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One of the authors of "Germany's Master Plan," */ Joseph Borkin, is a good
friend of mine, with whom I work daily, a man of great merit and one of the chief
economlc advisors to Thurman Arnold. He had vast stores of material at his die-
posal, He and mgigo-author are excellent writers. An unfortunate circumstance,
however, has made him a victim of the black-white fallacy: he believes in an
historieal process by secret conspiracies, which last through d,?’ga,jdes' or even

centuries. No wonder, then, that he has discovered such a conspiracybo be re-
sponsible for this war., In his opinion the German people have

for 20 years (p.l), or since 191, (p.6), or since the beginningof(}eman history
(ps7)s The contents of this plan are not deseribed substantial];? ."h:dséé‘v‘er, he

finds a general denomihator for theff in the cartel, and its eont uin aim has
always to do with world domination, ‘
I do not take issue with Borkin's historical philosophy, or with, is. special

issue with Borkin's belief that Hitler and his general sta.t'f. used the mo poly

and caritel device in the preparation of the war, becauae I believe he is right,
but I take issue with him in his over-simplification of the Em-opean cartel
problem. I am compelled to do so for the following reasona:

1, The cartel problem is one of the most importent 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 Iuropean cartels will heve
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a devastating -Bfﬁgct on our peace aims, e

The intre=-furopean cartels, which were ulmost all German-controlled, 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 Furopa, How
can he explain the fact that such countries as France, Poland, Denmark, repeatedly
advocated cartels as the only solution for European economic problems? The only
country which expressed some doubts was England, Were all the representatives of
emall Buropean 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 them is that
they knew not what they did," Did all these statesman, some of whom were socialists
and some leading capitalists, not realize what Borkin realizes, that German-éone
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 statemente if we 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 signified by the terms used, Let us state first what a cartel is no t ,
A licence agreement is not a cartelj it may be a means of securing a cartel, A subgide
lary-parent relationship is not a cartelj again, it may be a means of securing a
cartel, Any understanding between a mmber 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 quality of goods to be produced,
the prices to be pald, the conditions of delivery to be required and the markets to
be supplied, The scope of the organisatiof of & cartel is somewhere between the scope
of & aprtnership and the scope of a state agency, A cartel is one of the two basie
forms of a monopoly. The other form is a cencern or single enterprise able to regulate,
or at least to lead, the market, One of the reasons why Borkin came to his mistaken
view of the cartel is the inconsistency of his definition, which we find in an anno- ‘



- 3 .-

tation to page 12: "A cartel means a combination or agreement ...Most cartels of the
modern type are trusts which govern whole fields of technelogy through patents, know-
how, or control of facilities." If conceptions mean anything in political,economic

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

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 Buropean statesmen bop salute the idea of European carteli
as a road to salwvation? Furope is a relatively small continent, Europe is just as mucl
or even more an economic entity as other continente, The Hole Reman Empire gave pol-
itical form to this economic order, Nationalism tragically destroyed the old tradi-
tional order and established 28 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 Buropean and of their own moral life, A system of protective tariffs,
subsidies) politicél 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
BEuropean 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 menopoly, to
establish plants to serve the "national" interest of the inviting goverrment 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 Buropean market or in the overseas market
open to Europe, |

The intra-Ruropean cartel was a substitute for the non-existing politicel order.
No substitute is good, especially not if the price to be paid 1s as high as it was

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



o k-

foreign and domestic policy to private hands; but the govermments of Demmark, Poland,
Czechoslovakia and France believed in this substitute as the only way to waintain
thelr sovereignty. Germany's position up to the end of the twentles was relatively
8o weak that she put her faith in the same "life preserver," which has been used in
Germeny and all other parts of Burope for the most varying maes gince at least
1880, */ |

Tﬁa European explosion, which actually oscurred in 1933, was to a certain extent
a result of the impossible Buropean order arising oui of the fact that the"Huropean
order" was menaged by priv.te interests while the governments of all Europearn coun=
tries became increasingly powerless representatives of the proud idea of soverelgnty.

