
1?EPORT ON G]I1N 1ACTION TO TflE OPSRATION

OF TI ECOiJOETRATON AND DCARTELIZAU

CT

Deconcentration and carteUzation are anong the soleinn3y ahnouncect

aims of Amorican policy in Geraacy. Since the beginning of ML]i bary Govern

ment a s.eciaJ. U. S. Agency operates in Germary in this field. A critical

anaiysis of the work done and of the reaction of the German people to this

work, as woil as an czanination of future possibilities of a liberal economiC

policy in Germany, can only be successfully undertaken if the actual end of

Deconcentration and DocarLeization is clear].r defined and understood.

The writer of this report, who since l912 participated in all discus

sions of tho Gczan cartel and monopoly probm, understood the sin to be:

(a) In th International field:

1. To coordinate Germarr’s economic syvt with the European and

Iaaoxicn system in order to make Gernany a part of the Wol3tenl liberal trade

area - open trade road to Gereany and fza Gennany was the final aim.

2. To prevent Gonnany frera th taming, by cartel agroanent, exclusive

oaitiona in busineas fields or certain territories (includiig Germany proper)

but to give Germany an equal competitive position on all ziarkets.

(b)) In the German Domestic Field

1. To open the closed economic roads to the persona offerLng the beet

pefonaricoa.

2. To free Germany from the threat of control by organized business

groups or single eoiinos.

AU in all the aim was to makø Germany economically and politically

a healthier nation than she was.
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And yet this memorandum is going to show that after five years of

deconcentration and decartiliza.tion, it is the gencral public opinion in Ger—

many that deconcentration and decartilization serve the purpose of destroying

Gennanr’s efficiency and the strengthening of American and British nonopolies.

Even worse the most careful Germany economic observers agree that never before

nave economic concentration and restrictive agreements governsdnt the German

scene as mtich as it does today. I refer to the attached resolution of the

Gerean professors of economics combined in the Board of cononic Advisors

of the German Administrative Counsel.

It is submitted that the Deconcentration and Decartelization Agency

in Germany from its verj beginning did not pursue the aims of the U. . policy

as envisaged by its instigators. Unfortunate3y it cannot be denied that in

the opening stage the Agency was aining to discourage GernanyS s productivity

rather than at a traneforaation of Germany’s economli policy into a basic

liberal policy. The preamble of the decarbelization statute,in the opinion

of Germaxtjlawyers, and ri;ht]r so, admitted the pursuance of this aim.

The second phase of Deconcentration and Decartelization chould be

understood as a period of reaction against the Lirot destructive riod. It

was a period of vc limited activity. Unforbun: ely the selection of the

limited number of cases give the impremsion that Deconcentration is being used

to favor specific AnerLca.n and British combincs at the expense of German en—

terprisos.

Deconeentration and Decartelimation takes place without clear co

ordination with operations in other fields. Thb memorandum is going to show

that many present Âmeridan undertakings of official and private character really

support the development of concentration in Gernany. The vezr.obvioua support
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given by the ritish Government to concentration, governmental and other,

makes the condition even more confused. Lack of clear lines of Amorica policy

and conusioi of ArneriCan-ritish eooertion give German monopolies and Ger

man burearcrpy an excoilent chance of destroying the effects of our policy

in Germany,

II. In the folloL ng I am going to report the effects of our

operations in the Deconcentration and Decarteization fields as they are seen

by friends of our policy in Germany.

(a) 3anks. The deconcontration of the banks took place by separ

ating the principal branch offices of the formur chain banks from th head—

quarters. Each now bank was put in the hands of a trustee appointed and con—

oilcd by the ]cverrnnt. The relations of the shareholder of the old banks

to the ricw banks remain unsettled.

The entire set up is being dominated by the Qoveriiaentts of the len

der and the truatoos appointed by them. A £ow of these trustees have a bankers

background. Most of them are purely political appointees. The actual manage—

merit is in the hands of the former branch directors or of a few former moubers

of the central management of the large banks. Governments and this group of

ail officials of the large banks have a trend to new concentration. The lack

of any final aolutioii of the problems resulting from the interest of the share—
tendency

holders of the former large banking institutions increased the dmwgsr to maw

concentration, for instanco tablishment of a holding company omned by the

old shareholders and reconstruction of the new banks into subsidiaries of the

holding oceepany.

