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EUROPEAN CARTElS
by

Heinrich Kronstein

One of the authors of “Germany’ a Master Plan,” */ Joseph Borkin, is a good

friend of mine, with woi I work daily, a man of great merit and one of the chief

economic advisors to Thurman Arnold. He had vast stores of za’terial at his die—
his

posal. He and end co—author are excellent writers. An unfortunate circumstance,

however, has made him a victim of the black—white faflacyg he hcLLeves in an

historical process by secret conspiracies, which last through decades or even

centuries. Ho wonder, then, that he has discovered such a conspiracy to be re

sponsible for this war. In his opinion the German people have lived up to a plan

for 20 years (p.1), or since 1914 (p.6), or since the beginning of German history

(p.7). The contents of this plan are not described substantially; however, he

finds a general denomihator for the in the cartel, and its contindng aim has

always to do with world domination.

I do not take issue with Borkin’ a historical philosophy, or with his special

application of this philosophy. I do not take issue with many of his allegations,

for instance, his statnents about Pritz Haber’ a alleged cooperation with the

army in 190S, or the history of the Uerman dyestuff industry, etc. I do not take

issue with Borkin’ a belief that Hitler and his general staff used the monopoly

and crte1 device in the preparation of the war, because I believe he is ri;ht,

but I take issue with him in his over—simplification of the European cartel

prob1.m. I am compelled to do so for the following reasons:

1. The cartel problea is one of the most important of our time. A wrong

conception of the cartel systn will have devastating effects on the conclusions

we draw therefror. with regard to the future intenaational trade policy of the

United States.

2. A mistaken view of the function and aim of European cartels will have

*J• 33orkin. Duell #2.75
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a devastating effect on our peace -

The tr—uropean cartels, which were lrnoat all German—controlled, since the

bulk of industrial facilities on the European continent are in Germany, were, in

Borkin’ a view, only a means the Germans used to dominate the whole of Europa, Uow

can he explain the fact that such countries as France, Poland, Denmark, repeatedly

advocated cartels as the only solution for European economic problans? The only

country which expressed some doubts was Eri1and. Were all the representatives of

small ]iropean countries just fools and dupes of the cartel conspiracy? We read on

page 17 of Borkin’s book: “The softest inpeachment that can be made of then is that

ther knew not what they did.” Did all these statesman, some of whom were socialists

and some leading capitalists, not realize what l3orkin realizes, that German—don—

trofled cartels are at all times the servants of German interests and that their

loyalty to Germany was undivided?”

We can only hope to explain what underlies such sweeping state!Lents if e first

clearly establish what a cartel is. Nothing is more dangerous for any discussion and

nothing opens the way more surely to misunderstanding than an uncertainty in the

conceptions siified by the terms used. Let us state first what a cartel is n o t

A licence agreanent is not a cartel; it may be a means of securing a artl. A subsid—

Lary-parent relationship is not a cartel; again, it may be a means of securing a

cartel. Iany understanding between a number of firms which does not work positively

toward eventual regulating of, or otherwise interfering with, the market is not a

cartel. A “trust” or concern” is not a cartel. A cartel is a combination between

two or more enterprises to regulate the quantity and çiality of goods to be produced,

the prices to be paid, the conditions of delivery to be required and the markets to

be supplied. The scope of the organizatio of a cartel is somewhere between the scope

of a aprtnorship and the scope of a state :eney. A cartel is one of the bic

forms of a monopoly. The other form is a concern or single enterprise able to remlate,

or at least to lead, the market. One of the reasons why Borkin came to hi mistaken

view of the cartel is the inco:sistency of his definition, which we find in an anno—
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tation to page 3.2: 11A cartel aeans a combination or agreement . ...host cartels of the

modern type are trusts which govern whole fields of technology through patents, know—

how, or control of £acilitie.”. If conceptions mean nnytbinE; in political,econonic

or scientific discussions, a trust is not a cartel. A trust is not a eombin.tion,

and the statements in the first sentence that the cartel is an “agree2ient” and in the

second sentence that “most cartels are trusts” are inconsistent.

1hat could have induced European statesmen to salute the idea of European cartels

as a road to salvation? Europe is a relatively small continent. Europe is just as mud

or even more an economic entity as other continents. The Hole ran 1pire gave pol

itica]. fonn to this economic order. Nationalism tragicalir destroyed the old tradi—

tiona]. order and cistabiished 2 sovereign states. AU these states were based on the

nztionaJ. idea and on the unfortunate philosophy that states must be totalitarian in

their potential activities (sovereign). This potential totalitarianism of the modern

European state led to the conviction that every state must have its own production

in a1oot every field. It is obvious that such states in their entire conception were

destructive of European and of their own moral life. A system of protective tariffs,

subsidies, political favors to favored industrialists, and econosic favors to favored

politicians, became the symbols of European politics.

However, an existing entity cannot be altogether destroyed. The old traditions].

European order broke through in the most paradoxical way, as long as actual warfare

did not make it iaposible. Even the most sovereign—uiinded government could not avoid

asking powerful foreign concerns with large mark&s protected by patent monopoly, to

establish plants to serve the “national” interest of the inviting government as again

the country of the invited concern’s origin. The invitation extended to foreign con

cerns was an admission that the economic unity of Europe existed. Independent nationa

producers could survive only by joining the European combination of producers, the

cartel, giving themselves a share in the European market or in the overseas market

open to Europe.