Inter-continental cartels are quite different from the intra-mropéan cartels
in cause, purpose and crganiszation, We can distinguish between two basic typeas 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 world monopoly in the
field of finished preducts, while in the raw material field that happeus quite often.
Lurope has only a few such absolute or even relative raw materlal monopolies, One of
them was mercury, Latin América, partly in itself partly in company with the United
States and perte of ho British end Dutch empires, has many such absolute or relative
raw material monopolies: e.ge; copper, tin, tungsten, molybdenum and nickel, Fussla
and Canada control 75 % of the world's platinum, while South Africa and Columbia
control the rest. In almost all these cases Burope was subject to combinations of the
S ..tn control, Almost all of them used the cartel device to avoid over-produstion,
thus keeping prices at a relatively high level in the middle of a terrible depressior
wideh foreed all other prices down, The effect on the purchaser countries has been
terrifie,

In the field of production Burope, and especially CGermany, was mich more often

%/ Compars my &riicle in the June and October, 1942, issues of
CHICAGO LAW REVIEW,



the orgemizex; of manui‘écturing cartels and other forms of monopoly, yet in many
cages she was subject Lo cartels organized elsewhere, Readerw of Borkints book will
find ten chgpters en the chemical industry, seven chapters of general diseussion

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 simpIe reason is that the chemical industry supplies the most instances in which
Germany was the commander of the inter-continental cartels, The electrical cartels
are very much under American influence, i.e., in the fields of radio, records, lamps
and telephones, The automobile industry, the lock and key industry, the office machir
aid shoe machine industries as wal as the agriculturgal machinery industry, are all
American monopolies based on patents and trademarks and all the other devices used
by cartels.

As socon 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 markets, they restrict production, they establish pools in
which products are stored until they can be sold at higher prices, stec,

Each country is inclined to speak only of the cases in which it is a victim of
the agreements of others, and not a partner thereto, Zvery country tries to shake it~
self free from belng a victim of, or subject tc, such understandingsj therefore coun-
tries with a strong manufasturing industry try to find artificial substitutes for the
raw materials of which they are deprived by the "understanding." Countries in control
of certain raw materials try to find ways of substituting them for manufactured pro=-
ducts] High tariffs prohibit the import of such competitive goods as soon as the mam
facturing or substituting process is a success. The raw material producers find it
to their interest te raise the price of the raw material in the whole world &o such
an extent that the artificial producer finds an opportunity in the market also, That
wgs what happened in a great number of relationships between Germany and American
industries before 1933.
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The developuent of the inter-continental cartels Iinally beecame a political
fact of te mendous importance, While intra=furopean cartels were mostly brought into
bedng by political faets, inter-continental cartels established political facis.

They deteymine the sphere of influence each country has, They divide Ratin America
and other parts of the world between themselves, The necessary effect is that polit-
ical goveymments are called upon to consider certain parts of the world as "iields
‘0f their interest® and certain other parts as territories ocutside of their sphere,
fovernments beeame subservient to private desisions all over the world, Every t ime
one of these cartels broke down, a warlike situation arose between private monopoly
. groups, in which the governments immediately found themselves involved.

Since natnral law is no longer considered the rule of our lives, the only prin-
oiple which exists is that victory goes to the strong, Which among existing factors
of strength actually is the cause or effect of this develomment often remains a matter
of doubt, Certainly the development of the internstional cartels indicated here is
one of the causes of the world catastrophe, liore we cannot say.

The greater the mmber of independent people who influence econcmle liife, the
more difficult it is for a dictator to get contrel of a nation, The greater the num=-
ber of independent people who participate in the ecqzmic world contesty the more
difficult it is for a dictator of one nation to organise his territory for total war,
The greater the mumber 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 goon as Hitler came into power and his general staff began to prepare
for wary the cartels and other forms of monopoly in the market became an excellent
basis for an economy dovoted to rearmement, Influence in intra=iuropean and intere
continental cartds became an excellent means of collecting information, contreolling
the actual preduction of other nations and preparing for the overthrow of thelr goven
ernments and for militwry conquest, Other partners in these cartels were often not to
unhappy, since the rearmement of Germany inereased production and raised prices. For



instancey in the steel industry the Belgians and French were very anxious to remain

in the cartel after German rcarmament began, so as to participate in tﬁe profits,

