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INTRODUCTION

Today, we hear references to such phrases as "free
enterprise"”, "private initiative" and "economic laws" made
by men in public life and representatives of the business
world in support of "laissez-faire" and the economic tenets
of the classical school of economists. The economic theory
of Adam Smith, however was based upon conditions markedly
different from those in existence today. Enterprise in
Adam Smith's time consisted of a small business, usually
privately-owned, in which the owner and a few labourers pro-
duced goods and carried on trade. The stock corporation, he
repudiated as follows:-

"The directors of such companies being managers rather
of other peoples' money than their own, it cannot well be
expected that they should watch over it with the same anxious
vigilance with which the partners in a private copartnery
frequently watch over their owne Like the stewards of a rich
man, they are apt to consider attention to small matters as
not for their master's honour, and very easily give themselves
a dispensation from having it. Negligence and profusion,
therefore, must always prevail, more or less, in the manage-
ment of the affairs of such a company. It is on this account
that joint stock companies for foreign trade have seldom been
able to maintain the competition against private adventurers.
They have, accordingly, very seldom succeeded without an ex-
clusive privilege, and frequently have not succeeded with one.
Without an exclusive privilege they commonly mismanaged the
trade. With ah exclusive privilege ‘they have both mismanaged
and confined it." 1

1 Adam Smith, "The Wealth of Nations" - Everyman's
Library edition, Vol, 11, p., 229.



On the whole, the protagonists of "free enterprise"
and laissez-faire" today are largely the representatives of
the joint-stock corporations repudiated by Smith. They
advocate a system of economics based upon private property
and ownership that no longer obtains in the sense visualized
by Smith when he pictured private initiative, motivated by a
desire for personal profit to produce goods better and/br
cheaper than that produced by competitors. The"individual
initiative" of Smith's period has been replaced by group-
sffort under control of management instead of ownership.
Today, by means of the corporate structure, related enter-
prises are integrated into monopolistic aggregates.
Oftentimes the source of raw materials as well as the dis-
tributive machinery (wholesale and/or retail) are linked to
the manufacturing corporation under the control of management
or other small group,.

The Stock Corporation, which Adam Smith contended required
an exclusive privilege to assure successful operation, is
today the dominant type of ownership organization. Perhaps
it should not even be classed as an "ownership" organization
as in 1ts ultimate development, ownership is divorced from
control and does not enjoy the "fruits" or benefits of
ownership enjoyed by the owner of private-property of Adam
Smith's day. The shareholder in the corporation has rented

his capital for wages in the form of dividends just as the



individual craftsman hired out his labour to the factory-
owner after the industrial revolution.

Through their ability to recruit capital, these
corporations, through progressive injections of cash, have
been able to organize whole industries on a mass-production
basis. Through certain economies, possible through elimina-
tion of duplicate serviees and increased production relative
to overhead, they have been able to expand and gradually
encompass the entire field of productive and distributive
activity, or at least share the field with fewer competitors.

The exclusive privilege referred to by Smith as necessary
for the successful operation of such corporations appears in
the ultimate monopoly of a field enterprise that is
oventually obtained through the progressive development of
a large modern corporation.

This is accomplished through control of the source of raw
materials, control of the agents of distribution and by
eliminating competition by means of merger, combination or
trade association.

The exclusive privilege required is present also in the
form of patents and patent-licenses. This makes possible the
exclusive trade in a particular article so.protected for a
period of 17 years. Augmenting this privilege, we have the
pooling of such patents by international groups by means of

the cartel agreement whereby trade territories are allocated,
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production controlled, exclusive processes exchanged, etc.

Competition, as visualized by the classical economist,
exists today on a very limited scale, confined almost wholly
to a few small struégling new-comers and die-hards in the
industrial world, to the retail trade to a greater extent,
and mostly to the professional and agricultural fields.
Manufacturing, public utilities, mining, finance and trans-
portation are corporately organized. The stock corporation
today dominates the fields of industry and finance, for the
most part attempting to eliminate (or regulate) what small
element of “"private initiative" remains to compete.

It is strange, or perhaps a little whimsical then, that
in schools today we study economic laws of supply and demand,
private property, private initiative, and the over-all
regulatory profit motive based upon the teachings of Adam
Smith designed to cover a type of private ownership that has
been supplanted by one that the old master himself denounced
as uneconomic. It is also a bit ironical that the representa-
tives of this type organization are the most vociferous
champions of "free enterprise" and "laissez-faire", = However,
they cannot be advocating the "free enterprise" of Adam Smith
for the "private initiative", on which his"Wealth of Nations"
was predicated, was the antithesis of the stock corporation-
the predominant structure in industrial organization today.

Oddly enough, under laissez-faire, private initiative (which

Vil



"laissez-faire" was designed to maintain) inflated, encom-
passing all, until it burst the bonds of private ownership
replacing it by quasi-public ownership.

It would appear then, that some new system of economics
is operative today - some modification of the classical
theories to fit them to the larger units of group enterprise
and property ownership divorced from controles We now have a
property with increased liquidity easily transferred in the
form of securities, everchanging in value with the vagaries
of the stock market and the psycholegical aspect of market
conditions. We have wealth made up of intangibles such as
good-will, market expectations, options, etcs, rather than
merely the physical types of property reckoned with by Adam
Smith. Price competition is rapidly being replaced by
fixed price agreements. Supply is being controlled through
regulated production and demand is being created by means of
high pressure advertising and credit selling plans.

Whatever are the economic forces governing our affairs
today, one thing is ocertain, economic laws, if there be such,
have been conditioned, if not changed, by the corporate
organization of industry since Adam Smith gave us his "Wealth
of Nations." Any system of economic theory predicated upon
a type of ownership crganization that has been shoved into
the backgrohnd, if not superseded by another condemmed as

uneconomic by the old master, cannot help but have suffered
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a mortal blow, or become at least largely inapplicable.

A.A, Berle, Jr. of the Secretary of State Department,
U,S. Government, in his preface to "The Modern Corporation
and Private Property", written July, 1932, made the following
observation:-

"It is of the essence of revolutions of the more silent
sort that they are unrecognized until they are far advanced.
This was the case of the so-called "industrial revolution"
and is the case with the corporate revolution through which
we are passing.

The translation of perhaps two thirds of the industrial
wealth of the country from individual ownership to owner-
ship by the large, publicly financed corporation vitally
changes the lives of property owners, the lives of workers,
and the methods of property tenure. The divorce. of owner=-
ship from control consequent.on that process almost
necessarily involves a new form of economic organization of
society." 2

Pondering on the above observation, and at the behest
of Father Danis, this thesis attempts to show that the
modern corporation so affects the property-owner, the con-
sumer, the worker, the producer of raw materials and the
State, that the "laissez-faire™ policies of Adam Smith's
classical sconomic theory, designed to meet conditionms
entirely different from those that obtain today, should be
shelved in favour of some sort of governmsnt regulation.

In the pages that follow, chapters will be devoted to

the historical background and development of the corporation,

2 "The Modern Corporation and Private Property", Berle
and Means, N.Y, 1933 p., ¥11
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the corporation in relation to the suppliers of capital, the
corporation and the consumer, the corporation and the primary
producer, the corporation and labour and finally the corpora-
tion as it effects the Statea. Some attempt will be made to
show corporate abuses relative to the above sections of our
economy and corrective or regulative measures will be
suggested where possible, Quite often the solution to the
various problems will be found already at hand but re-
quiring more energetic application,

In any case, the place to start is at the beginning,
hence, the first chapter follows with a brief outline of the
historical development of the corporate form from the days

of the Romans to the modern publicly financed institutions



CHAPTER 1

THE EVOLUTION OF THE CORPORATION

The corporate form is not a new thing. Indeed, it was
known in the days of the Romans. The Encyclopaedia
Britannica states:-

"The term in Roman law corresponding to the modern
corporation is "collegium", a more general term is
"universitas." A "collegium" or "corpus" must have consisted
of at least three persons, who were said to be "corporati -
habere corpus". They could hold property in common and had
a common chest. They might sue and be sued by their agent
(syndicus or actor). There was complete separation in law
between the rights of the "collegium" as a body and those of
its individual members. The "collegium" remained in existence
although all its original members were changed. It was
governed by its own by-laws, provided these were not contrary
to the common law. The power of forming "collegia" was
restrained, and societies pretending to act as corporations
were often suppressed. In all these points the "collegia"
of Roman closely resemble the corporations of English law.
There is a similar parallel between the purposes for which
the fermation of such societies is authorized in English
and Roman law. Thus, among the Roman "collegia" the following
classes are distinguished:- (1) Public governing bodies, or
municipalities, "civitates"; (2) religious sccieties, such as
the "collegia" of priests and Vestal Virgins; (3) official
societies, e.g.,, the "scribae”, employed in the administra-
tion of the state; (4) trade societies, e.gs+, "fabri, pictores,
navicularii, etc. This class shades down into the
"societates" not incorporated, just as our own trading
corporations partake largely of the character of ordinary
partnerships.”