The tendency of concentration becomes especia].2y apparent by the fact

that credits rejected by one of the banks are almost unobtainable by any other
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bank. Every bank expert with whom I discussed this matter streoced this very

fact. The exchange of information between banks operating on the same basis

is rather effective. The former branch offices of the same ceniraJ. bank in

different parts of the country remain close to each other partr because of neces

sary consultation relating to transactions tastaken before the deconcentration ,

part),y because of the habit of the officials to work together.

1.ost vital, however, is the fact that Deconentration took place on

very accidental lines. Unfortunatei,y Deconcentration did not take place by

re—establishment of formeriy independent banks organized onJy during the last

two decades into the large units. Finns, uziiaicwn to everyone, without any

tradition and with entirely meaningless firm names cane into existence. The

literal formal breakdcwn into too many entities discouraged rather than enabled

the development of a number of sufficiently strong banks competitive in character.

Such breakdovn either lead to fast reconcentration of to actual destraction of

the banking system. Again the two uifortunatc phases of Germany’s decoacentra—

tion policy becomes ap)arent.

The cooperation between “deconcentration” banks each of which again

has a number of branches and the establishment of special banks such as the

central office of savings banka, leads to a dangerous advantage in favor of a

small number of bank managements in the field “money creation”. Banks inter—

rei ted to each other can make “money” by mere bookkeeping transactions, while

the other banks can only grant credit in the scope of their awn capital and the

credit given to them by the Federal Reserve Bank. This point is especially

stressed by Llr. Veit, President of the Centr@ Bank of the State of ilesse.

)onitaxy constitution, concentration in Goveruments, dissolution into

snail entities without tradition and interpretation, management by the o]4
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guarantees bring the entire process of deconoontration in the baa2Id.ng field

into a doubtful condition. Public opinion and leading iayors and business

men consider this entire trasnaction as a tertoraq measure.

This oinion is being strengthened by statements mada by represen

tatives of leading American 3nks. Two chiefs of German Federal Reserrc

Bank offices independent from each other told me that representatives of large

American Banka informed them, as well as big German industrial firms that

deconcentrated Linus or other middle clasa enterprises have no chance of

getting any foreign credit.

Germans were told by those American bankers that deconoentration

is on2y an aim of a few 1ashington radicals and should be completeir disre

garded by the Germans.

In fact a credit po]4cy of American banks or of the E.G.A., as

outlined by these American bankers in Germany would bring to an end any

German libeyE. movement. Furthermore it would give American statesman the

reputation of being hypocrites.

(b) Iron and Steel Industries. Here the British W.litaxr Govern

ment is leading. It was announced that enterprises healtby and independent

of bonibined control” “entities of reasonable aiae having a clearly defined

scope o responsibility4’are to be established. An absolate separation of

these enterorises from the former owner was promised.

In fact ownership of plants and equipment did not change. How

ever, between the owner and the newly e bLshod corporation, a contract was

made in ursuance be which plans and. equipment are ieaaed to the new corpor

ations. These new corporations e the iron and stool business. The old

corporations articipate in the board of the new corporations with 67 seats

out of 26 seats ( 2!). The other seats are not in any free hands engaged
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in an open market competition, but 14O are controlled by labor unions, 18%

by Governments and 17% by the trustees appointed by the German Government

(decree No. 7, relating to Iilitary Gcverimient 8tatute No. 52). It is ob

vious that corporations cont.roiled by the same people and the same interest

do not compete, at least not more than Russian Government trusts compete

with each other.

The most important concentration, however, took place in the Gov

ernment appointed and controlled UTreuhandverwultungtt (below referred to as

TV) • I was told that the management of the new corporations have to make

reports to TV ot less far-reaching than a regular subsidiary corporation

used to make to the management of the parent corporation. Every financial

and business item has to be dic1osoc1. Ii’ we consider the fact that the

same TV has delegates in the board of each corporation, we can fully iea1—

ize the meaning of the fact that the TV receives reports about every sale

and every price calculation.