The poliey of making agreements between the Germman producers of artificial products

and the people im control of the equivalent raw material became a special type of carte
policy. In these cases the hope of the producers of the raw material was to i#et more
for their goods in their own countries, or in the countries outside the influence

of the artificial producer, They knew the significance of the artificial preducte for
rearmsment, but they exipected that this rearmament would not be used against them

byt against otier people - 4f indeed, they gave thought to anything other than to
business,

Cartels are not limited to one single country nor to one single political gysten,
Senator LaFollettc expressed himself as follows: "I am very anxdous that the reader
of thls record shall not get the impression that the horrendous » horrific aspects
of this thing are due alone to Hitler.Jt is inherent in the monopoly disease, That
is my point. Of course, I do not want to be misunderstood, inybody who gebs power
will utilize whatever dovices are at handy but the point is that these world-wide
monopolies grow up under democratic control in all countries,"

Cartels are the modern form of world husiness. They have an iimense influcnce
on the fabe of every mman being, whether he be in the United States, in China, or
in Europe. We have not yob found the means to control cartels of other forms of
monopoly. Certalnly we have not found a aystem to et vid of them,

I an certain that Borkin will not dissgree with we in my final conclusiens and
that he will give all his thought to & constructive solution of the pm:lalan. It is
high time to ecoue to an end of the negative discussion. We see the end of Hitler's
terror condng nearer every day, So here is our chance to make a new start in dealing
with the monopoly problem. The world is aware of the danger, The highest spiritual
leaders of the nations discuss it explicitly. The Archbishop of Canterbury recently
called it ane of the cruclal problems of the world, In his Christmas message Fope
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Pius XII teld us the following:

That socisl life as God willed it, may attain its scope
it needs a juridical order to support it from without, to defend and
protect it; the funetlon of this juridical order is not to dominate
but to serve, to help the development and increase the society's vibality
in the rich multiplicity of its ends, leading all the individual
energies to thelr perfection in peaceful campetition and defending
them with appropriate and honest means against all that may
militate azainst their full evolutien,

The Pope has given us his warning with repard to the problem of the

“eontyol? of the monopoly by the statement:
 Whether this slavery arises from the emploitation of private

capital or from the power of the State, the result is the came.

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

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

going into the reelm of idegs and beliefs and of conscience, this

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

shows and rroves.

The minds of the best men are necessary to help ug steer between Scylla
end Charybdis. We know that the essential condition of finding our way is to

subordinate ourselves to the principles of the nstural law. Then we may find

means to compel our neigbor to do likewise, We cannot hope fo find salvation

go long us we try to destroy evil only in the gociety of our enemy,
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One of the authors of "Germany's Master Plan," */ Joseph Borkin, is & 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 dise
posal, He and m:?igo-autmr are mallaﬁt writers., An unfortunate circumstance,
however, has made him a victim of the blackewhite fallacy: he believes in an
historical process by seeret 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.l), or since 19l (p.6), or since the beginning of German history
(pe7)s The contents of this plan are not deseribed substantially; however, he
finds a general denomihator for thegt in the cartel, and its continWing aim has
always to do with world domination,

I do not teke issue with Borlkin's historical philosophy, or with his special
application of this philosophy. I do not take iesue with many of his allegations,
for instance, his statements about Fritz Haber's alleged cooperation with the
army in 1908, or the history of the German dyestuff industry, ete. I do not take
issue with Borkin's belief that Hitler and his general staff used the monopcly
and cpriel device in the preparation of the war, because I believe he is right, -
but I take issue with him in his over-simplificagtion of the Buropean cartel
problem, I am compelled to do so for the following reasons:

1, The cartel problem 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 intermational trade policy of the
United Btates,

2, A mistuken view of the function and aim of huropean cartels will have
# J, Borkin, Duell $2.75




a devastating effect on our peace aims.

The intrasiburopsan cartels, which were Jimost all German—-controlled, since the
bulk of industrial facilities on the European eontinent are in Germpny, were, in
Borkin's view, only a means the Germans used to dominate the whole of Eurcpa, How
can he explain the fact thot such countries as France, Poland, Denmark, repeatedly
advocated cartels as the only solution for Furopean economic problems? The only
country which expressed some doubts was England. Were all the representatives of
 emall Huropean countries juatfoolaanddupeaof the ecartel conspiracy? We read om
page 17 of Borkin's booky "The softest impeachment that can be made of them is that
they knew not whab they did." Did all thess gtotesaan, some of whom were socislists
and some leading capitalists, not realize what Borkin realizes, that German—con=
trolled cartels are at all times the servents of German interests and that thelr
loyalty to Germany was undivided?"