Around the 17th century, English companies were first

incorporated to trade in England although previous tc that

1 .
Encyclopaedia Britannica, 1llth Ed. Vol. 7, p., 190



English merchants had been granted corporate charters to
engage in foreign trade. These were the joint stock trading
corporations which built the merchant empire of England.
(The Russia Company, 1553, Levant 1581, East India, 1600,
Hudson's Bay, 1670, Royal Africas, 1672, Bank of England, 1694 ).

The "joint stock" plan appears first in history associ-
ated with the development of trading empires. As early as
1346, various parties loaned money to Genoa, for conquest
purposes, and she gave the shareholders an interest in the
conquered lands. In 1407, the bank of Genoa took over the
state loans and issued a consolidated stock divided into
shares, to those who had put up the money, and these were
given the right to do a banking business, (1408), end later
(1453), to administer the colonies. In the 17th century,
the joint stock ccmpanies occupied an important place in the
founding of the merchant empire of England and Holland.

With the replacement in England of the "gild" system
of "regulated" company by the "joint stock" company, a new
type of property appeared - the stockholders' share - quickly
followed by stock exchanges to give it greater liquidity.
Stock quotations began to be published in 1692 for both in-~
corporated.and unincofporated companies organized on the
joint-stock plan. 8peculation became rife and soon was
followed by the panic of 1720, The Bubble Act, 1720, forbade

the creation of joint-stock companies, or transferable shares,



unless they were incorporated, but failed to provide regula-
tion of those incorporated. With the passage of this Act,
the jointestock plan and the corporate-form were wedded. The
use of the transferable share, became the exclusive right of
the corporation.

Incorporation was a privilege granted by the sovereign
power, whereby a group of associates was created a legal
entity, having a given name and purpose and having those
powers and rights as conferred upon it by its charter. This
type of business structure, employing the "joint stock" plan
of capitalization, developed rapidly and at first, was
employed, almost wholly, as a means of organizing companises
for the furtherance of trade and public services, such as
banking and insurance, where a high element of risk was in-
volved.

The corporation introduced into owmership organizaticn
an entirely new concept. Heretofore, when an individual or
a group of men went into business, the partners or share-
holders were liable for the losses of the association or
non-incorporated joint stock company, over and above the
entire property of the company itself. For this reason, men
of means hesitated to invest in enterprises of a hazardous
nature, as it meant risking unduly the balance of their
wealth. The corporation, however, was theught of as a

separate entity, 2 legal person, and like a natural person



had the right to maintain business in its own name, to sue or
be sued, and continued this entity although the individuals

in it changed. The shareholder's liability was limited to the
amount of his investment. In other types of ownership organi-
zation, the quality of responsibility was always attached

to ownership. As one writer aptly put it:- "If the horse

lived the owner must feed it, if he let it die, he must at
least bury it." The corporate form divorced ownership of

this responsibility.

This privilege was granted by the state to encourage
enterprising groups of business men to undertake projects
involving great risk and magnitude, or of public interest.
However, through injudicious contrcl on the part of the
state in the granting of this privilege, and the wanton
exploitation of the public by irresponsible promoters, the
use of this instrument was abused and, as a result, the
government repealed the Bubble Act in 1825 and authorized

the Crown to incorporate companiss, making the members

individually liable for the corporate debts. Through this

legislation, ownership was served notice that it again would
have to shoulder the responsibilities attached to property-
ownsership.

The corporate structure, with its limited liability
feature, was not to be discarded, however - it was too

excellent a means of mobilizing capital for large ventures.



In 1844, a general incorporation act was passed, authori-
zing the formation of companies by a "Certificate of
Incorporation” without special charter from King and
Parljiament, but with individual membership still liable

to creditors for debts in excess of the corporation's
assets. In 1855 and 1856, however, laws were passed where-
by limited liability was extended to shareholders. These
features were later consolidated in the Companies Act of
1862 which formed the basis of our present English Corpor-
ation Law.

Now, let us follow the development of the corporation
as it took place on this continent with particular reference
to the United States where it has come to be the principal
form of business structure. Up to 1800, the corporation
generally involved a modest number of partners or share-
holders and was devoted principally to undertakings of
public interest such as the construction of bridges, canals
and the operation of banks, insurance companies and other
public services. As in Britain, these first companies were
formed to exploit some franchise granted by the government
and the act of incorporation was hence in the form of a
charter granted by the state.

The charter outlined the powers and rights of the
corporation. Among other things, it listed the name of the

corporation, head office, the nature and objects of the



business, the capitdization, (i.e. the number and classes of
shares authorized), the officials to whom immediate management
was to be delegated, indicating by whom and under what
conditions they were to be selected, and included provisions
establishing both how the profits were to be distributed and
how the assets were to be disposed of on ultimate dissolution.
As more and more businesses attempted to take advantage of
this type of organization, the various legislative bodies
found it more economical of their time and the public found
it less conducive to favouritism and corruption if corpora-
tion advantages were made available to everyone on specified
terms. Accordingly, general incorporation laws were adopted
by the various states commencing with Connecticut (1837),
These provided for the incorporation of "any lawful business"
without special action of the legislature.

Corporate development in the industrial field was
virtually unknown until the 19th century. Early.in the
century, several New England textile companies were incor=-
porated, but the introduction of the corporate system into
the railroed field during the latter half of the century
assured groater use of this type structure in industry. One
aspect of economic life after another followed until by the
early years of the 20th century very few fields of industry
had failed to adopt the corporate form.

Today, incorporated companies are encountered in every



phase of our economic life. Some fislds have been geared to
this type of organization to a greater extemt than others, and
yet there is hardly a field of economic activity in which they
are not today the leading force in terms of business handled
and wealth controlled. The 13th Census2 of United States. 1910
reported 66.7 percent of all manufactured goods in the year
1899 were made by corporations. The 14th Census3 of United
States, 1920, showed 87 percent of manufactured products as
being produced by corporations as of 1919, and it was esti-
mated* that in 1929 over 94 percent of all manufactured goods
were produced by corporations., Manufacturing corporations
employed 65 percent of all wage earners in the manufacturing
field in 1899. This increased to an estimated 92 percent in

5
1929.
Public utilities are almost 100% corporate. Mining and

6
quarrying were 86.3% corporate by 1902 and 93.8% by 1919.
According to an abstract of the 14th Census of the United

7
States, 1920, over 90% of all employees in the copper, iron
ore, lead, zinc, petroleum and natural gas industries were
employed by corporations. The mercantile field is being

exploited toc a rapidly increasing degree by incorporated chain-

13th Census of United States, 1910, Vol, V111, p, 135
14th Census of United States, 1920, Veol, V111, pp.l4, 108
Berle & Means, "The Modern Corporation” p. 14, footnote 13
Ibid, p. 14
Statistical Abstract of the United States, 1925, p. 103
Abstract of the 14th Census of the United States, 1920,

p. 1278
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stores, 5 and 10 cent stores, department stores and whole~-
sale houses., The amusement and entertainment field has the
large moving picture corporations, producers and theatres,
radio broadcasting companies and incorporated sports palaces.

Agriculture and real estate are two fields in which
corporations appear only to a minor degree, but they are to
be found. Banking and insurance, of course, used this form
from the first, but along with other financial corporations
will not be considered here, as these provide subject matter
for separate study.