The intra—uropean cartel was a substitute for the non—existing political order.

No substitute is good, especially not if the price to be paid is as high as it was

here. In practice, political governments yielded a good dee]. of their authority over
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forei arid doeetic policy to private hands; but the gcwcmaento of Denmark, Poland,

Czechoslovakia and France believed in this subititut as the only way to maintain

their sovereignty. emany’s position up to the end of the twenties was r oiive1y

so w esk that she jit her faith in the aems “life preserver,” which has been used in

Germany arid all other parts of Europe for the moat varying purposes since ,t least

The European explosion, which actually occurred in 1933, was to a cert4n extent

a result of the iapossible European order arininr out of the fact that th&’pean

order” was managed by privte intez’ests while the govenimenta of ail urope coun—

tries became i asinly powerless representatives of the proud idea of x’

Xnter-.continental cartels are quite different fz’on the ruropa cartels

in cause, purpose and eraniaation. We can distinguish between two basic typ the

cartel in the field of production and the cartel in the field of raw :::r*L. OaLy

in a few cases has one country, or even one contintn.. alone, a wend monopoly in the

field of finished poduct, while in the raw material field that happens quite often.

Lurepe has onr a few such absolute or oven relative raw material monopolies • One of

then was • atin America, partly in its el partly in oonpary with the United

states and parts of the iritJ.sh and Thitch empires, kiss many such absolute or relativc

raw material monopolies: e.., copper, tin, tungsten, molybdenum and nickel. E?useia

and Canada control 75 % of the worldS a platinum, while South Africa and Colwbin

control the re. In almost all these cases Europe &as subject to conbinations of th

“iew in ontrc1. Almost all of them used the cartel device to avoid over.prouction

thus keeping prics at a relatively- high level in the middle of a terrible pressioz

which forced all other prices kwm. The effect on the purchaser countries ha been

In the field of production £Eurog and especially Genaany, was much more often

*1 Conpare nr rtc1e in the June and October, 1942, issues of
CHXC.GO LAW VII7vi.
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the organir6er of ranufacturin, cartels and other forms of monopoly, yet in many

cases she was subject to cartels orF;anized elsewhere. headers of Borkin’s book will

find ten chapters on the chemical industry, seven chapters of general discussion

and only one single case (the optical industry) in which the control of en entire

industry is at ie, while in the other cases only certain articles are fected.

The simple reason is that the chemical industry supplies the most instances in which

Germany was the counder of the inter—continental cartels. The electrical cnteis

are very- much under k.rierican influence, i.e., in the fields of radio, records, lamps

and telephones, The autxaobile industry, the lock and key industry, the office machit

ad shoe machine industries as well as the agricu1taal machinery industry, are all

tuaerican monopolies based on patents and trademarks and all the other device used

by cartels.

As soon as one country or a croup of countries realizes that they are the only

producers of certain material, they band to(ether to find out how they can re”ulate

the market, effective ways to exploit other countries, and their own countr±:: • For

this purpose they divide markets, they restrict production, they establish pools in

which products are stored until they can he sold at hi(-her prices, etc.

Each country is inclined to speak only of the cases in which it is a victim of

the agreements of .4. and not a partner thereto. iivery country tries to shake it

self free from being a victim of, or subject to, such understandings; therefore coun

tries with a strong manufacturing industry try to Lind artificial substitutes for th

raw materials of which they are deprived by the “understanding.” Countries in contro

of certain raw materials try to find ways of substituting them for nanufactured pro—

ducts High tariffs prohibit the import of such competitive goods as soon as the man

facturing or substituting process is a success. The raw iaterial producers find it

to their interest to raise the price of the raw material in the whole world to such

eEL extent that the artificial producer finds an opportta’iity in the market also. That

ws what happened in a great number of relationships between Germany and American

industries beinr 1933.



The lo of the inter—continental cartels finally became a political

fact of Ize iaendous inportmc.. hi1e mt zrope& cartels were iiostly broLt into

br4nij by political facts, intr-.continental cartels established political

They determine the sphere of influence each country nas. They divide katim Azkerica

,and other parts of the wtirld between thenselves. The ncceasary effect is that pout.

ical goveents are called upon to consider certain parts of the werlo as ‘iies

of tIeir interest” and eertin other parts as territories outde oi their . crc.

Governments becne subservient to private decisions all over the world. 1-erj t ine

one of these cart1s broke downs a warlike situation arose hetweon private uioriopoly

croupe, in which the overrmaents bsnediatel.y found taaelvea vired.

Since nattJ. law is no longer considered the rule of our lives, the only prin

ciple which edt is that victory roes to the Which among existin factors

of strength actaUy is the cause or effect of this ti loitent often renains a siattex

of doubt. Certainly the develoijment of the international cartela indicated here is

one of the cazzees of the world catastrophe. Uore we cannot sar.

The greater the nimher of independent people who influence economic life, the

more difficult it is for a dictator to et control of a nation. The greater o num

ber of independent people who participate in the econcnic world contest, the .tme

difficult it i for a dictator of one nation to organize his territory for total war.