We can anly hope to explain vhat underlies such sweeping statements if we fire
clearly establish what a cartel ie. Nothing ie more dangerous for any discussion ar
nothing opens the way more surely o misunderstanding than an uncertainty in the
concepbions nigxﬂiiadbythewused. Let us at.ntaﬁ.ratmtacarteliu no!
Auwncoagronmtismtaeurtel; it may be a mesns of gecuring & cartel. A sub
i ary-parent relationship is not & cartelj again, it may be a mecns of securing &
ecartel., Ay understanding between a mgmber of firms which does not work positively
toward eventual regulating of, or otherdse {nterfering with; the market je not a
cartel. A "trust’ or ngonocern® is not a cartel. A gartel is a combination bm
hnormmtmﬂawhregda%thawitymﬁﬂﬂﬂa'ofgcodetobepndm
the prices to be paid, the conditions of delivery to be required and the markets
be supplied, The scope of the orgenisatiofof & eartel is scmewhers between the 8
of a aprtnership and the scopé of a state agenoy. A cartel is one of the two basi
forms of & MOnNopolye The other form is & concern OF ginpgle enterprise able to res
or at least to lead, the market, One of the reasond whiy Borkin ceme to his mistal

view of the cartel is the inconsistency of his definition, which we find in an @
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tation to page 12: ™A cartel means a combination or agreement ...Most cartels of the

modern type are trusts thch govern whole fields of technolegy through patents, Jnowe
how, or control of facilities.® If conceptions mean anything in political,economic

or scientific discussions, & trust is not a cartels A trust is not a combination,

and the statemente 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 Buropean statesmen te salute the idea of European cartel
as a road to salvation? Europe is a relatively amall continent, Burope is just as muc
or even more an economic entity as other continents. The Hole Roman Empire gave pol-
4tical form to this economic order. Naticnalism tragically destroyed the old tradi-
tional order and established 28 aovereign atates, All these etates were based on the
national idea and on the unfortunate philosophy tha.t. stataa must be totalitarian in
their potential activities (sovereign). This poten‘bﬂ.al totalitariani of the modern
Puropean atate led to the conviction that every atate must ha.ve i’os own production
in almost every field, It is obvious that such sta’oes :1n their ent.ire conceptlion were
destructive of European and of their own moral life,. A ayatem of proteotive tariffs,
subsidies; political favors to favored industrial:lsta, and econamio favors to favore
politicians, became the symbols of European poli@j.gq.s , )

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

Buropean nrder broke through in the most paradoﬁ. al.way, as long ae asctual warfare

did not make it impossible. Even the most sovere ininded government could not avoi
asking powerful foreign coneerns, with large ﬁiﬁfl&efﬁé'-protected by patent monopoly, b
establish plantes to serve the "national" interest of t.he inviting government as agal
the country of the invited concern's origin,. The invitation extended to foreig;n con=-
cerns was an admission that the economic unity of Iurepe existed. Independent nation
producers could survive only by Joining the European combination of producers, the
cartel, giving themselves a share in the Buropean market or in the overseas market
open to Eurcpe,

The intra~Zurcpean 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 ove:x



foreign and domestic policy to private hands } but the govermments of Dermark, Poland,
Czechoslovakia and France believed in this substitute as the only way to maintain
their sovereignty. C-emany's position up to the end of t'he twentie,s was ‘Telatively
so weak that she put her faith in the same "life preserver‘”’ which has beer; used in
Germany and all other parts of Europe for the most varying. purpoee;a since ‘at least
1880, L qa i e

#/
The European explosion, which actually occurred in 1933”- was to ‘a certa,in extent

a result of the impossible Buropean order arising out of the fact t.hat. the"European
order" was managed by priv,te inteérests while the govemments of a.ll Eumpean coun~
tries became increasingly powerless representatives of the proud idea of sovereignty.
Inter-continental cartels are quite different from the intra~European cartels
in cause, purpose and organization, We can distinguish between two basic typess the
cartel in the field of production and the caréel in the field of raw material, Cnly
in a few cases has one country, or even one continent alone, a world monopoly in the
field of finished: pmoducts, while in the raw material field that happens quite often.
Europe has only a-few such absolute or even relative raw material monopolies, One of

them was mercury. Latin America, partly in itself, part i.ncompan;y with the United