One of the outstanding characteristics of the modern
corporation is its ability to draw unto itself.large aggre=
gations of wealth of increasing size. This ability to
mobilize capital, drawn from an ever-widening area, has made
possible the mass production business aggregates common to our
modern economy.

The extent to which economie activity is today carried
on by such large enterprises is graphically pietured in Berle
and Means book, "The Modern Corporation and Private Property."”
A list of the two hundred largest non-banking corporationms,
compiled as of January 1, 1930, disclosed combined assets
amounting to $81,000,000,000.00 or nearly half of all the
corporate wealth in the United States. (See Appendix 1). In
an effort to determine the relation of these large corporations

to the whole of American economy, they were examined in



relation to (1) the New York Stock Markets (2) all corporate
wealth (3) all business wealth (4) the national wealth. The
f'ollowing findings were made by Berle and Meanss~

(1) Examination of the New York stock market listings?

March 9, 1929, disclosed 130 out of 573 independent American
corporations represented "could be classed as huge companies,
each reporting assets of over $100,000,000.00. These 130
companies controlled more than 80% of the assets of all
companies represented." (See Appendix 2).

(2) A comparison of the combined assets of the two hundred
largest non-banking corporations with the assets of all non-
banking corporations, at the beginning of 1930, disclosed
combined assets of $81,074,OOO,OOO.OO9 as against estimated
total assets of all non-banking corporations cf $165,000,000,000.
for the same period as computed from Income Tax fizures. This
would indicate 49.2 percent of all non-banking corporate
woealth controlled by the two hundred large companies, with the
remainder owned by more than 300,000 smaller companies. In a
¢ omparison of net income of the largest corporations with the
net income of all non-banking corporations on a basis of 1929
Income Tax Statistics, the two hundred largest non-banking

corporations received 43.2 percent of the total income of all

8 As published im "Commercial & Financial Chronicle" N.Y. -
see fcotnote 7, p.27, "The Modern Corporation & Private
Property - Berle & Means, N. Y. 1933.

9 The Modern Corporation & Private Property, Berle & Means, p.28
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10
corporations in this class. It is pointed out that figures

based on income were low due to the fact that the Treasury
Department did not require consolidated income statements to
include subsidiary companies.

(3) A very rough estimate by Berle and Means'lindicated that
"at least 78%, and probably a larger proportion of American
business wealth, is corporate wealth." Taking this as a basis
for comparison, the two hundred largest corporations control=-
ling 49% of all corporate wealth would therefore ccntrol 38%
or more of all business wealth.

(4) On the basis of National Industrial Conference Board
SStimateS:lzthe national wealth of the United States at the
end of 1928 amounted to $360,062,000,000,00. Projecting this
to 1929, using the basis of growth during the previous six
years, it was estimated that the national wealth for that year
would be $367,000,000,000,00 approximately. In comparison
with the total assets of the two hundred large companies in
that year amounting to $81,077,000,000.00, it was estimated
that they controlled approximately 22% of national wealth

in 1929. Berle and Means observed that "the lower relative
importance of the large corporations in comparison with

national wealth was due, in a large measure, t~ the importance

10 1pid - p. 29

11 1pi4 - p. 31

12 The Conference Board Bulletin No. 38 (Feb.25/30) p. 303,
National Industrial Conference Board, N. Y,



of "agricultural land and improvements, residential real-es-
tate, personal property including automobiles and the large
volume of government property."
The above findings were recapitulated in Table 1, shown
below as taken from their book%
TABLE 1

RELATIVE IMPORTANCE OF LARGE CORPORATIONS
(On or about January 1, 1930)

Results Probable
obtained limits
by actual

computation
Proportion of corporate wealth
(other than bakKing), controlled
by the 200 largest ccrporations 49.2% 45-53%
Proportion of business wealth
(other than banking), controlled 1
by the 200 largest corporations 38.0% 35-45%
Proportion of national wealth
controlled by the 200 largest
corporations 22,0% 15=-25%

— — ——

1Unadjusted for unconsolidated income tax returms.

11

From the above figures it is apparent that a large portion

of the industrial wealth of the United States has been con=-

centrated under the control of a few large units. As of 1929,

thers were 300,000 non-financial corporations in the country,

yet nearly half the corporate wealth was controlled by only

3
"The Modern Corporation & Private Property" Berle &
Means « p. 32,



two hundred of thess, or less than 7/100 of 1 percent,

It was also pointed out by Berle and Means that this
concentration of economic power by the corporations, was pro-
gressives. This was shown in a study of the assets of the two
hundred largest non-banking corporations for the following
years: 1909 - $26,000,000,000,00, 1919 - 43.7 billion,

1929 -~ 8l.1 billion. The table shown as Appendix 3 shows
the growth of 150 identical corporations included in the
two hundred largest companies in both 1919 and 1928,

In considering the growth of large corporations as
compared with the growth of all industrial wealth, consider-
ing non-banking corporations only, it was noted that for
the period 1909 to 1928, the annual rate of growth for the
two hundred largest corporations was 5.4 percent, whersas,
for the same period, corporations other than the largest,
only 2.0 percents The annual rate of growth for all corpor-
ations for the same period was estimated to amount to 3.6
percent, From the above figures, it would appear that the
two hundred largest companies are growing over 50% faster
than all corporations, 23 times as fast as small corporations,
Comparison of income substantiated this comparison of rate
of growth, (See Appendices 4 and 5).

“hen one considers that an incressed proportion of
industrial wealth is coming under corporate sway, it would

appear that the proportion of industrial wealth controlled

12



by the 200 largest corporations has been increasing at a more

rapid rate than their proportion of all corporate wealthe On

the basis of a rough estimate of the rate of growth of the

national wealth made by the National Industrial Conference

14
Board between the years 1922 to 1928, a rate of growth of

1245 percent is shown, compared with the rate of growth in

assets of the two hundred largest of 45.6 percent or annual

rates of growth of 2 percent and 6.3 percent respectively.

The following conclusions were reached by Berle and
15

Means on the shove figures regarding the rate of growth:

"

(1)

(2)

(3)

(4)

On the basis of gross assets, the large corporations
appear to be growing between two and three times as
fast as all other non-financial corporations,

This conclusion is supported by the figures of cor=-
porate income.

Since an increased proporation of industrial wealth
prosumably continues to come under corporate sway, the
porportion of industrial wealth controlled by the large
corperations has been increasing at a rate even faster
than the proportion of corporate wealth controlled by
them.

Since estimates of the national wealth are extremely
approximate, it is not possible to determine the growth
in proportion of national wealth controlled by the large
corporations, but there can be little question that the
proportion has been increasing at a rapid rate."

Based on the figures for twenty years from 1909 to 1929,

e prediction was made for the next twenty years in an effort

to show what this rapid rate of growth of the big companies

4 National Industrial Conference Board, Conference Board

Bulletin No. 38 (Feb.25/30) p.303

15 The Modern Corporation and Private Property, Berle &

Means ~ p.40

13



would bring in the future. Assuming the same average ennual .

rate of growth, it was estimated that -

"70% of all corporate activity would be carried on by the
two hundred corporations by 1950s..ss.1t would take only
forty yearsesseceescofor all corporate activity and
practically all industrial activity to be abscrbed by the
two hundred large companies, and nearly half of the
national wealth would be under the control of these
companies, at the end of this period."