Furthermore TV has the last word who becomes or who remains a mem

ber of the ianagernent of each new corporation. Every investment of one of

the new corporations requires approval of TV. In fact the management can

on3r operate in the scope of usual business. Everything beyond usual busi

ness is up to TV in all new corporations. Therefore Geiler, President of

Heidelberg University and leading exjm rts on cartels and monopolies are

justified in calling TV a trust.

Nobody in Germany considers the condition in the iron arid steel in

dustry independent of the general Ruhr statute. The very purpose of the

establishment of the Rui’ir authority is the distribution of coal and steel

products in the Ruin’ territory between domestic Gennanyconswnption and ex

ports. The fact that TV is in charge of iron and steel industry and the

—6—
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the Riihr authority are clearly interrelated and that a distribution of Ruhr

production has a cartel—like affect and gives the iinprcae ion that coal, steel

and iron are on the way to an international cartel or international overnzaent

regulation, even exceeding the 1939 level (however giving Germany low quotas.)

The selection of the personnel of TV raised scrious doubts in the sincere

attempts to deconcentrate industries. Some of the Commissioners are known to

me. They are t7icil private bureaucrats (syndici, German word for power

hungry bureaucrats without actual experience and knowledge and devoted ad

herence to a planned eoonoxr.)

(c). I. G. Farben — This case is the only case weil—knom to the

American public and the American officials. The Nurenborg trial aaint I. 0.

Farben and the rather depressing methods used in this procedure, made I. 0.

Farben a German *ational simbol. The methods used by Deconcent.ration are no

loss depressing than the methods used in Nurenberg. Everything was loft un

certain. Only a number of keletou enterprises wore ostabliched, all under

Angus, French and Britiah Military Government direct control. The anagezient,

as far as known to the public1 appears to be highly aus4cious frozu a liberal

point of view. In this memorandum it should be sufficient to mention the

penicillin and dyes tuft’ case.

Every ].ayaan can imagine the actual needs for enicillin in post

war Germany. In spite of an almost unlimited demand, opinions furnished by

American-German “experb&’ to the Governments showed th.t Germany can only sus

tain a certain iaaximum production of penicillin. This production is in fact

monopolized in Hocheat, one of the I.G. Farbon firms. A contract between

Marick of N. J. and Ilochest, aproved by our Government, ave Hochest an allegedly

necessary Irnow—how. The contract on its terms is not exclusive but in fact no

other production came into existence. Military Government officials told me

that a number of these Amei’ican firma expresced an interest in additional pro—
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duction in Germany. Jkevor, after consultation between these interested firms

and Mozi.ck or Hochest, no production came into eistenoe. Chief advisors of

German hospitals told me that only rich people can be supplied with penicillin.

The public funds available for the purchase of penicillin at the present price —

the daily recjuirement of penicillin in the usual case costs as much as an aver

age weekly earning of a laborer — only permit the use of penicillin on the crit—

ica]. eases. Raving in mind the fact that only a few years ago the German phar

maceutical industzr was the most efficient one in the world, the condition called

for careful unbiased inve3tigation.

In the dycatiff field I was assured by a number of loading German

chemical merchants that Ludwishafen (the former Badiache Anilian) was incorpor

ated by the French Military Goveracnt toaaceept a plan of production exactly

1ilawing the methods of the pro—war dyeatthff cartel — the only distinction being

that the German quota is lower. Up to this date the former cartel partner of

I. • Farben in France, Francolas, is controlled by the French Government, just

as the French are using their influence in the French Zone to re-establish the

potash cartels they are reestablishing the dyestuff cartel in Germar. In the

potash field, in spite of the proteatsof the Gcsrnxnent of the State of Borden,

the potash plant in i3uggigere was leased to a corporation controlled 55% by

Mines Doiainiales des Rotaase do Alsache et Lociete Commerciale, i5Z is owned by

Germans formerly closely connected with the German potash syndicate. These

potash cases were only used as an example of re-establisbient of cartels by the

French Military Government and as an illustration of the general conditions in

which industrios within the French Zone, especially the dyeatuff industry, oper

ate and to show that it has another direct impact on the I. 0. Farben case.