States and parts of the British and Dutch empires, has héiﬁsolute or relative

raw material monopolies: e,g., copper, tin, tungsten, i and‘ nickel, Russia
and Canada control 75 % of the world's platinum, whild'Seuth Africa and Columbia
control the rest, In almost all these cases Europe waaﬂu ject: to téombinations of the
"few' in control, Almost all of them used the cartel device to ravodd over-production,
thus keeping prices at a relatively highr level in the’ middle ef a terrible depression
which forced all other prices down, The effect on the purchaser countries has been
terrific,

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

#/ Compare my artiele in the June and October, 1942, issues of
CHICAGO LAW REVIEW,



the organizer of mamufacturing cartels and other forms of monopoly, yet in many

cases she was subject to cartels organized elsewhere, Reeders of Borkin'e boek will
find tem chapters on the chemical industry, seven chaptere of- general diacuaaien

and only one single case (the optical industry) in wh:lch t.he eontrol of an - cmtire
industry is at issue, while in the other cases only eerbaﬂn articles are affeeted.
The simple reason is that the chemical industry suppliee the moet instances in which
Germany was the commander of the inter-continental carbala. _‘I‘he elaatrical cartela
are very much under American influence, 1.6., in the ﬁ.elds of radio, _’records, lamps
and telephones, The autemobile industry, the lock and key :\ndustry, the office machine
and shoe machine industries as weﬂ.l_aa ‘the agriculturdal mchﬂnery industry, are all

American monopolies based on‘ }g’&t_agx;t_g‘s o and trademarks and all the other devices used
by cartels. e

Ae soon as one eountry. or a group of countries realizes that they are the only
producers of certain mat.ex'ial, they band together to £ind out how they can rezulate
the market, effective ways to axploit other countries, and their own countries, For
this purpese they divide market.s, they restrict production, they establish pools in
which products are stored until thev éan be sold at higher prices, etec,

Each country is inclined to speak only of the cases in which it is a victinm of
the agreements of others, and not a partner therete. Zvery country tries to shake it=
self free from baing a victim of, or subject to, such understandingsj therefore coun-
tries with a strong msnufesturing industry try to find artificisl substitutes for the
raw materials of which they are deprived by the "understanding." Countries in control
of certain raw met.erials try to find ways of substituting them for maenufactured pro-
ductel High tariffs prohibit the import of such competitive goods as soon as the mam:
facturing or substituting process is a success, The raw material producers find it
to their‘ﬁnterest to raise the price of the raw material in the whole world %o such
an extent th‘aﬁ fhe artificial producer finds an opportunity in the market also, That
wgs what happéned in & great number of relatlionships between Germany and American
industries before 1933,
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The development of the inter-continental cartels finally became a political
fact of te mendous importance, ¥While intra-furopean cartels were mostly brought inteo
belng by political faets, inter-continental cartels established political facts,

They determine the sphere of influence each country has. They divide Ratin America
and other parts of the world between thmseivea. The necessary effect is that polit-
ical governments are called upon to comnsider certain parts of the world as "fields
_'of their interest" and certain other parte as territories outside of thelr sphere,
Governments begame subservient to privat.q decisions all cver fha world, Every t ime
one of these cartels broke down, a warlike situation arose between private monopoly
. groups, in which the goverrments immediately found themselves involved,

Since natursl law is no longer ooﬁsidered the rule of our lives, the only prin-
eiple vhich Bﬁ,_ﬂfﬁﬂ is that victory goes to the strong, Which among existing factors
of strength actually is the cause or offect of this develoment often remains & matter
.Icf doubt, Certainly the development of the international cartels indicated .Iiere is
one of the causes of the world catastrophe, More we cannot say.