The uneven rate of growth shown on the table in
Appendix 4 would indicate, however, that no such forecast
could be accurately made. The depression years and the
war years that followed during the past six years have
proved this to be so. A study of profit statistics of
627 companies classified by asset size for 1936 to 1942
as compiled by the Bank of Canada (see Appendix 6) seems
to indicate that the greatest percentage of gain in
income made during these years was made by the smaller cor=-
porations. This has probably been due, in a large part,
to the excess profits tax, and the fact that the larger
companies have engaged to a_greater extent on war

contracts on which pressure has been exerted in an

effort to keep profits down to around 5%.
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TABLE 11
RATE OF GROWTH OF NET INCOME
625 CANADIAN COMPANIES - 1936-1942

YEAR GROUP 1 GROUP 2 GROUP 3 GROUP 4
Total of 42 Cos, 129 Coses 243 Cose 211 Cos,
625 Cose Assets Assets Assets Assgets
over $5-25mm. $1-5mm, under
$ 25mm. $1M0
1936 231.4 137,.7 64.3 25.8 3.6
1937 296,5 179.1 77.6 34,7 5.1
1938 241,5 138,3 66 46 32.5 4,2
1939 285.5 151,4 87.3 40,9 5.8
1940 284.2 156.8 83.3 38.5 5.6
1941 306.6 1l64.6 91.6 4343 Tel
1942 306.5 165.3 90,9 42.9 7¢3
Increase
in Net
Income
1936-42 7561 27.6 26,6 17.1 3e7
% In-
crease
in Net
Income
1936-42 32.5% 20, (%% 41,.4% 6643% 102,8%

Table 11 shows the rate of growth of net income befors
depreciation charges and excess profits tax provisions as
made for varicus groups classified by asset size in a report
on 625 companies, compiled by the Bank of Canada}6 211 com-
panies with assets under one million dollsrs showed by far
the largest percentage increase, amounting to over 100%.
During this same period, the national income showed an in-
crease from 4.4 billions of dollars in 1937 to 8.8 billions. of

dollars in 1942, rate of growth of approximately 200%.

See Appendix 7



TABLE 111
RATE OF GRUWIH OF TOTAL ASSETS
625 CANADIAN COMPANIES - 1836-1942
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YEAR GROUP 1 GROUP 2 GROUP 3 GROUP 4
Total of 42 Cose 129 Coss 243 Cos, 211 Cos.
625 Cos, Assgets Assets Assets Assets

over $5~-256mm. $1e5mm. under
$25mm‘ $1mm.

1936 4,278.1 2,511.6 1,213.1 467.8 85.7

1937 4,368,.,6 2,563.5 1,233.,5 482.6 88,9

1938 4,295,2 2,523.7 1,213.0 473.7 84,6

1939 4,418.4 2,578,.,2 1,255.5 495.7 88,9

1940 4,603,1 2,657.2 1,321.2 529,7 95,0

1941 4,894.0 2,788,.,1 1,425.7 572.9 107.2

1942 5,025.7 2,858.1 1,461.0 593.3 113.4

Increase

in Total

Assets

1936~42 74746 346,5 24749 125.5 277

7 In-

crease in

Total

Assets

1936-42 17.5% 13.8% 20.4% 26.8% 32.3%

The rate of growth of total assets for total 625 Canadian

companies in June and July in the period 1936 to 1942, as com-

17

piled by the Bank of Canada statistical summary, showed an in-

crease of 4,278.1 millicns of dollars to 5025.,7 millions of

dollars or an increase of 17.5% The rate of increase is given

in Table 111 for the 625 companies classified by asset size.

The greatest percentage again appears tc be made by the 211

smaller companies with assets under one million dollars.

17

See Appendix 7
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This reversal in the trend during the period 1936-1942 .
is not tc be taken to indicate any slackening of the rate of
growth of the large corporations esteblished by Berle and
Means on the basis of their study of the 20-year period,
1919-1929, The pericd considered covers only 7 years of which
four were under wartime conditions and three depression years.
It is unfortunate that Appendices Nos. 4 and 5 do not show
the rate of increase fgr the war years separately so that
a comparison could be made of the rate of growth during
World War 1 and World War 11, However, the reversed trend
for the period 1936-1942 plus the erratic rate of growth
shown in Appendices Nos. 4 and 5, would seem to indicate
that no accurate forecast of:?zture importance of the
large corporations can be safely attempted. Figures for
1936-1942, might portend slackening cf.concentration as the
saturation point is approached, but on so short a period
considered, it is much more likely that a period of reduced
expansion has been entered compareble tc the period 1909-19821
which covered World War 1 and the depressicn which followed
in 1921,

Perscnal income taxes might also explein the greater
increase in assets in the smaller companies during wartime.
As ownership is a greater factor in the control of these
smaller companie§ thare is greater likelihood of profits

being "ploughed back" into the company during a period of
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high income texaticn. Another factor contributing to the
lower rate of increese in assets of the larger companies

is the Crown financing of assets used on certain large
munitions projects. As the larger corporaticns are enga-
ged to a groater extent than the smaller companies on crown
financed projects, the total assets under the control of
these corporations is probably greater than indicated by the
above figures.

A glance at Table 11 discloses that over 72% of the in-
creased income accrued to the 171 companlies with assets over
$5,000,000.00. The remaining 27% was earned by the remaining
454 companies. This would seem to indicate that the concen-
tration of weelth into the hands of a few large compenies, as
found by Messrs. Berle and Means for the United States, is
also true for Canada. According to the figures in Table 111,
over 55% of the total assets of 626 Canadian companies were
controlled by 42 companies, or less than 7% of the companies
considered for the year 1942,

Berle gnd Means found the large corporations to be in-
creasing at a rate two or three times as fast as all other non-
financial corporations. It appeared that the proportion of in-
dustrial wealth controlled by these corporations increased at a
rate even faster than the rate of increase of proportion of cor-
porate wealth controlled. Am increasing proportion of the nation-

al wealth also accrued to these larger corporations with the passage of
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years. Whilst a study of statistics for 625 Canadian
companies, 1936-1942 does not seem to entirely support the
conclusions reached by Berle and Means, it is thought that
due to shortness of the period considered and the fact that
the period covers depression and war years,.that the con-
clusions arrived at by these gentlemen can be taken as
indicative of the trend. Accordingly, in an attempt te
understand this progressive concentrate of wealth, the
methods employed by corporations to increase the amount of
wealth under their control are ;xamined below.

A corporation usually increases the weelth under its
control in ome of three ways; by reinvesting its earnings,
by raising new capital through the sale of securities in
the public market, and by acquiring control of other cor-
porations by purchase or by exchange of securities. Berle
and Means found in the six-year period from 1922 tec 1927
inclusive, that 108 corporations, out of the two hundred
largest, gab§d38.5 percent of their net income available
for dividends. For the same pericd, all corporstions
combined saved only 29.4 percent of their net incomes,
indicating that the larger companies reinvested their
earnings to a greater extent than the smaller companies.
A study of the financial statistics of the 625 companies
from 1936 to 1942 by the Bank of Canada seems to indicate

that this trend has been reversed for the period studied in



that the total for all companies indicates 18% of net income
shown as undistributed profits, whereas, the 211 companies
with assets under one million dollars showed undistributed
profits amounting to 30% of their net incomes.

The second method, that is, the raising of new capital
through the sale of securities in the public markets, has
been a much more important means of expanding the larger
corporations., Berle and Means found from 1922 to 1927 in-
clusive, "a sample study indicates that 2/3 of all public
of ferings of new securities, (as reported by the Commercial
Financial Chronicle - excluding banking companies ), were made
by the two hundred largest companies or their subsidiaries.”
Torontc and Montreal market reports will show substantially
the same result, if mining and banking stocks are not con=
sidered.

There is good reason for this, viz. - it costs approx-
imately $25,000,00 to float a stock issue on the public
market, whether the issue be for 5,000 shares or feor
5,000,000 shares. It has been estimated that to float an
issue smaller than $1,000,080.00 on the New York Exchange
is uneconomical due to the costs incidental to flotation.
Mining securities are an exception to this rule, in that
they are highly speculative and with a small capitél in-
vestment are capable, (if they are successful in striking

"pay-dirt" and are blessed with able management) of yielding
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‘a substantial return. On the Torontc and Montreal Exchanges
the minimum sconocmical issue of industrial securities would
be lower than on the New York Exchange due to slightly re-
duce&‘cost of flotation, however. this factor has a tendency
to limit flotation of new security issues to the larger
companies.

