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The purpose of this project is to examine the various means

adopted by American busineesmen to meet the challenge, both at

hone and abroad, of £oregn cartelizatZon. The tcartel is

solidly entrenched in tho economic system of a]4o!pt every

country of the world’wlth the exc€ption of thc Uitd StRtes.

Altthough this cbncept i the antithesis of p1an

of free competition, no attempt will be made here to for7iul&.te

an economic justification for either system; rather, the

exIstence of both will berecognized and only the problens

surrounding their coexistence will be probed. Neither will we

be concerned with positive U.S. iovernmental activities to

discourage or minimize the ef.eet of cartelization such as

comodity agreements, quotas, and the nilitary off-shore

programs The focus will be on the reaction of Aner:ca! business

to foreign cartels; the role of the United States government

will be discussed only to the extent that the iti—trust laws

and the exceptions thereto (such as the eb-ieeae, Miller

Tydings, and cGuire Acts) hamper or permit pri*te activities

intended to meet the problem. The emphasis throughout will he

on the legal framework within which the ‘seriean businessman

must work and will discuss his suoceoses and failures with.n

that context. The international-political aspects of these

private aetIVitie, although impptant, will be avoided as

much as possible1
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Approaching the probleri of foreign cartelization by

stressing the counter-devices employed by american businessmen

is somewhat unique. ::ost studies are more concerned with the

efforts of our economists and diplomats to convince foreign

governments that the most successful economy is one of free

competition enforced through strinont anti—trust laws,

Certainly such a change-of-heart on a world-wide basis would

he a panacea for the cartel-caused problems of American

business, Unfortunately, however, the dream of tomorrow Is

not the reality of today, if the 1merican businessman is to

continue to play a dominant role in international trade he

must be prepared to overcome hurdles of the type presented

by the competition and restrictive practIces of foreign

cartels. This project will attempt to show how that problem

is met today.

The strength of foreign cartels (and state trading

monopolies) Is most effectively felt by the exporter. As

sellers they are formidable competitors; as purchasers they

force individual exporters to compete among themselves to

their own benefit. The key to their success is the unified

front they present. In 1918 the United states Conross

passed the ebb-omereno act to allow Jmerican fixs to

unite for export purposes as an offensive measure to counteract

their inequality abroad. This lcIs1aton incurred strong

opposition in Congress because it was thought that such

combinations would affect domestic trade as well and, as a

result, its provisions embody many restrictive compromises
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which theoretically make it unworkable. In addition to those

theoretical difficulties, Con;ressiona]. invostiations in the

30’s disclosed many abuses in the steel, copper, and alkali

ifldustries by Webb associations. Many of those export associa

tion were joining international cartels rather than copeing

with them; world markets were divided and non-member American

exporters were bein forced out of business. Despite these

:robiems, there was little attempt to police or define the

limits of Webb association activIties prior to 1945. Then the

F, the agency charged with these duties, bean making

investigations of abusee and, in 1951, the first dot .i.nitive

judicial interpretatIons of the Webb act were handed downs

Now, after 36 years, a1thouh some interpretive difficuitIes

still await judicial determination, the legal framework

within which Webb associations nust act is finally bein.ing

to take shape. AS an offensive measure ai;ainst foreign cartels

it appears that the Wob- act has many weaknesses - so many,

in fact, that some of its critics deem it useless. This is

hotly disputed b the .nany export associations organized

under the statute. This project will choose one of the more

prominent Webb associations — the Motion Picture port

Aasociation — and detail its successes as a counter—devIce

against foreIi cartels. That that association has been

successful te undisputed; foreIgn overnments have even

found it necessary to adopt quota restrictions as a counter

measure against its activIties

In contrast to Its Influence abroad, the foreign cartel

is rarely able to assume a corn andin position on the imerica
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market due to the diversity of1 resources and industry in the

United States. For this reason Ccnress has consistently

refused to authorize combinations of importers to parallel

the :orivilee granted exporters under the Webb-Pomerene act.