The greater the mmber of independent people who influence economic life, the
more difficult it is for a dictator to get control of a nation. The greater the nume
ber of independent people who partieipate in the econcmic world contest, the more
diffieult it is for a dictator of one nation to organise his territory for total war,
The gregter 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 came into power and his general staff began to prepare
for war, the cartels and other forms of monopoly 1ln the market became an excellent
baslis for an econony devoted to rearmement. Influence in intra-Furopean and inter-
continental cartds became an excellent means of collecting information, controlling
the asctual production of other nations and preparing for the overthrow of their goverr
ernments and for militwry conquest, Other partners in these cartels were often not tod
unhappy, since the rearmament of Germany increased production and ralsed prices, For



instance, in t}"ig_f“s‘c'.eel industry the Belgians and French were very anxious to remaln

in the scartel ai‘ter German rearmament began, so as to participate in tHe profits,

The poliey :O’i"mald.ng agreements between the German producers of artififial products

and the people im contrel of the equivalent raw material became a special type of carte

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

for tgg,a,_.;-;.ggg_ds in their own countried, or in the countries outside the influence

of théfadvt‘.ilfiéial producer, They knew the significance of the artificial products for

reannament, but. they expected that this rearmament would not be used against them
but a.gainst other people - if indeed, they gave thought to anything other than teo
businesso

Cartels are not limited to one single country nor to one single political system,
Senator LaFollette expressed limself as follows: "I am very anxious that the reader
of this record shall not get thé impression that the horrendous , horrifie aspects
of this thing are due alone to Hitler.It is inherent in the monopoly disease, That
is my point, Of course; I do not want to be misunderstood. Anybody who gets power
will utilige whatever devices are at hand, but the point is that these world-wide

monopolies grwz- up’ under demooratic control in all countries,"

Oartela are»the modern form of world husiness. They have an immense influence

on the fate iof wy human being, whether he be in the United Statee, in China, or
not yet found the means to control cartels o other forms of

we have not found a gystem to get rid of them,

‘that Boriin will not disagree with me in my final conclusions and
that he will g:lE :_‘;all his thought to a constructive solution of the problem, it is
high time to come to an end of the negative discussion. We see the end of Hitler's
terror coming nearer every day. So here is our chance to make a new start in dealing
with the monopoly problem. The world is aware of the danger. The highest spiritual
leaders of the nations discuss 1t explicitly. The Archbishop of Canterbury recently

called it one of the erucial problems of the world. In his Christmas message Pope
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Pius XII told us the f ollowings

That social life as God willed it, may attain its scope
it needs a juridical order to support it from without, to defend and
protect it; the function of this juridical order is not to dominate
but to serve, to help the development and increase the society's vitality
in the rich multiplicity of its ends, leading all the individual
energies to their perfection in peaceful competition and defending
them with appropriate and honesi means against all that may
militate against their full evolution.

The Pope has given us his warning with regard to the problem of the
neontrol” of the monopely by the statement:

Whether this slavery arises from the edploitation of private
capital or from the power of the State, the result is the same,

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

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

going into the realm of jdegs and beliefs and of conscience, this

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

shows and pPTOvVeS,

The minds éf the best men are necessary to help us steer between Scylla
and Charybdis. We know that the essential condition of finding our way is to
subordinate ourselves to the principles of the natural law. Then we may find
means to compel our nelgbor to do likewise, We cannot hope fo find salvation

go long as we try to destroy evil only in the society of our enemy.
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One of the authors of "Germany's Master Plan," ¥/ Joseph Borkin, 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 angigo-author are excellent writers, An unfortunate circumstance,
however, has made him & 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 pecple have lived up to a plan
for 20 years (p.l), or since 1914 (p.6), or since the beginning of German history
(pe7)e The contents of this plan are not described substantially; however, he
finds a general denoglj.hator for thew in the cartel, and its continwing aim hes
always to do with world domination.

I do not take issue with Borkin's historical philosophy, or with his spacial
application of this philosophy. I do not take issue with many of his allegations,
for instance, his statements about Fritz Haber's alleged cooperation with the
army in 1908, or the history of the German dyestuff indusiry, etc. I do not take
issue with Borkin's belief that Hitler and his general staff used the monopoly '
and cartel 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 BEuropean cartel
problem, I am compelled to do so for the following reasons:

1. The cartel problem 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 European cartels will )

# J, Borkin, Duell $2.75



a devastating .effect-on our-peaqenaims.n-'- Cen e e meeammasies amiee s e

The intra-European cartels, which were almost all German~-controlled, since the
bulk of industrial facilities on the European continent are in Germgny, were, in
Borkin's view, only & means the Germans used te dominate the whole of Europa. How
can he explain the fact that such countries as France, Poland, Denmark, repeatedly
advocated cartels as the only solution for Eurcpean economic problems? The only
country which expressed some doubts was England, Were all the representatives of
small Eu;opaan countries just fools and dupes of the cartel conspiracy? We read on
page 17 of Borkin's books "The ébftest impeachment that can be made of them is that
they knew not what they did." Did all these statesman, some of whom were soclalists
and some leading capitalists, not realize what Borkin realizes, that German-con-
trolled cartels are at all timee the servants of German interests and that their
loyalty to Germany was undivided?" ‘

We can only hope to explain what underlies such sweeping statements if we 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 signified by the terms used. Let us state first what a cartel is no t .
A licence agreement is not a cartel; it may be a means of securing a cartel, A subsic
iary-parent relat;onship is not a cartelj agzin, it may be a means of securing a
cartel, Any under;%anding between a mumber 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 gquality 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 organizatiog.of a cartel 1s somewhere between the scop
of a aprtnership and the scope of a state agency. A cartel is one of the two basic
forms of a monopoly. The other form is a concern or single enterprise able to regula
or at least to lead, the market, One of the reasons why Borkin came to his mistaken

view of the cartel is the inconsistency of his definition, which we find in an ar
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tatioﬁ to. page 12;. "A cartel means a combination or agreement-...Most-cartelsugf-the~
medern- type are trusts.-which governﬁwholen£ielda~o£ technolegy- through-patents,- know-
how, or control of facilities." If conceptions mean anything in political,economic
or scientific discussions, a trust is not a cartel, A trust is not a combination,
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 cartel:
as a road to salvation? Europe is a relatively small continent, Europe is Just as mucl
or even more an economic entity as other continents, The Hole Roman Empire gave pol-
ftical form to this economic order, Nationalism tragically destroyed the old tradi-
tional order and established 28 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,
subsidiegy 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 goverrment could not avoid
asking powerful foreign concerns, with large markets protected by patent monopol&, 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 forelgn con-
cerns was an admission that the economic unity of Burope existed. Independent nations
producers could survive only by joining the Buropean 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



forelgn 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, Cermany's position up to the end of the twenties was relatively
8o wealc that she put her faith in the same "life preserver," which has been used 4n
Germany and all other parts of Europe for the most varying purposes since at least
1880,

;ée European explosion, which actually occurred in 1933, was te a certain extent
a result of the impossible European order arising out of the fact that the"European
order" was managed by private interests while the governments of all Europear coun-
tries became increasingly powerless representatives of the proud idea of soverelgnty.

Inter-continental cartels are quite different from the intra=European cartels
in cause, purpose and organization, 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 world monopoly in the
field of finished preducts, while in the raw material field that happens quite often,
Europe hin oridy a few such absolute or even relative raw material monopoliss, One of
them was mercury, Latin Amerlca, partly in ifself, partly in company 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 and nickel., Russia
and Canada contrel 75 % of the world's platimum, while South Africa and Columbla
control the rest, In almost all t.héao cases Europe was subject to ecombinations of the
"few" in control, Almost all of them used the cartel device to avoid over-production,
thus keeping prices at a relatively higi level in the middle of a terrible depression
which forced all other prices down, The effect on the purchaser countries has been
terrific,

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

#/ Compare my article in the June and October, 1942, issues of
CHICAGO LAW RIVIEW,



the organiger of-mamufacturing.cartels.and other.forms of-monopoly,-yet in many - -
cases she was subject to cartels organ\i_zed 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 simpie reason 1s that the chemical industry supplies the most instances in which
Germany was the commander of the inter-continental cartels, The electrical cartels
are very much under American influence, i.e., in the fields of radio, records, lamps
and telephones, The autamobile industry, the lock and key industry, the office machi:
amd shoe machine industries as well as the agriculturgal 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 markets, they restrict 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 victim of
the agreements of c;thers » and not a partner thereto, Every country tries to shake it
self free from being a victim of, or subject to, such understandings; therefore coun-
tries with a strong manufacgzuring industry try to find 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 manufactured pro-
ducts] High tariffs prohibit the import of such competitive goods as soon as the mam
facturing or substituting process is a success. The raw material producers find it
to their interest to raise the price of the raw material in the whole world to such
an extent that the artificlial producer finds an opportunity in the market also. That
wgs what happened in a great number of z;elationships between Germany and American