Expansion by consolidation or merger is the third
method used to develop some of our largest ccrporationsi
Berle and Means found "that in the eleven years 1919 through
1929, no less than 49 corporations recorded among the largest
two hundred at one time or another during the period, dis-
appeared by merging with other large companies on the list."
(See Appendix 9)

During approximately the same period, 1920-30, 131
mergers were effected involving Canadian Companies, however,
with the disappointing results that only 15 showed improved
earnings after consolidation%

Nineteen out of eighty-seven important consolidations
taking place in Canada between 1900 and 1920, were compelled
to liquidate or reorganize within four years of their format-

.19
ion. However, this does not necessarily indicate that such

consolidations are weakensd and result in early dissolution,

18 The Control of Competition in Canada - Lloyd G.

Reynolds - pe 175
19 Ibid - p. 175
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Table 1V shows the condition in 1928 of the 200 companies
in the United States which were the largest in 1919, There is
little in the figures shown to suggest that the large cor-
poraﬁion has a short 1ife cycle, ending in dissclution. The
table shows only 25 companies disappearing in 9 years, or a
rate of dissolution of l.4 percent per year.

TABLE 1vZ°
STATUS IN 1928 of 200 LARGEST CORPORATIONS IN U.S. AS OF 1919

23 merged with larger companies
154 were included in list of largest 200 corporations
in 1928
21 remained large and active concerns though
7 of them went through reorganization.
__ 2 liquidated or the equivalent
200

It would appear then, that three major methods are
utilized by the Modern Corporation to increase the amount
of wealth under its contrcl. The figures shown in Table V
afford some indication a3 to the relative employment of
these methods in the growth of the large comparies.

TABLE V¢l
GROWTH OF ASSETS 1922-1927 OF THE 200 LARGEST U.S. CORPS.

Estimated savings out of earnings $5, 748,000, 000.00-26. 5%
" new capital from sale of secur-

ities  11,813,000,000,00-55,0%

" growth as result of mergers 4, 000, 000, 000,00-18,5%

21, 561,000,000,00-100 %

Estimated reduction from re-apprai=-
als etc. & error in estimates = . $ 2,000,000,000,00
Net growth in assets, 1922-27 inc. $19, 561, 000, 000,00
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20 Borle & Means "The Modern Corporation & Private Property p.43

2l Tpid - p. 43
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Such is the character of the corporate system - ever-~
building itself into greater aggregates,lt is now necessary
to think of industry in terms of these great corporations
rather than in terms of a host of competing units of private
enterprise. Over 90% of all goods manufactured in the United
States is corporatively produced. Mining, transportation and
public utility. companies are almost whelly corporate. Vver
half of industry is under corporats sway and with 200
companies controlling 49% of all corporate wealth in the United
States in 1929, approximately 38% of the business wealth of
that great country was under the control of less than 7/100
of 1 percent of the non-financial corporations as of that
year.

Berle and Means, in pondering the possible effect upon
society of this translation of approximately two-thirds of
the industrial wealth of the country from individual owner-
ship to ownership by large publicly financed corporations,
arrived at the following conclusions =-

"2. Competition has changed in character and the principles
applicable to present conditions are radically different from
those which apply when the dominant competing units are
smaller and more numerous. The principles of ducpoly have
become more important than those of free compsetition.

4, The nature of capital has changed. To an increasing
extent, it is composed not of tangible goods, but of or-
ganizations built in the past and available to function in
the future. Even the value of tangible goods tends to be-
come increasingly dependent upon their organized relationmship

to other tangible goods composing the property of one of these
great units,
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5 A society in which production is governed by blind eco-
nomic forces is being replaced by one in which production is
carried on under the ultimate control of a handful of indivi-
duals. Approximately 2,000 men were directors of the 200
largest corporations in 1933; an important number of these
are inactive, the ultimate control of nearly half of industry
was actually in the hands of a few hundred men. The economic
power in the hands of a few persons who control giant cor-
porations is a tremendous force which can harm or benefit a
nultitude of individuals, affect whole districts, shift the
currents of trade, bring ruin to one community and prosperity
to another. The organizations which they control have passed
far beyond the realm of private enterprises-they have become
more nearly social institutions.," 22

That the development of the corporation has not proceeded
to the same degree in Canada as it has in the United States
makes it still a force to be reckonmed with. Due to the
agricultural nature of our economy and the slowness of
adoption of the corporate structure in this field, corpora=-
tions do not play as great a part in the percentage of control
over the national wealth of the country. However, due to
geographical lay-out and the smallness of population, the
effects of the few large corporations in the country are felt
possibly just as greatly as they are in the United States.

Due to these two factors, it is much easier for one or two
large corporations to dominate any particular field of in-
dustrial life in the country. The domestic market is small
and can be supplied by one or two large corporations, This
makes for monopoly or duopoly just as readily as does the

¥

22 1pid p. 45
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rapid expansion and development of large corporations in the
United States,

Accepting the institution of the large corporation (as
we must), in the chapters that follow an attempt will be made
to view the corporation in relation to capital, to the con=-
sumer, to the primary producer, to labour and lastly to the
states So wide a field can be but brisfly touched upon in an
attempt to give an overall picture of the corporation as it

affects us in our everyday lives.
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CHAPTER 11

THE CORPORATION AND THE SHAREHOLDER

The classical conception of private property was altered
with the divorce of control from cwnership through the
intrcduction of the joint stock plan to the corpcrate struc-
ture. Today shareholders in a corporation invest their
capital surrendering contrcl over it to a legal entity known
as the corporation. This entity is expected tc administer
the sum total of such funds in trust for the shareholders who,
in return, expect compensation in the form of dividends as
a wage on their capital invested. As, during the industrial
revolution, labour changed from private initiative to hire
out for wages and have its task coordinated by management,
now capital turns from bensficial ownership to hire out for
wages. As seen in the previous chapter, this is a progres-
sive movement with more and more fields of industry coming
under corporate sway each year.,

One might almost say today that wealth is conscripted
by corporations. It was shown in the previous chapter that
a large percentage of the total wealth of the country was
voluntarily invested by shareholders in corporations.
Naturally there is also a large involuntary contribution
when one considers that savings, either in the form of bank
accounts or insurance policies, are in turn invested in cor-

N

porate securities. A study of the portfolios of insurance



companies, civic sinking funds, or banks will disclose a large
investment in such securities.

If then, we are all directly or indirectly shareholders
or investors in corporate securities in some form or other, it
is of primary importance to us that capital invested in such
enterprises secure fair treatment, Every protection should
be given the shareholder and investor to ensure that he re-
ceives a fair run feor his money. That is, if capital is now
to be hired out for a wage, legal safeguards are necessary
to assure the investor a proper return on such capital pro-
portinnate with the risk undertaken. It is, howsever, Jjust
as important in the int?rest of the consumer concerned that
disproportionately high returns be not allowed.

With the introduction of the corporate structure into
ownership organization, the joint stock plan of ownership
was employed. Participants in the enterprise contributed
capital for which they were given a share in the earnings
and the assets of the corpbration felative to the amount of
the total capitalization contributed. The investors pooled
their funds to form a company of a limited liability to
carry out a specific project or type of business as outlined
in the charter granted by the state. The cherter set forth
the securities to be issued, and the rights of the share-

holders as to participation in the profits and assets of the

company. As such, the charter was not only a Deed of Privilege
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granted W the state but was also a contract between the
shareholders and the corporation. This contract, being
granted by the state, was closely scrutinized by the legis-
lature and an attempt was made to protect the shareholders,
Shares in the company had a par value, meaning that every
shareholder was expected to contribute a minimum amount for
his share. Any change in the terms of the charter had to
be passed upon by a unanimous vote of the shareholders.
Each shareholder had a pre-emptive right to subscribe to any
additionally issued stock in the corporation, thus enabling
him to maintain his relative position of contrel in the
enterprise. Dividends were only permitted to be paid out of
surplus profits, and the corporation was allowed to engage
only in the type of business specified in its charter.