The recter the :aber of independent people who live in every country, the iore dif

ficult it is for a nation to swallow up other nations, even after they are zilftarily

conquered. As soon as Hitler cme into power and his general staff began to prepare

for war, the cartels and other forms of nonopoly in the market becane an excellent

basis for en economy devoted to reorraenent. Inf].uence in intra—i’uropean and inter

:::inental eart4s becane an excellent means of collecting information, coatrollinp

the actual prothct-ion of other n;tions nd preparin for the overthrow of their govex,

ernments and for I conquest. Other partnez’s in these cartels were often not to

unhappy, since the rearmanent of Geinmy increased production and raised .
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ive, in i..eel inuatz’y the Z3elian and Erunch were wry znioue to rain

in the cartel after Geriian ri:annament began, so aa to participate in the pro1 s.

The policy of irg agreaents between the GenDan producers of :.rtifieial products

and the people in control of the equivaLent raw aatorial becaac a special type of csrtc

policy. In theo.c cases the hope of the producers of the raw material wao to get nore

for their goode in their own countries, or in the countries outside the intluence

of the tiiicial producer. They knew the significance of the artificial products for

zxmai.ent, but they etpectect that this reane.mit would not be used a;aInet tharn

but against othcr peopLe — if indeed, ther gave tuht to anything other than to

(artels arc not limited to one single country nor to one single political system.

Senator LaFollettc expressed himself as follows: “i axa very anzdous that the reader

o this record thall not ret the inpression that the horrendous , horrifia aspets

of this thing are due alone to Hitler.It is inherent in the -toio1r disease, That

is my point. Of course, I do not &it to be :aisu .ood. inybocy who gets rower

ici.L]. utilize wh.tovar devices are at hxI, but the point in that these world—wide

zaOnOpOies grow up under deocratio control in all contris.”

Cartels are th uoderrt fot of world mess. Thsr have an sense influcnoe

on the fate of ovary hinian being, whether he be in the United States, in China, or

in uropa. We have not yet found the means to control cartels o2’ other fovme of

Enopoly. taihly we have riot found a aystela to 1et rid of thei.

I x certain that Borkin will not disagree ‘with ae in y final concluion and

that he will give all his thought to & conatructive solution of the hIci,, It. is

high time to co to an id of the negative dcui a. We see the end of hitln”s

terror coiing nearer every day, So hero is our chance to make a new start in ding

with the OflOpOJpX)b1eU. The world is aware of the danger. The highest s

leaders of the atona discuss it explicitly. The i.rchbiahop of Canterbury recntiy

called it one of the crucial problxw of the world. Zn his Christmas message Pope



Pius XII toid us the foflowini:

That social life as God willed it, may attain its scope

ii. needs juridical order to support it irori without, to defend and

protect it; the Lnction of this juridical order is not to dominate

but to serve, to iwlp tie deve1opent and increase the society s vitalitI

in the rich zu].tipiicity oi its ends, l€adinf all the individimj.

enerics to L.eir perfection in peaceful cocpeition and defending

then with pv.ropriate and honest ie aginst il that iay

Militate ainat their Lull evolution.

The Pope hao given us his warning with r egard to the probl&a of the

‘contro]. of the cL1opoiy by the ;tataent:

Whet i this slavery arises from the 4ploi.c.ation of private

capital or froi t’ power of the State, the result is the ime.

Indeed, undez the pressure of a State wnach %ioinates all the

controls of the whole fields of public and private life, even

going into the reali of ides and beliefs and ol consciences this

lack of liaerty can 1’iave the more serious consequences, as cperience

shows and

The minds af the beat ren are necessary to help us steer between Scylla

,. and Gnaryhdi, We know that the essential condition of fuiLuig our way is to

subordinate o elvea to the principles of the zwtural la’,. Then we may find

means to compel our neibor to do 1ikie. lye annot flope fo find salvation
4’

so lon8 as we trr to destroy evil only in tne society of our enny. , .

4

l



Th COUoNWAL
June 4, 1943
Vol.38, p.17O-’73.

PA CARfl1S
by

Heinrich Kronstein

One of the authors of “Germany’s Master Plan,” */ Joseph Borkin, is a good

friend of mine, with whan I work daily, a man of great merit and one of the chief

economic advisors to Thurman rnoid. e had vast stores of rciterial at his dis—

posal. He arid cauthor are excellent writera. An unfortunate circumstance,

however, has made him a victim of the black—ithfte fallacy: he b1ie’c in an

historical process by secret conspiracies, which last through decades or even

centuries. No wonder, then, that he has discovered such a conspiracy to be ret

eponsible for this war. In his opinion the German people have lived up to a plan

for Z) years (p.1), or since 1914 (p.6), or since the beginning of German history

(p.?). The contents of this plan are not described substantially; however, he

finds a general denominator for thor in the cartel, and its continuing aim has

always to do with world domination.

I do not take issue with T3orkin’s historical philosophy, or with his special

application of this philosophy. I do not take isrne with many of his allegations,

for instance, his statnents about Fritz Haber’ a alleged cooperation with the

army in 1908, or the history of• the Uorman dysatuff industry, etc. I do not take

issue with Borkiri’ e belief that Hitler and his general staff used the monopoly

and cartel device in the preparation of the war, hocause I believe he is ri.!,

but I take iseue aith him in his ever..a1mp1ifiction of the iuropean cartel

problsa. I a conpelled to do so for the following reasons:

1. The cartel problen is one of the most Important of our tirae. A vron

conception of the cartel systen will have devastating effects on the conclusions

we draw therefro: with regard to the future intexiationa1 trade policy of the

United states.