industries before 1933,
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- .~ The development. -of- the-inter-continental- cartels . finally became-a pelitical.. .
fact of te mendous importance. While intra-European cartels were mostly brought into
being by politieal facts, inter-continental cartels established political facts,
They determine the sphere of influence each country has. They divide Eatin Amerieca
and other parts of the world between themselves, The necessary effect is that polit-
ical govermments are called upon to consider certain parts of the world as "fields
of their interest® and certain other parts as territories outside of their sphere,
Governments become subservient to private decisions all over the world. Every t ime
one of thé¢se cartels broke down, a warlike situation arose between private monopoly
groups, in which the goverrments immediately found themselves involved,

Since natural law is no longer considered the rule of our lives, the only prin-
ciple' which exists is that victory goes to the strong, Which among existing factors
of strength aitual]y is the cause or effect of this development often remains a matter
of doubt. Certainly tr» development of the international cartels indicated here is
one of the causes of the world catastrophe, More we cannot say.

The greater the number of independent people who influence economlc life, the
more difficult it is for a dictator to get control of a nation., The greater the num-
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 gregqter the mmber of independent people who live in every country, the more dif-
ficult it is for a nation to swallow ui) other nations, even after they are militarily
conquered, As soon as Hitler came into power a.'rlzd his general 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 rearmement, Influence in intra-European and inter-
continental cartds became an excellent means of collecting information, controlling
the actual production of other nations and preparing for the overthrow éf‘tﬁxeir govern
ernments and for militery 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 remain
in the cartel after German rearmament began, so as to participate in the profits.

The policy of making agreements between the German producers of artifigial products
‘and the people im control of the equivalent raw material became a special type of cari
policy. In these cases the hope of the producers of the raw material was to get more
foﬁ:‘ their goods in their own countriee, or in the countries outside the influence

of pﬁe artificial producer, They knew the significance of the artificial products for
rearmament, but they expected that this rearmament would not be used against them
~but against other peoplré -~ if indeed, they gave thought to anything other than to
businesse

Cartels are not limited to one single country nor to one single political gysten
Senator LaFollette expressed himself as follows: "I am very anxious that the reader
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 monopoly disease. That
is my point, Of course, I do not want to be misunderstood. Anybody who gets power
will utilize whatever devices are at handj but the point is that these world-wide
monopolies grow up under democratic contwol in all countries."

Cartels are the modern form of world business. They have an immense influence
on the fate of every human being, whether he be in the United States, in China, or
in Europe. We have not yet found the means to control cartels of other forms of
monopoly. Certainly we have not found a system to get rid of them.

I am certain that Borkin will not disagree with me in my final conclusions 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 discussion, We see the end of Hitler's
terror coming nearer every day. So here ie our chance to make a new gtart in dealin
with the monopoly problem, The world is aware of the danger. The highest spiritual
leaders of the nations 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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Pius XII told us the followings

That sorial life es God willed it, may attaln its scope
it needs 2 juridical order to support it from without, to defend and
tect ity the funetion of this Jurddical order is not to dominete
it to serve, to help the development and increase the society's vitality
in the rich multiplicity of its ends, Jeading all the individual
energies to thelr perfection in peaseful ecompotition and defending
" them with appropriate and honest means against all that nay
 militete againet their fMull evolution,

The Pope has given us his warning with regard to the problem of the
"eontrol® of the zzzmxopo&y by the statement:

Whether this slavery srices from the esploitation of private
capltal or from the power of the State, the result is the same,

Indeed, wnder the pressure of a State which dominates all the

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

going into the reglm of idegs and beliefs and of conscience, this

lack of liberty can have the more sericus consequences, as experience sh

shows and rroves.

The minds of the best men 2re necessary to help us gteer between Scylla
and Charybdis, Ve lnow that the essentisl condition of finding our way is to
subordinate ourselves to the principles of the natural laws Then we may find
means to compel our neigbor to do likewlse. Ve cannot hope fo find salvation .

so leng as we try to destroy evil only in the society of our enemy,

/