This rigid control over management by the state was
woakened with the passage of general incorporation laws.
The first of thess in the United States was that of Connecti~-
cut in 1837 which permitted incorporation for "any lawful
business." Whereas before, the shareholders invested their
money for a specifiec purpose, or rather in a company to
carry on business along a specified line, the door was now
open for the inclusion in the charter of a very general
descript;&? of the nature of the business to be engaged in,

)

allowing/corporation to enter fields circumscribed only by

the lack of ~the imagination of the drafter of this charter,
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4130 with the appearance of general laws of incorporation,
the Certificate of Incorporation which replaced the charter
was now drawn up by the officers c¢f the company instead of
being drafted under government supervision as heretofore.
Whereas before, there was a charter granted by the state,
general incorporation laws only required the drawing of a
document or charter which would comply with the state laws.

With the growth of corporations in size and the con-
sequent dispersion of stock to shareholders over a wide area
the development of the proxy appeared. Designed as a con-
venience to the absent shareholder this slowly but surely
developed into the means by which the shareholder was de-
prived of his control over his investment in the company.

As the proxy is cheosen by the management, or group in control,
the shareholder who could not attend the shareholders' meeting
had now the option of signing over his vote to this proxy or
of not voting at all.

Today amendments te charters do not require the unanimous
approval of shareholders, and may be made by a majority,
usually two thirds but never less than a majority, depending
upon the state or provincial laws under which the company is
incorporated. Voting trusts are now legal in which share-
holders may more or less permanently delsgate their control
by vote and corporatiomsare able to create certain classes of
stock that do not carry voting rights. So complete is the

latitude now granted management through various state laws
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Qparticularly Delaware) that today a majority may authorize
the sals or lease of the assets of the corperation thereby
handing the enterprise over to a different group beyond the
control of the former participants in the company. The
shareholder might stop such procedure by taking court action
but this would probably prove too costly for him as an in-
dividual, Whereas a stockholder at one time had control
through his vots, under present regulations he might well be
said to have lost control over the capital in which he has
invested in the corporation,

One by one, the legal checks over those in control of the
corporate enterprise were removed as the modern corporation
evolved. As mentioned above, shares were granted in accord-
ance with the proportion of the money invested in the enter-
prise. This presupposed that a share in the enterprise had
to be purchased for cash, at a stated par value. Any share-
holder, obtaining shares for lower than par value, in case
of debt on the part of the company was liable for the differ-
ence in amount paid and the par value of the stock. This
ruling still obtains in the case of par value shares. This
protected the shareholder against the watering his equity in
the company through the weakening of his position by selling
blocks of shares at a lower price than he originally paid.
Towards the end of the nineteenth centuryf hewever, it was

determined by the courts that stock could be issued in exchange



for property as well as cash. The sharsholder's position was
immediately weakened due to the divergence of opinion in the
evaluation of intangibles that could be included under the name
of property. Acceptance of property in peyment for shares made
possible the expleiting of shareholders through various types
of manipulation. As long as the directors were able to prove
that they acted "in good faith" in evaluating the property,
they ran little risk of legal prosecution.

Shareholders' protection disappsared completely with the
advent of no-par value stock. This first appeared in New
York in 1912, None~par stock may be issued at whatever
figure the directors feel is desirable. The shareholders
may purchase this stock at varying amounts depending upon the
figure set at the time of the issue of a certain block of
shares. Whereas the sharsholder was originally required to
paey a fixed amount for shares in cash, today, he may secure
shares in exchange for property (or various intangibles in-
cluded under this name) or may purchase non~-par stock at
varying figures as set by the Board of Directors.

Pre-emptive rights whereby shareholders were able to
maintain their relative position in the control of the
company through the right to subscribe to any new issues of
stock offered by the company in proportion to their holdings,
have been avoided through various legal rulings and devices.

This is done by including in the charter authorizetion for

31
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many more shares than it is contemplated issuing by the
company at the commencement of business. Also, through a
legal ruling recently made, stock exchanged for property is
not subject to pre-emptive rigﬂts. Another dodge employed is
to include in charters or certificates a clause wherseby the
shareholder waives his pre-emptive right to new stock issues
in advance.

The same procedure, namely through a clause placed in
the charter, was employed in an effort to avoid the require-
ment of unanimous approval or two thirds majority approval
of charter amendments. Clauses are also included whereby the
relative position of various classes of stock insofar as
participation in earnings and/br assets may be changed by
majority vote, the shareholder in advance accepting the
decision of the majority as final,

Earlier regulations governing the corporation (and many
present day laws) permitted dividends to be paid only out of
surplus, that is, out of earned profits of the corporation,.
With the advent of nonepar stock, & new surplus appeared
known as paid-in surplus, this being the difference between
the price of stock fixed by the directors for sale on the
market, the amount recsived for the stock. No personal
liability non-par stock is perhaps the most common type
today and is used almost exclusively as the means of raising
capital by those corporations engaged in the promotion of

mining.



The main advantage of this type of stock over the par value
type is the avoidance of liability.to creditors for the differ-
ence between price paid and the par value of the stock wherse
it is purchased below par value, or where a block of stock is
exchanged for property or services over which there may be some
doubt as to the proper evaluation, No-par value stock is there-
fore preferred by promoters who may take a block of this stock
in return for services without fear of future liability to
creditors in the event that the corporation gets into diffi-
culties. It is also attractive to unscrupulous promoters,
in that it can be used to create a paid-in surplus from which
dividends éan be declared in an effort to make the stock more
attractive to prospective buyers. This can be done despite
the fact the corporatibn may not have earned any profit from
operations.

If non-par stock can be issued for any price at the dis-
cretion of the directors there is nothing to prevent blocks of
stock being issued at a low price to insiders. Any of the old
stockholders who have paid a higher price, may appeal to court
in en effort to block the sale on the basis of it being sold
below an equitable minimum. In practice this is seldom done
due to the high cost to the individual in bringing court action.
As stated before, it is the safest type of security to use
in exchange for over-valued property or services without fear

of legal action taken on the part of the stockholder.
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Stock purchase warrants or options further weaken the
position of the stockholder in that they entitle the holder
to purchase a number of shares of stock at prices fixed by
the directors. They may run for a specified period of time or
in perpetuity. They trade on the open market the same as
other securities such as common stock or preferred stock.
Usually issued in c onnection with a bond issue or a prefer~
red stock issue as an inducement to float the issue, they are
a threat to the stockholder's position or equity in earnings
and assets of the corporation. As they will not be exercised
unless the stock is trading at a figure well in excess of the
fixed price stated on the warrant they become a definite
drain on the earnings that rightfully should channel to the
shareholders.

Corporation laws today give the group in control almost
unlimited latitude. It might well be said that the investor
entirely depends on the integrity of the people in control,
Income may be minipulatively apportioned to the advantage of
certain groups by means of:- freezing out certain classes of
shareholders through withholding of dividends; the voting of
stock warrants for option to insiders; the increase of stock
outstanding; the use of holding companies and subsidiaries;
price manipulation of the stodk through information given out
by the control, or through dealings with other corporations

by means of contracts, leasing of assets or some such means



sc as to milk the corporation in question of the profits that
should normally go to the shareholders as dividends.

The controlling group may alter charter provisions through
proxy control of a majority of votes, to change the participa-
tions of the various classes of shareholders, and divert
these to their own advantage through the issue of "parasitic"
shares.

These can be any one of a number of forms whereby one
class of shares is entitled to greater percentage of the
earnings than another class. By increasing the issue of one
class in relation to the other, e greater or lesser percentage
of the earnings can thereby be directed tc one or other class
of shareholders., For instance, one class receives two thirds
of all income before the other which then receives the re-
maining third. Suppose the first class tc be "A" Common and
second "B" Common carrying voting rights. If an additional
thousand shares of one dollar par value stock Class"A" Common
is issued, Class "B" Voting Stock is entitled to one third of
the earning power of the new capital invested by Class"A"
shareholder. The Class "B" shareholder contributes nothing
but enjoys one-third of the earning power of the new capital
invested by Class "A" shareholders.

The shareholder's participations in both earnings and
assets may be altered by the group in control by means of
charter amendment; by buying and selling of the corporation's

securities on the open market, using the surplus-fund of the
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corporation ‘for such transactions; through the issue of stock
for purchase warrants; or by the option given to convert from
one class of security tc ancther.