2. A mistaken view of the function and aim of ]iuropean cartels will c

*J Borkin. !.ue1l ,2.75
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a devastating effect on our peace 4irs.

The ii r—;urcpe crteis, wLich were .1iiost il Ger conttclied, aine the

bulk of indusriai. facilities on the European continent re in Gexuany, were, in

Uorkin’a view, only a means the Ger!aans used to doiinate the whole of Europa. iow

can he explain the fact that such countries as France, Poland, Denmark, repeatedly

advocated cartels as the only solution for European economic roblas? The only

country which expressed some doubts was n;1nd. Were all the representatives of

saell iropean countries just fools and dupes of the cartel conspiracy? We reed cm

page 17 of aorld.n’s books “The softest impeachment that can bt aade of then is that

they knew net what they did.” Did all these statesman, some of whom were socialists

and some leading capitalists, not realize what )3orkiu realises, that Geruan-ccin—

trofled cartels are at all times the servants of Genaan interests and that their

loyalty to Germany was undivided?”

We can only hope to explain what underlies such sweeping statenents if we fire

clearly establish what a cartel is. Nothing is xiore dangerous for any discwsion ar

nothing opens the way raore surely to misunderstanding than an uncertainty in the

conceptions signified by the terms used. Let us stat. first what a cartel is n a

A licence agresment is not a cartel; it may be a means of securing a cartel. A ub

iar.parent relationship is not a cartel; again, it may be a means of securing a

cartel. Any under8tanding between a nwaber of firms which does not work positiire1y

toward eventual regulating of, or otherwise interfering with, the market is not a

cartel. A “trust” or “concern” is not a cartel. A cartel is a combination hten

two or mar. enterprises to regulate the quantity and ia1ity of goods to be produ

the prices to be aid, the conditions of delivery t1o be required and the markets

be supplied. lb. scope of the organizatiooi a cartel is somewhere between the a

of a aprtnership and the scope of a state ;enci. A cartel is one of the to basi

ferns of a mnopoly. The other form is a concern or single enterprise able to rep

or at least to iad, the -rk. One of the reasons why J3orkin caae to his mistal

view of the cartel is the inconsistency of his defiid.tion, which we find in an a
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tation to page 22: “ carte]. £aeanS a combination or igreement • ..Host cartels of the

aodern type are trusts whici govern thole fields of technology though patents, Imow

how, or control of faciltie.” If conceptions mean anything in political,econo.-iic

or scientific discuasions, a trust is not a cartel. A trust is not a ccmbin.tion,

and the stateienL in the first sentence that the cartel is an agreenentIr and in the

second sentence that 11mc)st cartels are trusts” are ientsistent.

idhat could have induced European statesxien to salute the idea of European cartel

as a road to salvation? Europe is a relative] nall continent. Europe is just as rauc

or even more an economic entity as other continents. The Hole Roman 2zzpire gave pol

itical fona to this economic order. Nationalism tragically destroyed the old tradi

tional order and established 2 sovereign states. AU these states were based on the

national idea and on the unfortunate philosophy that states must be tots t:rian in

their potential activities (sovereign). This potentia].. totalitarianism of the od.ern

European state led to the conviction that every state must have its own production

in a]rnoat every field. It is obvious that such states in their entire conception were

de&.rictive of 1pean and of their om moral life A system of protective tariffs,

subsidies, political favors to favored industrialists, and economic favors to favorec

politicians, becae the symbols of European politics.

however, an ecisting entity cannot be altogether destroyed. The old traditional

European order broke through in the moat paradoxical way, as long as actual warfare

did not nake it inpossib].e. Even the most sovereign-minded government could not avoi

AsId.ng powerful foreign concerns, with lare markets protected by patent aonopoly, t.

establish plants to serve the “national” interest of the inviting government as aai

the country of the invited concern’s orii. The ittic-n extended to foreign con

cerns was an admission that the economic unity of Europe existed. Independent nation

producers cou1 survive only by joining the European combin:tion of producers, the

cartel, giving themselves a share in the European market or in the overseas market

open to Europe.

The intra-uropean cartel was a substitute for the non—existing political crder

No substitute is good, especially not if the price to be paid is as high as it was

here. In practice, political governments yielded a ;ood deal of their authority ovex



foreign and domestic policy to private hands; but the governments of Denmark, Poland,
Czechoslovakia and France believed in this substitute as the only way to iaintain
their sovereignty. Geran.y’ $ position up to the end’of the twenties was r elatively
so w eak that she put her faith in the same “life preserver,” which has been used in
Germany and all other parts of Europe for the most varying purposes since at least
lEO0

The t r - OX1O51OL which actually occurrec in 1933, was to a certain extent
A a res..1t of the aiiposs.ble European order irisii out of the fact bat the mropean

order” was managed by privte interests while the governments of all Erop€ roun-.
tries became iacrcisin-ly powerloss representatives of the proud idea of soisreignty.