Potash arid nitrogen are being used in Germany as fertilizers in a certain ratio

to each other. Cartlization of potash leads indiroctir to cartei7ation of

the total fertilizer field. I. 0. Farbents auciessors control nitrogen.

—8—



duction in Germany. However, after consultation between these interested firms

and Merick or Rochest, no production cane into existence. Chief advisors of

German hospitals told me that only rich people can be supplied with penicillin.

The public funds available for the purchase of penicillin at the present price —

the dai2y recjuirement of penicillin in the usual case costs as much as an aver

age weekly earning of a laborer — only permit the use of penicillin on the crit

ical cases. Having in mind the fact that only a few years ago the German phar

maceutical industry ias the most efficient one in the world, the condition called

for careful unbiased investigation.

In the dyestiff field I was assured by a number of loading German

chemical merchants that Ludwigahafon (the former J3adische Anilian) as incorpor

ated by- the French Military Governient toaaceept a plan cf production exactly

iiilowing the methods of the pro-war dyestiiff cartel - the only distinction being

that the German quota is lower. Up to this date the former cartel partner of

I. . Farben in France, Francolas, is controlled by the French Government, just

as the French are using their influence in the French Zone to re—establish the

potash oartel they are reestablishing the dyestuff cartel in Gernzarr. In the

potash field, in ite of the protestsof the Gcrnment of the State of Borden,

the potash plant in .Cuggigere was leased to a corporation controlled S5 by

Mines Dominialec des Rotasse do A].saehe et Lociete Coasorciale, L is ovned by

Germans formerly closely connected with the German potash syndicate. These

potash oases were only used as an example of re-establisimLent of cartels by the

French LLLlitary Government and as an illustration of the general conditions in

which nduatries within the French Zone, especial],y the clyestuff industry, ouer—

ate and to s1io that it has another direct impact on the I. G. Farbon case.

Potash and nitrogen are being used in Germany as fertilizers in a certain ratio

to each other. artlization of potash leads indirectly to carbei7ation of

the total fertilizer field. I. G. Farbens suceessors control nitrogen.

—8—



In Gcrmazr the opinion prevails that the actual aim of our manageniont

of I. C. Farben plants is to delay the reappearance of independent Gexnan chemical

industrIes on the world market. The production figures seem to give some basis

to this oinion. The loading ]avrjors of the I. C. Farbon corporation assured ins

that in spite of all n spa’er re;orts to the contrar, the successor £ii would

be financially and technically repared to go on if only the Aserican control

office would coie to an end. Certainly the Genaans connected with I. C. Farben’s

successors believe that in the final ond. I. C. Farben is going to experience the

same as the iron and steel industxy is experiencing right now.

This can be shown best lxy reference to the following affair: The U.S.

management of I. 0. Farben addressed the German Governmental aencIes and reoues—

ted the appointacnt of a Ccrann committee authorized to represent German interests

in the deconcentration of I. G Farben. In the ansc,er of the German Administrative

Counsel a lost of sugcsted committee members was submitted in which nine out of

ten persons we at present or £onaerly employees oI’ the I. C. Farben corporation,

The only‘1neutral” observer was a £oraer member of the Board of the Decitsche Dink,

one of the former banidng inotitutions closely connected with I. C. Farben.

The recent ajinomcenent that Aingus wished to soil at public auction

parts of I. C. Farben ap:ears on its surface to be a genuine attt to solve the

problem. It is submitted, however, that such public bids are very dangerous do—

vices of deconcentration. As a member of the staff of the Anti—trust ))ivision

for niarr r:arc I might be permitted to express serious doubts whether,after the

above described management operated for a few eara an independent purchaser

strong enough to break through cartel wails alrear buU.t up, has any chance. Us

ually the purchaser in a public bid is either the management itself, or one of its

friends, or a group so large that no control stronger than the r aement can e—

velop.
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Here as in the bank case the rights of former shareholders cannot

be overlooked. I refer to sty own plan of dissolution of I. G. Farben submitted

in l9Li5 to General Clay.