Another method employed to concentrats cont;ol and, or
slter the participations of shareholders is the use of "blank"
stock. This is permitted by some corporation laws. It is
authorized stock whose participation, preferences and privi-
leges are fixed by resolution of the board of directors at
any time prior to issuance. If issued tc those wishing to
assure ,their control under corporation charters denying
pre-emptive rights to all stockholders and provided the blank
stock was given adequate voting powser, a minority in control
would have little difficulty in perpetuating such control.
Through proper assignment of participations, profits could
also be diverted to this group.

In present day corporations, ownership is often so
widely held that these companies might well be said to be
quasi-public instituticns. This is particularly true in
the railroad field, and it is to be noted that in many of
your larger companies the largest shareholders hold less
than 17 of the total stock outstanding. This was true of
the three largest corporations in the United States; the
American Telephone and Telegraph Company, the United Stastes
Steel Corporation, Pennsylvania Railroad, according to

1
figures compiled in 1929, A study of the Appendix V111

1 Berle and leans - The Modern Corporation ¢ Private
Property, p. 47



would seem to indicate that there is a tendency for stock
dispersion to increase with the size of the company. This
dispersion of stock is also shown to be a progressive move-
ment with the distribution of shareholders becoming wider
each year.2 More recertly, this movement has been stimulated
through the selling to customers, particularly by public
utility compeanies, and through the selling of shares to
employees. In 1929 in United States it was estimated that
over 50% of all dividends paid out were received by people
with taxsble incomes below $25,OOO.OO.3

With ownership being progressively dispersed over ever
widening areas, and with the rapid increase in the total
number of shareholders as the corporation grows, shareholders
become further -removed from the capital invested in the
company. Wheress the proxy machinery was originally adopted
as a convenience for out-of-town sharsholders, this instrument
eventually became the means whereby he was, to a large extent,
deprived of having any control whatsoever over the affairs of
the corporation. A shareheclder who could net atténd a share-
holder's meeting to cast his vote, had now the alternative of
transferring his vote to a prexy appointed by the management

or forgoing his veting privileges altogether. Whichever of

2
See Appendix 1X

3 Berle and Means - The Modern gorporation and Private
Property, p. 60



these alternatives the shareholder chose, the group in control
benefited either by having his vote through proxy, or by
controlling a greater percentage of the votes cast through a
reduction in the total number votinge.

Up to this point we have discussed control in connection
with many phases of the corporate structure and its manage-
ment. As first constituted, control generally referred to the
majority of stockholders or rather to that group which con-
trolled the company through majority ownership of shares
carrying voting privileges. With the development of the
corporate structure and the corresponding dispersion of
ownership that went with this development, various types of
control develcped other than the traditionally recognized
majority control. First the dispersion of ownership made
possible what is known as minority control. Such control
is said to be exercised by an individual pr group in control
of minority block of stock sufficiently large to act as a
nucleus for attracting proxies sufficient to gain a working
majority of the voting rights. 1In that minority control
depends upon a proxy machine and this machinery is under
control of management, to effectively maintain such control
a minority contreol must maintain harmonious relationship with
management at all times. In view of this, minority control
shades down into ancther type of control known as management

control. If too small a minority ownership is held, and stock
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dispersion is very wide it is possible for management through
utilizing the proxy machinery to its own end to take the
control by appointing directors favourable to the marnagement
and subservient tc management, thereby wresting control from
any particular group of shareholders. fhen this is done the
shareholder might well be said to depend entirely upon the
integrity of the men comprising the menagement to administer
the company in their interests.

Mhere minority‘control is loosely held due to too small
a stockholding, and is dependent upon a favourable management
to hold control, & joint control is sometimes said to be in
effect. This type of control is intermediate between minority
control and outright management control. The two groups are
inter-dependent with neither having clear cut control over
the company.

There is still ancther type of control, namely a control
through a legal device. There are three principal legal
instruments, whereby control may be maintained namely:- a
holding company, a trust form of organization, and the con-
centration of voting rights tc one class of stock.

Voting common stock and non-voting preferred stock is one
of the oldest devices for concentrating control, so much so
that it is now accepted as common practice. Control may be
maintained through very small common share issues. Minority
control is often maintained through a very large and wide

issue of common stock, using no-par stock for the purpose.



More commonly however, such control is assured through the
classification of the common stock. A large issue of Class A
common having non-voting rights is generally floated along with
Class B common voting stock of limited circulation. A varia-
tion of this method of maintaining contrel is sometimes em-
ployed whereby one class of common stock may have plural
voting rights.

Trust form of organization has been employed to create
voting trusts and also patent trusts. The business trust is
a very old legal form, stemming from the same principles of
law by which & father provides in a will for the management
of his estate until his son becomes of age. The usual
practice is to organize the business as a business trust with
self perpetuating board of trustees. Unless breach of trust
can be prcven control may be maintained for the statutory
life of the trust. A voting trust is formed in which the
stock in a specific company is transferred tc s trustee or
board of trustees by a group of shareholders, who are issued
ir return trust certificates usually of the same par value
as the stock. If the trustes by means of this device gets
control of the majority of the voting common stock, he then
controls the company. This device severs control entirely
from the shareholder and places it in the hands of the
trustee. It has been abused by unscrupulous organizers in
the past and as a result has been subject to scrutiny by

the state and some "trust-busting" has resulted. Some States
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have limited the period during which stock can be trusteed to
five or ten ysars.

The holding company method, employing the corporats
structure of organization, has been long a favourite method
whereby organizers pyramided holding in various companies in
such a way that a relatively small amount of capital was re-
guired to control assets amounting to ten or twenty or even
fifty times the amount invested. For example, an enterprising
organizer buys 50% of the voting stock of Compeny A. Company
B is formed to control this stock which, let us say, is worth
$1,000,000.00. 10,000 shares of $100.00 par value stock is
now issued in Company B, 50% of the issue being controlled
by Company C set up for this purpose. Company C, capitalized
at $500,000.00, issues 5,000 shares of $100.00 par value stock
of which 50% are controlled by Company D set up for this pur-
pose. Company D now issues stcck to the amount of its holdings,
50% of which is retained by the organizer of these companies.
In this way, the organizer for $62,500.00 controls a million
dollars worth of voting common stock in Company A, which might
have assets worth $6,250,000.00 depending upen its capital
structure. Thisis but a simple illustration. Had non-voting
cormon, cr preferred stock along with bond issues being em-
ployed in the capitalization of these various holding-companies,
fewer inktermediate holding-companies would have been required

and a much smaller investment would have been necessary to



control the original corporation, Company A.

The holding company method was largely used to gain con-
trol of various railraod interests in the United States by the
Van Sweringen interests. It is also popular in the public
utility field.

In a study of the 200 largest banking corpcrations in the
United States at the begimming of 1930 by Berle and Means,
these were classified according to type of control with the

following results:=-

BY NUMBER BY WEALTH?

Management Control 44% 58%

Legal Device 21% 22%

Minority Control 23% 14%

Ma jority ownsrship 5% 2%

Private ownership 6% 4%

In hands of receiver 1% negligible
100% 100%

The above figures graphically illustrate the extent to which
ownership and control has been separated. In the above study
only 11% of the 200 largest non-banking corporations and only
6% of the total assets were controlled by private and majority
ownership. Uver half of the combined assets were controlled
by 44% of the companies in which no group of stockholders
held control. That is, over 58% of the total assets were
owned by quasi-public corporations under the control of self-
perpetuating management. While the sharsholders of these

management-controlled companies held claims upon both the

% Ibid p. 94
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earnings and the assets of the corporation it is difficult

to visualize them as owners of the corporation in that they
had little or no say in the operation of the company. This

is also true in the case of those corporations controlled by
legal device where control had been surrendered to a very small
group.

In the above paragraphs a few of the major methods of
concentrating control in the hands of a few have been men-
tioned. However, there are many other devices, usually mod-
ifications of the above three, which would take pages to
describe. There is the collateral-trust method employing
collateral trust bonds, the lease method whereby actual
assets of one corporation may be leased to another; over-
lapping terms of directors, directors elected by classified
voting, convertible or callable securities, partial control
by veto, etc. Control by status quo is sometimes maintained
where two thirds of the majority of the entire number of
voting shares are necessary to elect directors. In a case
of this sort, a group once in control and owning or con-
trolling slightly over ome-third of the shares may meintain
control indefinitely.