Inter—continental cartels are quite diflerent £rcs the intra—Europe cartels
in cause, purpose and organization. W can distinguish between two basic types: the
cartel in the field of prodvction and the cartel in the field of raw inatera) • Orly
in a few cases has one country, or even one continent a world monopoly in the
field of finished’ products, while in the raw material field that. happens quite often,
Europe has only &-few such absolute or even relative raw material monopolies. One of
then was mercuz, • Latin Americ a, partly in itself, partly in company idth the United
States and parts of the British and Dutch empires, has many such absolute or relative
raw material monopolies: e.g,, copper, tin, tungsten, nol:ñ)da1uL and nickel. Russia
and Canada control 75 % of the world’s platinum, while 5out Africa and Co1:ia

control the re. Th almost all these cases Europe was subject to combinatior’e of the
“few” in control, Ai-.est all of thii used the cartel device to avoid over—’cotion,
thus keeping prices at a relatively high level in the middle of a terrible ‘epression
which forced au. other prices clown. The effect on. the purchaser countries has been
terrific,

In the field of production Europe, and especially Geniiany, was much more often
*1 Compare ny rticle in the June and October, l9I2, issues ofCHIC GO LAY LLVIL’W.
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the orgonier o rarnu.acturing cartels and other forms of monopoly, yet in many

cases she was subject to cartels orarized elsewLere. headers of Borkin’e book will

find ten chapters orL the chnical industry, seven chapters of general die ir3icn

and only one sinle case (the optical industry) in which the control of an entire

industry is at tase, while in the other cases only certain articles are affected.

The sinpie- reason is that the chemical industry supplies the most instances in which

Germany was the coander of tite inter—continental cartels. The electrcai cartels

are very much under merican infiuence i.e., in the fields of radio, records, lanpe

and telephones. The autasobile industry, the lock and key industry, the office niachin

*d shoe machine industries as well as the agric lturaJ. machinery industry, are ail

American monopolies based on patent.s and trdemarlcs and all the other devices used

by cartels.

As soon as one count.ry or a rroup of countries realizes that they crc the only

producers of certain material, they band to’ether to find out how they can ulate

the iarket., effective ways to exploit other countries, and their own countre. For

this *rpose they divide narkets, they roatrict production, they establish pools in

which products are stored until they can be sold at higher prices, etc.

Each country is inclined to speak only of the cases in which it is a vicU of

the agreements of others, and not a partner thereto. very country tries tc ehak itt

self free from beinj a victin of, or subject to, such undretandings; therefore cowi—

tries ‘with a strong rn’xiufaoturing industry try to find artificial substitutes for the

raw materials of which they are deprived by the “unkrst3nding.” Countries in control

of certain raw iiat.eriais try to find ways of substituting them for manufactured pro—

ductal High tariffs prohibit the inport of such ooipetitive goods as soon as the manu.

facturing or substitutint process is a success. The raw material producers find it

to their intorct to raise the price of the raw m;iterial. in the whole i-orld t such

n extent that the artificial producor finds an opportunity in the market als. That

wqs what happened in a great number of relationships between Germany and American

industries b ifor 1933.
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The developnent of the intr-continental cartels finally becarie a political

fact of lie mendous inportncc. fti1e inra—Iuropean artels were mostly brought into

being by political facts, intarhconi,inental cartels established political

They determine the sphere of influence each country ha. They divide Latim America

and other parts of the world between. themselves. The necessary ffect is that polit

ical governments are called upon to consider certain parts of the world as l fields

of their intorest’ and certain other parts as territories outside of their ere.

Governments beoone subservient to private decisions all over the world. Everj t ine

one of these cartels broke down, a warlike situation arose bet’eei. private monopoly

groups, in idiich the governments izanediately found themselves

inee natural law is no longer considered the rule of our lives, the only prin-.

ciple which e,d.sta is that victory goes to the strong. ‘hich among existing factors

of strength actually is the cause or eifect of this dveloment often remains a matter

of doubt. Certainly the developnent of the international cartels indicated here is

ore ‘$ the ca.use of the world catastrophe. fore we cannot say.

The greater the number of independent people who influence economic life.j the

more difficult it is for a dictator to get control of a nation. The reatcr t!c nwi—

ber of independent people who participate in the econoic world contest, the more

difficult it is for a dictator of one nation to organize his territory for total war.

The rector the number of independent people who live in every country, the more dif

ficult it is for a nation to swallow up other nations, even after they are militarily

conquered. As soon as flitler came into power and his eneral staff began to prepare

for war, the cartels and other forms of monopoly in the market became an e:r’ellent

basis for an ecortany devoted to rearm&ent. Influence in irttra.-uropeari and inter—

continental cart&s became an excellent means of collecting information, controlling

the actual production of other nations and preparing for the overthrow of their goverr

ernments and for ‘tlitwy conquest. Other partners in these cartels were often not to

unhappy, since the reazinament of Germany increased production and raised For

V.
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instance, in the sieel inuuntry the Belgians and French were very anxious to reazin

in the cartel !ter German reaazaent began, so as to participate in the profits.

The policy of making agreements between the German producers of artificial products

and the people a control of the equivalent raw iaterial became a special type of carte

policy. In these cases the hope of the producers of the raw material wa to get more

for their goods in their own countrice, or in the countries outside the influence

of the artificial producer. They knew the significance of the artificial products for

rearmament, but they epected that this rearmament would not be used a’,ainst them

but against othor people — if indeed, they gave thought to thing other than to
4

businesu,

Cartels are not limited to one single oountrjr nor to one single political system.