(d) Brown—J3overi (3130) and other cases handled by Deconcentration

and Decartelization and re)a ted agencIes • The U. S. Agency stnrt,ed vith sub—

stantia]. vigor a case against IC on the roimd that the Swiss 1330 in control

of the German 3130 restricts trade and production by a contract imposed by the

parent subsidiary in pursuance to which German 330 cannot export new)r developed

ecLuiment in the heaV electrical field unless the Swiss BBG approves such ex

port. Long briefs were exchanged. Threats of far reaching character were made

arid then nothing happened.

After long discussions irith the people in ilita1y Government handling

this case and the lawyers and managers of the German BBC, very serious doubts

came into my mind whehter there are any really good reasons for selecting this

case of the parent subsidiary relationship. No harm, however, is done by going

into a case with such a vigor as done here, only the withdrawal later silent3r.

)r discussions did not leave any doubt that the case could have been brought

to a consent decrees or to a similar solution if our officials had not clearly

indicated to 3130 that by doing nothing the case could be brought to a standstill.

Furthermore the BEG people were informed by someone that the British e].enzent of

Deconcentration doesn’t mean buainea after all. Such cases do serious harm

to our European reputation. Our Agency did not every contradict a statement of

Dr. Boveri made in the shareholders meeting of the Swiss BBC and published in the

Swiss newspaper alleging that the U.S. was prohibiting the use of patents for

monopolization of entire fields as being only used as devised to get ri of

patents owned by foreigners. The BEG is considered by the European cartelists

as a test case showing the mere nuisance value of our anti—cartel policy.
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The Basoha case is pending. The German public opinion, under the im-.

pression of the cases described—above, is convinced that the Basche case is another

case of straight nuisance and destruction. In fact the Basche case should be used

to work out really unworablo and aenseable teats for the finding whether they are

monopolistic organizations or not. We have especially to clarify whether Decon.

centration shall be uaod as a device of security iea13ure, besides that of demon—

tage or whether Deconcentration a ezclirnively a device of liberal economic policy.

Furthermore the issue ha.s to be raised whether the finding of monopolization shall

be based only on the condin of the German market or whether the Western European

market should be examined as a unit in pursuance to the recent statements of Mr,

Paul Hoffman made at the Paris Conference of the E.C.A. Most of all it should be

understood that every monopoly case is bound to end the same way as the case des

cribed above and as long as these cases are not being subordinated to a general

policy covering the entire German economic field. I refer to later parts of thid

memorandus.

At this point it shall not be omitted to state that German public opinion

critically asks why cases are only started against i3asche and similar finns, while

the largest automobile plant remains controlled by General Lotors, the largest soap

plant was brought under British Military Government scope, under effective Super

vision of Unilever, the largest British producer and while the gasolene field is

being brought under effective control of an Americam-British group, which in addi

tion is to make impossible the production of synthetic oil.

III. Under I reference was made to an expert statement of German pro—

fessors of economics al1egthdjrthat German economic concentration in 19LiS) exceeds even

the monopolistic condition of iy earlier period. I tried to find out the actual

meaning of this statemnt which impressed me since Dr. Mueller, lawyer for largest

industrial enterprises and advisor of many section of Military Government, expressed
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his ful]. agreement with this opinion.

The test which I used was whether newcomers having sufficient capital

can actually start a buoinoss. It is known that Mi2it’i7 Government abolished

all restriction on trade (licenses etc.) resulting from public lar. Furthermore

it is known that the Military Government permitted the reconstruction of economic

associations under the exress condit one that these associations are not going

to engage in restrictive practices of arsj kind. Theoretically, therefore, there

should be an open road for newcomers 2id into business. In fact the conditions

are quite different. The following exmiple might show the point in issue. The

present Mayor of the City of !4annheim (Dr. Heimirich) gave me material in the

case of the pharmaceutical industry. Before us recent election as Mayor

of Mannheim, he practiced ] in Hannheim and Heidelberg. He represented the in

terests of a wholesaler of pharmaceutical products who florner2y did substantial

business in Eastern Germany until he was deported from his homa. Re had sufficient

business c apital to pay cash for the merchandise needed by him. He tried to re

establish his business in ileidelbeig. On his request for merchandise each of the

three big producers (Merick, Doehriige and Knoll) refused to supply him. Iloimirich,

when given a ower of attney by the wholesaler, urged the three finns to change

their position. They finally admitted that at a meeting of the phaxmaceuticeJ.

