and has and will produce res-
ults which extend beyond the particular fieldsto which atten-
tion may be drawn through publicity and the imposition of pen-
alties,

It 1s clear from the foregoing that the Combines In-
vestigation Aet approach to the problem of undue trade restr-
aints is essentially a negative oneg it does not strike at
the rcocots of the problem but rather by investigation and pro-
secution seems "to bolt the door after the horse is stolem™.
Onc2 an agreement or monopoly is in existence,it is very

1l V.%.Bladen, "Combines Investigation Commission and Poat War
Resonstruction” V0l.10,1945,p.350.

2&m1$_¢mnt_?..wm. es of proceedings and
Evidence , (Ottawa: Printer to the s Most Excellent

l".’t’,lm,, Po °
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difficult to restore competition. The best approach is to
make the formation of a monopely or agreement difficult to
consumnate, As indicated in the foregoing,the present Act
has helped in this regard but it could be made considerably
more effective by supplementary legislation in related flelds.

Proposals

In the Chapter 2 analyais of Canadian firms,the imp-
ortance of patent control in relation to monopoly and restr-
ietion of competition was evident. As,for example,the Dreyfus
patents held by Canadian Celanese Ltd. The Patent Act of
1935,allows patents on any new,useful process,sachine,manuf-
asture or composition of material,or any improvement thereon
which was the resultl of invention rather than mechanical ski-
1l. The Act requires that the application for a petent must
contain a clear,complete description of the item to be pat-
ented. A patent gives the originsl inventor or his legal rep-
resentatives exclusive rights for seventeen years,subject to
adjudication in respect thereof before any court of coampet-
ent jurisdiction. If these rights are invaded the inventor
of his legal representatives can collect damages. Any persocn,
however,can attack the patent on the grounds that it is not
new,useful or the result of inventive ingenuityjthat the des~
cription in the application is not full,clear,or exact enough
to distinguish itj; or that the alleged inventor is not the
true or original invantorf A person who is planning to man-

1 H.G.Fox,"Patents in Relation to Monopoly™ C.J.B.P.8. Vol.ll
1946., p.330. '
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ufacture an object,or use a process similar to one covered by
a patent may seak & court ordey for a declaration that the pre
ocess he desires to use,or the object he desires to manufact-
ure is not an infringement of an existing patent.

In addition,the Petent Act provides that the Attorney

General of Canadsa,or any Interested person may at any time
after three years from the date of the grant of the patent,
apply to the Commisaioner aliaging,in the cagse of thet patent
that there has been an abuse of the exclusive rights granted
thereunder and asking for reliefl under the Act. The following
constitute an abuse of such rights: |

{a) FPailure to work or meke the patented inventionj

{(b) Importstion to the detriment of home manufact-
urerss;

{e) Failure to meet demand in an adeguate way or on
resgonable terms;

(ﬁ) Prejudicing the ¢ountry's irade or industry or
that of particular firms,contrary to publie
interest by refusing reasonable license to otherss

(e) Attaching unfair conditions to acquisition,use,
or working of the patented article or processs

(f) Using a patent or & process to prejudice the
manufacture,the sale,or use of materials used in
that process,

The Commissionsr of Patents ls gilven the right at any

time to require & patentee to provide evidence that commercial

scale use of his process,or production of his product was be-
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ing undertaken,or of not,why not., Where the Commlssloner of
Patents 1s satisfied &ﬁ,abﬁae'axiats,h@ may revoke the patent
or grant compulsory license on applicatlion undsr s rayalﬁy'hg
decides is falr and reasonable. |

On. ths surface this would sesm to provide adequate
protection sgainst the misuse of patent rights. However,the
remedies provided are slow znd expensive., It takes an average
of two years for the disposition of an application concerning
pstents,and the cost 1s bhigh. The eollection of evlidence te
prove lnadequate supply.or unrsasonable price is a difficult
and costly task even for Government agencles. The Act seems,
in gragtieggta ba only effective 1n cases of simple nen-use
of patahts% It is true that the Statuts of Nonopoliss supe
plements the provision of the Patent Aet providing treble da-
mages for peraong “hindered,grieved,disturbed or disguleted”
by the abuse of monopolles oy patents,but this statute is sub-
ject to the eritieisms just outlined. In addition,its legal
and constitutional position is in doubt, The court has interp-
reted it as applying only to improper end invalid exercise of
Royal perogative,and not to Letters Patent which are perfecte
1y leglitimate and protected by law. No asctlon has ever been
brought under thiz Shatule. |