Senator LaFoUett ezressed himself as follows: l am very anxious that the reader

of this record ehall not get the inpression that the horrendous , horrific aspects

of this thing are due alone to hitler.It is inherent in the monopoly disease, That

is my noint. O course, I do not want to be misunderstood. Anybody who gets power

will utilize whatever devices are at hand, but the point is that these world—wide

monopolies grow up under democratic control in all ni.”

Cartels are the odcrn form of world business. The7 have an imnense influence

on the fate of every human being, whether he be in the United States, in China, or

in Europa. We have not yot found the menns to control cartels n other forus of

unopo3y. Certainly we have not. found a system to get rid of ti.

I n certain that Borld.n will not disagree with me in my final concludo and

that he will give all his thought to a constructive solution of the problem. It is

high time to come to an end of the negative discusion. We see the end of Hitler’s

terror coming nearer every day. So here is our chance to make a new start in •ealing

with the nonopoly irohle. The world is aware of the dngor. The highest spiritual

leaders of the nations discuss it explicitly. The Archbishop of Canterbury recently

called it one of the crucial probi of the world. In his Christ.mas message Pope



Pius XII toici us the foilowin’:

That social life as God willed it, may attain its scope

it needs a juridical order to support it from without, to defeiid and

protect it; the function of this juridical order is not to doaThatc

hut to serve, to help the develonent and increase the society’s vitality

in the ricP multiplicity of its ends, leaiin; all the individual

energies to their perfection in peaceful corapetition and defending

then with appropriate and honest means against all that may

militate aainst their fuil evolution.

The Pope has given us his warning with r egard to the probla of the

“control’1 of the noLlopoly by the statement:

Whether this slavery arises from the eloitation of private

cauital or from the power of the State, the result is the same.

Indeed, under the pressure of a State which doiinates all the

controls of the whole fields of public and private life, even

going into the realm of ideqa and belief3 and of co:.seieuoe, this

lack of liberty can have the more serious consequences, as experience

shows and oves.

The minds ô 2Je best men are necessary to help us steer between Scyila

and Charybrlis6 We know that the essential condition of finding our way is to

subordinate our•c1ves to the pri’iipies of the natural law. Then we may find

means to compel our neigbor to do likewise. We cannot hope fc find salvation

so long as we try to destroy evil only in the society of our eneriy.
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EUROPEAN CARTELS
by

Heinrich Kronstein

One of the authors of “Germany’s Master Plan,” */ Joseph I3orkin, is a good

friend of mine, with whom I work daily, a man of great merit and one of the chief

economic advisors to Thurman Arnold. He had vast stores of material at his dis

posal. He and antcoauthor are excellent writers. An unfortunate circumstance,

however, has made him a victim of the black—white fallacy: he believes in an

historical process by secret conspiracies, which last through decades or even

centuries. No wonder, then, that he has discovered such a conspiracy to be re

sponsible for this war. In his opinion the German people have lived up to a plan

for 20 years (p.1), or since 1914 (p.6), or since the beginning of German history

(p.7). The contents of this plan are not described substantially; however, he

finds a general denomihator for the in the cartel, and its continuing aim has

always to do with world domination.

I do not take issue with Borkin’s historical philosophy, or with his special

application of this philosophy. I do not take issue with many of his allegations,

for instance, his statnents about Fritz Haber’ s aUsged cooperation with the

army in l90, or the history of the German dyestuff industry, etc. I do not take

issue with Borkin’ s belief that Hitler and his general staff used the monopoly

and o5rtel device in the preparation of the war, because I believe he is right,

but I take issue with him in his over—simplification of the European cartel

problem. I am compelled to do so for the following reasons:

1. The cartel probln is one of the most important of our time. A wrong

conception of the cartel system will have devastating effects on the conclusions

we draw therefrom with regard to the future international trade policy of the

United States.

2. A mistaken view of the function and aim of Europ cartels will

* J. Borkin. Dv!1i 2.75
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a rievastat.in .flct G)fl our pece-

The intr—kuropean cartels, which were J.most all Gorman—conti-olled, since the

bulk of industrial facilities on the European continent are in Germany, were, in

Borkin’s view, only a means the Germans used to dominate the whole of Europa. How

can he explain the fact that such countries as France, Poland, Denmark, repatecflv

advocated cartels as the only solution for European economic prohliis? The only

country which ecpreseed some doubts was England. Were all the representatives of

small European countries just fools and dupes of the cartel conspiracy? We read on

page 17 of Borkin’s book: “The softest impeachment that can be made of thea is that

they knew not what they did.” Did all these statesian, some of whom were socialists

and some leading capitalists, not realize what Borkin realizes, that German—con—

trolled cartels are at all times the servants of German interests and that their

loyalty to Germany was undivided?”