industry it was agreed that merchants in Ueotern Germany should not be supplied

with any merchandise unless they did business before )Li6. Under the threat of

a law suit one of the three fires agreed to supply the wholesaler. However, since

the field of production of each of the three fines is strictly separated from the

production of the other, such delivery of products ci’ one manufacturer would not

give merchants any chance for doing business. No retailers purchased from whole

salers who have only products in one specific field and only products of one firm.

I convinced myself that this case is absolutely typical. Today Lu Germany it is

alst impossible for young people or for refugees from the East to start inde

pendent business activities. — —
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Thez’o is not only restriction by the devices of economic assocationa in

regard to the opening of business but there continues to be an efficient system of

price £izd.ng and restriction of aroduction. The enforeenont of this system takes

place by boycott or sinilar social forces. An interesting exanie is the trade

in books. The cartelization of the book trade was the first ease brou1it to

the courts in 1891g. Thorefore, this case was always considered to be typical for

the German market restrictions. One of the most efficient publisherws told me that

the rice rules established by the niblishers and by their informal association for

all phases of trade, wholesale and retail, did not change after the ouactaent of

the decartelization statute. Every wholesaler and retailer knows that he U

never again be supplied i.t he ry ever should dare to make price concessions a

of any kind. The hardship is especially apparent in the case of student books.

The prices are entirely out of reasonable bounds and they are sustained by cartel

operations.

Immediately after World Wa. II the lack of pateua’oteotion might

have worried cartel lawyers. They might have asked themselves how after a currency

eform the restrictive policy could be enforced again. In fact the lack of the

mtent system is leading to the exact ou .osite. The courts adopted a rule that

because of a lack of a antent statute, everyone miht enjoin his competitor from

manufacturing certain products if he can show that he produced those products

earlier. Under the old German patent statute, a very rigid search was made be

fore a patent was granted, and while a. court would never have iven protection

unless a patent was actua2.ly granted, today the protector who cornea first has an

exceilent weapon. Re can threaten everyone with a law suIt an “unfair compctiticn”

if any one should dare to enter his field.

In the cartel field, not less than in the monopoly field, the activities

of foreign cartels in Gerasny make a mendous impression on the Germans. High
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Military Governuent officials of the purchasing section of this organization told

s that every attaapt to obtain ccpctitive bids for phosphate failed. The Aner—

icans who are the largest pr.ducers, soil through channels of a British firm, which

in. turi f11ows the cartel oractico. The x’ices are described as zk exorbitant.

It is interesting to observe the interesting relations between the international

carel activities in Goi’inany and the currency practice of Jeis. Our Deconoontratiozi

and Decartelization Agency did absolutely nothing in this entire cartel field which1

after the currency reform, becane much more 5.mportant than all the cases handled

there.

IV. The legislation enacted by the several Military Goveraaents, or

under their resionsibility by the Geziian lender, or the economic counsel or the

aduiniatrtive counsel, as well as the general economic and adiainistrative policies

are not coordinated with our anti—trust policy.

Reference was already iiade to statutory rules and decrees in the iron

and at. field or in the I. 0. Parben case. A general examination of the statute

books would show very interesting caaes In this memorandi.ua I have to unit the

discussion of this point to a few cases.

(a) It is an old German device to build up economic concentration by

holding companies and by the art±cipation in mrrj different corjorations, auounting to

not iaore than two controlling interests. The new tax legislation errcas1y -revents

this system. IC the corporation A has an interest in the corporation B exceeding

a certain percenta,e, the corporation A does not have to ay a dividend tax for the

income it takes from the corporation B.

A similar tax device operates in the field of sales tax, preventing

again the aonopolistic or.anization.

(b) ecently the Economic Counsel enacted legislation, with the ap..

provaJ. of the iserican Military Government, in ac rLice to w:dch subsidiaries

are paid to German merchants to enable then to compete in the ariculture field
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