(In fact, the Wilson Tariff act ecpressly prohibits such

combinations,) There are instances, however, where foreign

cartels are able to dominate even the American market as is

the case with raw materials such as natural ruioor and tifl,

or finished products like cheeses and watch movements. More

the American producer finds himself confronted with serious

competition on his home market. One way in which t,his problem

is met may be seen in the reaction of the domestic watch

:anufacturer to the Swiss watch oartel Over 95 of the

world’s watch production is in Switzerland and the industry

is completely cartelized. Movements imported to the United

States are assembled here, the assemblers being closely

controlled in their activities by the Swlsz cartel.

The importer-assemblers hand1in jewel-lever movements sell

to the same market as the three domestic manufacturers.

Yet the most prominent irporter—aseemblers fair-trade their

products under the Miller—Tydins and MeGuire aCts as do the

domestic manufacturers, iespite a substantial cost differential

between domestic and Swiss production (e,., 4,OO vs. lQ.5O

on 17 jewel movements) which is in no way balanced by tariff
duties, the prices adopted by those fair trader& are

practically indistinguishable. rhe conclusion thus bocones

inescapable that these competitors do not oompete, This

seems somewhat unusual as the Miller-Tydings’ exception

to the Sherman act permits only vertical price-fixing,
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borLonta1 erice-f ixiilG eLaon6 c onip ti tors being elearly

forcidden. Reg&rdless of whether ouch horizontal •rice

a1inment is intentional, the otect is certainly cartel

ization of this serient of the watch industry.

The price similarity between the fair-trader& of

the watch industry despite cost differentIal might well be

explained as a purely voluntary adherence b the importer-

assemblers to the domestic manufacturers’ prioe ieadership,$1

however, it is doubtful whether absolution i’or the domestic

manufaorurers should come so easilj as there is ever idlcation

that they have no desire to sell on a copetitive basis.

This may be seen from their reaction to the introduction of

‘ spec ialty lines in the watch ii1.ustry. despite evident

consumer popularity, there has been little attempt by domestic

fIres to produce the ‘ specialty atch; instead, they rely on

3wi ss imports • Yet there arc n pa tents on this development

and one domestic manufacturer has shown that this autonutio

watch may be produced cheaply here. (That manufacturer Bells

a 23 jewel automatic at the same price importer-assemblers

sell their 17 jewel automatic - the over 17 jewel market

being exclusive to domestic manufacturers because of high

duties.) Thus, it ap.ears thc.t the AmerIcan watch manufacturer

Is satisfied to keep a “Status quo divZion of the narkot
in this country throuh price al1nent — unlessi4proteetivoêl

tariffs can be raised so high as to wipe out all competition.

If, as seems apcarent, the domestic manufacturer is the

“price leader in the fair-trading group, the question arises

as to why the Importer-assenb1ers1vo1untari1y’ adhere to the

scale tht’s set. The anBWev would seem to lie in thet55p
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clauso’ of the Tari.Lf ac t. The I.. oter-aasonbler wL1 aLcc

that .f he trie8 t conpete with a doI.e indust not

desi.ros of competition., his ness lifo—lin, i

open to ttacI, All the e1erents of defensive oartel are

here:ore present: pricos are fixed through tfair tr’de;

an aroem€nt is created by ieans oi the tacIt asswptIon

that ‘escape c1auso protection will be called on if prices

are not adhered to; arid enforcenent of the ‘areenent’4 is

available through the iariff Oomizsion. The leGality O

this use of the Miller-ydins and :•cuiro acts is

extre:ey doubtful, however, even though it be asstuned

(as it must) that the horizonaJ. price alinent lz

unIntentional.

There are aay other arrangements through which

American business has contrived to coexist with the foreiGn

cartel such as patent and ceosinG areoments and inter—

1oc1dn ownership of a subsidiary. any of these ieasuros

eventually come under the scrutiny of the Justice )epartment

and are condemned as a viols.tion of the anti-trust laws,

There is no perfect answer to ti.ie robien of coeziste;ce

so far but the inenuity of private merican businossment

continues to search for the answer with much Greater visor

and practicality than Governmental plnner. Their auccsse

and failures should be exained by all who are intorc-rted

Iti the problem.