We can only hope to explain what underlies such sweeping stateaents if we first

clcarly establish what a cartel is. Nothing is more dangerous for any discussion and

nothing opens the way more surely to misunderstanding than an uncertainty in the

conceptions signified by the terms used. Let us state first what a cartel is n o t

A licence agresment is not a cartel; it may be a means of securing a cartel. A subsic

iary—parent relationship is not a cartel; agcin, it may be a medns of securing a

cartel. Any undeirtanding between a number of firms uibich does not work positively

toward eventual regulating of, or otherwise interfering with, the market is not a

cartel. A “trust” or “concern” is not a cartel. A cartel is a combination between

two or more enterprises to regulate the quantity and quality of goods to be produced

the prices to be :‘aid, the conditions of delivery to be required and the markets to

be supplied. The scope of the organizatio.of a cartel is somewhere between the scop

of a aprtnership and the scope of a state agency. A cartel is one of the to basic

forms of a monopoly. The other form is a concern or single enterprise able to regnia

or at least to lead, the market. One of the reasons why orkin came to his mistaken

view of the cartel is the inconsistency of his definition, which we find in an ar
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tation to. page 12.:. tIA cartel aeans: a combination or agreement . .Most cartels of the.

modern type arc trusts which govern hole fields- e technoiogy- .throu&h patent.s, know—

how, or control of facilities.” If conceptions mean anything in political,econonic

or scientific discussions, a trust is not a cartel. A trust is not a combinrtion,

and the statements in the first sentence that the cartel is an “agreement” and in the

second sentence that “most cartels are trusts” are inconsistent.

What could have induced European statesmen to salute the idea of European carteli

as a road to salvation? Europe is a relatively email continent. Europe is just as mud

or even more an economic entity as other continents. The Hole Roman lihupire gave p01.-

itical fonn to this economic order. Nationalism tragically destroyed the old tradi—

tionaJ. order and established 2 sovereign states. All these states were based on the

national idea and on the unfortunate philosophy that states must be totalitarian in

their potential activities (sovereign). This potential totalitarianism of the modern

European state led to the conviction that every state must have its own production

in almost every field. It is obvious that such states in their entire conception were

destructive of European and of their own moral life. A system of protective tariffs,

subsidies, political favors to favored industrialists, and economic favors to favored

politicians, became the symbols of European politics.

However, an existing entity cannot be altogether destroyed. The old traditional

European order broke through in the most paradoxical way, as long as actual warfare

did not make it impossible. Even the most sovereign—minded government could not avoid

asking powerful foreign concerns, with large markets protected by patent monopoly, tc

establish plants to serve the “national” interest of the invitint government as agaiti

the country of the invited concern’s origin. The invitation extended to foreign con

cerns was an admission that the economic unity of Europe existed. Independent nation

producers could survive only by joining the European combination of producers, the

cartel, giving themselves a share in the European market or in the overseas market

open to Europe.

The intra—European cartel was a substitute for the non—existing political order

No substitute is good, especially not if the price to be paid is as high as it was

here. In practice, political governments yielded a good deal of their authority over



foreign and domestic policy to private hands; but the governments of Denmark, Poland,

Czechoslovakia and France believed in this Substitute as the only way to maintain

their sovereignty. Germany’s position up to the end of the twenties was r eldtively

so w eak that she put her faith in the sane “life preserver,” which has been aseci in

Germany and all other parts of Europe for the most varying purposes since at least

ieo.
*1
The European explosion, which actually- occurr€1 in 1933, was to a certain extent

a result of the possib1e European order arising out of the fact that the’European

order was menajed by private interests while the verrraents of all European oun—

trios became increasin:ly powerless representatives of the proud idea of scvrLgnty.

Inter-continental cartels are quite different i’ra the intra—European cartels

in cause, purpose and orinIzatiori. We can distinguish between two basic types: the

cartel in the field of production and the cartel in the field of raw material. Only

in a few cases has one country, or even one continent alone, a wozld monopoly in the

field of finished products, while in the raw material field that happens quite often.

Europe h- few such absolute or even relative raw material monopoli 3, One of

theiz was mercur,,r. Latin America, partly in itcl, partly in cnpany with the United

States and parts of the British and Dutch empires, has many such absolute or relative

raw material monopolies: e.g., copper, tin, tungsten, molybdenum arid nickel.. Russia

and Canada control 75 % of the world’s platinum, while South Africa and Coluiia

contra], the re. In aJinoat all these cases Europe was subject to of the

“few” in 1:ontroi. PJziiost all of then used the cartel device to avoid over’.proction,

thus keeping prices at a relatively- hig level in the middle of a terrible “rasson

which forced all other prices .wi. The effect on the purchaser countries has been

tori-if c.

In the field of production Europe, and especially Griin, was much more often

*1 Capare my trtic1e in the June and October, 1942, issues of
cHIcAGo LA iLh1TIL.
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the organizer of TD Uf’t.uj.’.in;.. cartela...and otke.r forms of monopoly,. et in many..

cases she was subject to cartels oranied elsewhere. Readers of Borkin’s book will.

find ten chapters on the chemical industry, seven chapters of general discussion

and only one single case (the optical industry) in which the control of an entire

industry is at issue, while in the other cases only certain articles are affected.

The simple reason is that the chemical industry supplies the most instances in which

Germany was the conmiander of the inter—continental cartels. The electrical cartels

are very much under American influence, ,e., in the fields of radio, recorch, lamps

and telephones. The autaobile industry, the lock and key,industry, the office machi!

and shoe machine industries as well as the agricu1tura]. machinery industry, are all

American monopolies based on patents and trademarks and all the other devices used

by cartels.

As soon as one country or a group of countries realizes that they are the only

producers of certain material, they band together to find out how they can regulate

the market, effective ways to exploit other countries, and their own countries. For

this purpose they divide narkets, they restrict production, they establish pools in

which products are stored until. they can he sold at higher prices, etc.