None of these safeguerds provides adesguate protept-
ion agalnst various types of patent polley and restrictive
licensing that are used az a éhi@lﬁ for monopoly,e.g.patent

pools and cross-licensing agreements. In the radio field,for

1 I.M.MacKelgan, “Notes on Patents in Relation to Honopoly®
CadoB. P8, Vol ll, 1946.,3.4?5.
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example,patents relating to radio tubes have been concentrated
in Thermionies Ltd. This corperation wag formed in 1932.and
under agreements made in 1936,with shareholder ecompanies,it
renewed licenses under patents held by Ganadian Marconl Co.,
Canadlan General Electric Co.ltd,,Canadian Westinghouse Co.Ltd
» sNorthern Bleetrie Co.ltd.,and Rogers-Majestic Ltd. Then
Thermionics Ltd.,licensed each sharsholder company with full
rights to operate under the patents rights assigned by all of
them to Thermionics Ltd. The licensees are permitted to sell
radio tubes only in aeccordance with a schedule of prices,ter-
ms and considerations established by Thermionlcs Ltd. Eaeh
licensee adopted a standard form of Jobber contract prepared
by Thermlonies Ltd,,which required the jobbers to maintain
the list prices and discounts fixed by each m&ﬂafaeturaf%
Patents perform a valuable service in providing ad-
equate incentive and reward to the inventor whose work Incre-
agses the income of soclety as g whole. 8Some people argue thatb
the eriticism of menopoly fades before the benefits bestowed
by invention. The fact that paténts snoourage invention is
not disputed here,but rather the form the reward takes. If
the bagis of petents 1s to promote as large and rapid an ine-
rease as possible,in soclety's real income,the wldeat possible
use of and fastest improvement of an invention 1s desirsble.
Patent laws which give the inventor or his legal representate

ives monopoly privileges thwart these ends and lay the basls

or,Combines Investigation Act, (Ottawas
Printer to the Kingd Most Exeeilent Maj~
33%?;1?45 ) ?Q48t

Canads and International Cartels 6 Report of the Commission-
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for exploitation.

 Por this reason,noe one should be given the exclusive
right %o menufacture any product or use any process. The Inve
antor,recognized as such and his rights protected by the Gove
erpment,should be given a royalty of E£'§§13£39§ aven more if
Justice warrants,on the cost of producing the patented arﬁiela%
This plan combines adequate inceontive and protection for the
inventor,and at the same time avolds the evils inherent in
monopoly privileges. It is treune of course that such a sweep-
ing change would only affeet Cansdian Patents, Nevertheless,
such action would be & step In the right direction and would
help relleve the burden thrust upon the Combines Investigat-
ion Commission. It would provide other nations with en exw
ample to follow and might clear the way for International Pat-
ent Reform and ultimately might mean the elimination of Inter~
national Cartels.

Corporation law is snother field in which legislet-
ion would be invaluable. In the preceding chapters we have
seen how the rise of concentration and monopoly was based on
the corporation,snd partieularly on various kinds of Consolid-
ation,l.e.mergers,analganations and holding companies, While
a Consolidation shieh has operated or is likely to cperate to
the detriment of,or agsinst the publie interest,is included
in the definition of “eombine*,the Conblnes In#as@igatian.geﬁ
does not deter the formation of this type of eenean%rati@a%

The latter have been the chief means used to gain monopolistie

1 Dr.Philippe Hamel Abusss of Caplitalism
2 V.W.Bladen, gp.cit., p.357.

(Quebec:1945),
?i 15 ®

‘>
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control of markets and prices, Where consolidations now exist
any attempt to unsceramble ﬁhem presents diffieult problems in
equity. Innocent shareholders may be hurt, However,in the ca~
se of proposed consolidations,'an ounce of prevention is worth
a pound of cure®. Actlon should be taken to prevent their
formation.

How is this to be done? There seems to be two scho-
0ls of thought. One group emphasizes the fact that mergers,
smalgamations and holding compsnies may be,in some cages,jus-
tified on sconomic grounds; where production,distribution or
management costs are lowered and greater efficiency obtained,
Therefore,consolidations should be allowed sah%aﬁt to adain-
istrative a&garvisiﬂni Each proposal fer consplldation sho-
uld be examined on iis own merits and ée&iéi@a reached by so=
e supervisory agency. FProfessor #iilton Handler weonld ing-
lude the following clsuses in a revised Corporation Act.