Each country is inclined to speak only of the cases in which it is a victim of

the agreaments of others, and not a partner thereto. £very country tries to shake it

self free from being a victim of, or subject to, such understandings; therefore coun

tries with a strong. manufacturing industry try to find artificial substitutes for th

raw materials of which they are deprived by theltunderstandjno’II Countries in contro

of certain raw meterials try to find ways of substituting them for manufactured pro—

ducts High tariffs prohibit the import of such competitive goods as soon as the many

facturing or substituting process is a success. The raw material producers find it

to their interst to raise the price of the raw mterial in the whole world to such

an extent that the artificial producer finds an opportunity in the market also. That

ws what happened in a great number of relationships between Germany and American

industries bsfore 1933.



The developrient of. the. inter—continental cartels .finally. became.. political.

fact of ie mendoua importance. While intra—European cartels were mostly brought into

being by political facts, inter—continental cartels established political facts.

They deteiine the sphere of influence each country has. They divide latin America

and other parts of the world between themselves. The necessary effect is that polit

ical governments are called upon to consider certain parts of the world as ‘fielda

of their interest’s and certain other parts as territories outside of their sphere,

Governments become subservient to private decisions all over the iorld, Every time

one of these cartels broke down, a warlike situation arose between private monopoly

,roup, in whjch the governments immediately found Lhemselves involved1

since natural law is no longer considered tiLe rule of our lives, the only prin—

ciple which ets is that victory goes to the strong. iich among existing factors

of strength actually is the cause or effect of this develonent often remains a matter

of doubt. Certainly t developuent of the international cartels indicated here is

one of the causes of the world catastrophe. More we cannot say.

The greater the mnnber of independent people who influence economic life, the

more difficult it is for a dictator to get control of a nation. The greater the nurn—

ber of independent people who participate in the economic world contest, the more

difficult it is for a dictator of one nation to organize his territory for total war.

The greqter the number of independent people who live in every country, the more dif

ficult it is for a nation to swallow up other nations, even after they are militarily

conquered. As soon as Hitler caine into power and his ,eneral staff began to prepare

for war, the cartels and other forms of monopoly in the market became an excellent

basis for an economy devoted to rearmament. Influence in intra—)uropean and inter

continental cart.s became an excellent means of collecting inioxmation, controlling

the actual production of other nations and preparing for the overthrow of tieir govern

ernuients and for tilit’y conquest. Other partners in these cartels were often not too

unhappy, since the rearmament of Germany increased production and raised prices. For
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instance, in the steel industry the Belgians and French were very anxious to rertain

in the cartel after German rearmament began, so as to participate in the profits.

The policy of making agreements between the Gernvu producers of artificial products

and the people in control of the equivalent raw material heenie a special type of can

policy. In these cases the hope of the producers of the raw material wa to get more

for their goods in their own countriec, or in the countries outside the influence

of the artificial producer. They Imew the significance o the artificial products for

rearmament, but they e-cpectod that this rca narient would not be used against them

but against other people — if indeed, they gae thought to anything other than to

business.

Cartels are not limited to one single country nor to one sin4e political systeir

Senator LaFollette expressed himself as follows: “1 am very an.xious that the e.der

of this record shall not get the impression that the horrendous , horrific aspects

of this thing are due alone to Hitler.It is inherent in the ionopoly disease. That

is my point. Of course, I do not want to be misunderstood. Anybody who gets power

will utilize whatever devices are 2t hard, but the point is that these world—wide

rionopoies grow up under democratic control in eli countries0”

Cartels are the modern form of world usines. They have an inimense iifJwcnce

on the fate of every hian being, whether he be in the United States, in China, or

in Europa. We )ave not yet found the means to control cartels o other forms of

monopoly. Certainly we have not found a system to get rid of them.

I am certain that Borldn will not disagree with me in 11kV final coneluics and

that he will give all his thought to a constructive solution of the problem. It is

high time to coim to an. end of the negative discussion. We see the end of Hitler’s

terror corn rq nearer every day. So here is our chance to make a new start in dealin

with the monopoly prcbleni. The world is aware of tiie danger. The highest siritual

leaders of the iwitions discuss it explicitly. The Archbishop of Canterbury recently

called it one of the crucial problems of the world. In his Christmas message Pope
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i’ius Zfl told us the following:

bat oeial life as God willed it, rnq atta1r its scope

it needs a juridical order to upoñ it frcw without, to defend nd

protect it; the finction of ti& juri4ici order iG not to doainate

but to serve, to help the dovclopaent and increase the society’8 vitality

in thM rica iultiplez of it tiin all the individual

energies to their perfection in peaceful copetition and defending

then with appropriate and honest riieans arit all that irr

nilitate against their tull evolution.

The Pope h given us his wzrning with r egard to the problen of the

9cortrol” of the by the statent:

1othr this slavery arises froa the cploitation of private

capital or front the power of the States the roiilt is the ae.

Indeed, wider the prees1re of a 3tate which doinatee all the

eontrol of the w2:ole iield of ihlic and !:rivate life, even

going into the reab of idets and beliefs and of conscience, this
lack of liberty can have the more serious consequences, as oqcrienee

showB nd roves.

t the best raen a re necessary to help steer hetieen Scyila

aud Charybdi. We kHow that the essential condition of finning our way is to

subordinate ourselves to the prineipl of tie nrtural . Then we nay find

means to ctrei or ibor to do likewise. e eanrt hope to find ratir’in

so long a we try to cioatrcr evil only in the society of our enj.
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