(1) Prohibit acquisition of stock in and holding
company control of competing companies in the case of co-
rporations with a net worth of over $1,000,000,with suit-
able exceptions for bona fide Invesiments and control of
true subsidiaries by parent cerporations.

(2) The scguisitlion of assets and property of compe
eting flrms would be subject to adminigtrative supervig-
ion in the case of a corpeoration with a net werth of over
$5,000,000, 8uch acquisition would be approved if: :

{a) It resulted in greater effiviency and economy in

production distribution and mansgement,in the publie

interest.

(b) It does neot result in any substentisl restralnt

of trade or lessening of competition.

(¢) The eorporations involved do not include one or

more of the ten leading conecerns In the trade or in-

dustry as determined by sales,output or e¢apacity.

{d) It doss not reduce the nunmber of competitors

within the trade or industry 80 ag to materially les-

1 R.E.Curtls, I

usts and Beonomle Control,,(New Yorks: Mclr-
~H111 Book Co.,1n0.,1931), ped496.
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gen the effectivensss or vigour of competition.

(e} The sige,strength and position of the acquiring
company will ast enable it to fix or maintain prices
by reason of administrative action apart from comp-
otition.

{f) The acguiring company,to induce acguisition has
not engaged in unfalr or degeptive methods or viol-
ated anti~trust legislation.

Eh% other school of thought suggests that certain
kinds of consolidstions ghould be banned entirely. This would
greatly simplify administration. Trying each nmerger or amal-
gamation on its own merits as Professor Handler suggests is
rather c¢lumsy and may leave lsép%h@les through which real
culprits may escape. Were & ban placed on a certain type of
eonsolidation all the court would have to determine would be
whether or not a glven consolidation fell within that categ~
orysrather than whether or not it was detrimental to the pub-
11& interest. This latter 1s more simple and more effective.
The following are some of the prohibltions that have been su-
gresteds

By V.%.Bladen’
{1) Prohibit the holding of stock of a compebitor.
(2) Prohiblit the acquisitlon of the assets or prop=-
arty of a competitor where such acquisition glves
the acquiring company more than & certaln percentage
gf §he gapacity,sales or oulput ia that industry or
rade,

By H.C.8imons.
{1) Prohibit any corporation which menufmctures or
merchandises goods,from owning securitles of any ot~
hey sueh corporation.
{2) Place & limitation on the total amount of prop~
erty & single corporation may own.
{a) & poneral linl% on all corporations.
{b) A apecific 1imit within an industry to st~
op any firm from dominating an industry.
(3) Prohibit any person from serving as an officer
in any two corporations in the same line of buslnsss,
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or in an investment eorporation and sn operating
company. {(This clause abolishes the inter-locking
directorates vwhich were one method of monopolistie
control,e.g.British,Canadian and Americen Celanese).
{4) Investment corporations which hold stock in op-
erating companies shall be prohibited from exercis-
ing Influence over such companies with respeet to
mg&g%@m@ﬂ%;&ﬁﬁ shall hold such stock without voting
TLENGE.

(5) Incorporate investuent corporations under separe
ate laws designed to preclude their becoming holding
companies or agencles of moneopoly control and place
limitations on thelr total property,their percentage
holdings of securitles of any single operating comp-
any and on thelr total investment In any Industry.
{6) Allow gorporations to issue securitles only in
a small number of simple forms preaseribed by law and
prohibit any single corporation from using more than
twe or three diffsrent forms.

The foregoing suggestions regardless of the approach taken
would do much to combat the rise of concentration and acecome
panying restriction of competition. These would be in the
nature of preventatives rather than cures.

To¢ sum up,we have seen that the atbalnment of greater-
than-average,relatively secure profits 1is the basis of the
growth of concentrations that monopely, oligopoly and reste-
iction of competition bring rigld prices,inefficlent use and
maldistribution of productive resources,the loss of consumer
sovereignty,and in addition contribute to economle instability.
Soclety van not be expected to suffer such abuse indeflinitely.
Inless lmmediate and effective steps are taken to stop the
trend towards eencentration and to restore competition,scclety
may forcee the sbandovment of the snterprise system in favour
of State Soclalism.
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