Control may also be malntained over one company by
anothery by means of patent-license agreements whereby a
g}aduated royalty is exacted on the production of the
satellite firm. An expansion of this is the patent-pool
where a controlling group holds the rights to the patents

necessary for the particivating companies' existence.
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Stock is issued sometimes having contingent control as in
the case of preferred stock which normally has no voting power,
but occasionally is given this right-sometimes the exclusive
right-if dividends are defaulted over a specified period.
Bondholders also have the seme privilege. This provision for
the protection of preferred stockholders and bondholders is
sometimes taken advantage of to seize control.

It has become obvious that the property in the form of
shares of stock and bonds differs greatly from the conception
of private property as entertained by the classical economist
of yesteryear. As stated before, through the employment of
the corporate structure responsibility was divorced from
property. With the employment of the joint stock plan of
organization, control was then separated from property. The
divorce of control from ownership, of courses, came only after
the development of the corporation to the point where owner-
ship became widely dispersed, the proxy machinery was intro-
duced, and control evolved to the point where private control
or ownership and majority control were replaced by menagement
control, control by legal instrument and minerity control.

The property represented by shares of stock or bonds,
stock warrants or other securities in a corporation gives the
owner the right‘to a certain set of expectations in the form
of dividends or a share in the assets in the Company, but

gives him no control over it, This has besn referred to as
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passive property by Berle and Means who refer to active
property alsce. This latter type is' construed to include the
plant, goodwill, organization and other intangibles controlled
by the group in control of the Company who generally have a
very small interest in the Company. One of the advantages of
this type of passive property is its great liquidity in that
it trades rapidly on the open market being negotiable almost
anywhere. This, however, also has its disadvantages in that
the stockholder is exposed to the manipplation of speculators
in the market and unscrupulous operators associated with the
control of some corporations.

Various legal requirements are laid down by the state to
protect prospective shareholders and also the Eetter exchanges
such as the New York Stock ﬁxchange do their utmost to assure
that honest disclesure is made by the corporation. The in-
vesting public is also protected to. some degree by legal re-
quirements regarding bankers' disclosure. However, it would
seem that there is still a need for adequate regulation both
over the sale of securities to the investor and of manipulative
practices on the part of management of the parasitic type.

The Companies Act, as amended in 1934, requires a "Pros-
pectus" to be issued by a company to each applicant for shares
at least 24 hours before acceptance of his application in the
case of direct sale of securities by the company to the

public. A penalty of $1,000.00 can be levied upon the company
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and each of its officers for failure tc comply with these
provisions and the investor can withdraw his application pro-
vided this is done within 30 days of its acceptance. The
shareholder also has the right to bring suit against the
directors and all persons authorizing the prospectus for any
loss sustained due to any untrue statement contained therein.
The provisions of this act, however, are of little, if any,
protecticn to the investor. A company need never prepare
such a prospectus. The practice is to sell its securities
outright to an investment banker, who then offers the new
issue to the public. As the investment dealer is not bound
by the terms of the act - the investor must depend upon what
little protection he is afforded by provincial security
commissions (where they exist) which only seek to prevent

the most flagrant types of fraud.

It would appear that much of the abuse associated with
the corporate form of business organizations, stems from the
activities of certain promoters who make large profits out of
the reorganization, merger, or combination of various cor-
porate enterprises. Such promoters also make large profits
from the organization of new companies. When the legal res-
trictions requiring cash to be paid fer a share in the enter-
prise wem removed, the door was thrown wide open to enter-
prising prometers to orgenize companies. In return for their

services they were now able to set aside for themselves a block



ef shares. They were still restrained however from over-
valuating these services too greatly as long as par value
stock was employed in raising capital for the enterprise. Had
they over-valuated their services to the point where the value
might have been qusstioned they may have been held liable in
the case of debt on the part of the corporation for the
difference between the proper valuation of their services
and the par value of the stock. With the advent of non-par
value stock this last restiriction disappeared. As non-par
value stock could be floated at a price set at the discretion
of the directors, a goodly profit could be sarned through
soetting aside a large block of non-par value stock at a low
price in return for the services of organizing the Company.
This also applied where stock was traded in return for
property. Promoters could acquire one or two factories and
use these as a basis to form either a new company through
merger, or for combination with other corporations, accepting
a block of securities im return for their highly over-wvalued
property. Many such organizations had their capitalization
highly inflated due to the capitalization of such intangibles
as good-will, organization, and highly over~-valued property.
Where one company takes over another as in the case of a
merger, whether it be to eliminate compstition, expand into
a new field of endeavour, or increase its capaclty, if the

company concerned is a quasi-public corporation, the sharse-
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'holder stands a very good chance of having his equity in

the company weekened. His only protection against mismanage-
ment or dishonesty on the part of the management or directors,
is his right to appeal to the court and in an effort te prove
breach of trust. It is hardly possible for a single shareholder
to incur such expense of court action, and unless the breach
of trust is so glaring as to bring the independent share-
holders together to form a committee, it is unlikely that

the control will be opposed. If the management and Board of
Directors can prove that they acted in good faith, they stand
a pretty fair chance of avoiding prosecution.

Whilst industrial corporations, have been involwved in
mergers, combinations and reorganizations as mentioned above,
this is usually the work of professional promoters where
larger companies are involved. Such combination and merger
can be quite legitimate and meny of our larger corporatioms
grew in this menner.

There are various types of combination such as the
horizontal combination, which brings under one management
business at the same stage in the industrial process, usually
giving monopoly control. There is vertical combination in
bringing together the different stages of production and
marketing of the same products. A good example is the auto-
motive industry where some of the largest companies control

sources of raw material, and plants prcducing component parts.



There is a third type of combinetion kmown as circular com-
bination bringing together groups of products that can be
effectually sold through the same channels under a common
marketing policy. General Foods Corporation is a good ex-
ample of this type of combination.

Combination may take place through the purchase of assets
and mergers, through exclusive comtracts of purchase and sale,
through interlocking directorates or through pools and
gentlemen's agreements., It offers the advantage of mass
production, inereased purchasing power, improved marketing,
stronger financing position, and sometimes certain economies
in administration, although this latter advantage can dis-
appear if the combination becomes too cumbersome.

While combination and association might be quite legal
and in the best interests of the sharsholders, it has been
greatly abused due to the action of professional promoters
who instigate such reorganizations for their personal bene-
fit. The shareholders are liable to find the capitalization
of the resulting company highly inflated, and fixed charges
greatly increased through the substituting of senior issues
for jumior issues.

In Canada, the Companies Act has encouraged mergers by
allowing large profits to accrue to promoters. Regarding the
weakened position of some of these companies after consolida-
tion the following comment is quoted from the Price Spreads

Report, ppe. 31-32:-
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"The persistence of general depression since 1929 must, of
course, be taken into account. Moreover the fact of failure
does not pnecessarily mean that productive efficiency was
lowered by the merger. An alternative explanation is that the
inflation of capital accounts incidental to the merger loaded
an unduly heavy burden of fixed chargss onto the new company.'

t

One writers made the statement that most Canadian mergers
appearsd to be the result of promotional efforts on the part
of men with financial rather than industrial experience, and
that promoter's profits appeared te be the main incentive
to combination rather than economies in production or the
hope of achieving price control, The fact that the two
periods of greatest merger activity occurred during periods
of exceptional prosperity when new stock issues were quickly
subscribed was offered in support of this statement.

Mergers promoted on such uneconomic grounds cannct help
but be a threet to the interests of the shareholder. As the
promoter's profit usually arises from the difference between
the capitalization of of the new company and the price paid
for the merged properties, the higher the capitalization of
the new company -~ the greater his profit. Extreme stock-
watering weskens the position cof old shareholders as well as
overloading the new concern with obligations it might not be

able to bear during periods of reduced earnings.

5 Lloyd G. keynolds - The Control of Competition in Conada -
p. 173



Three examples of "inflated-capitalization" are given
below. These were selected from a group listed in "Control
of Competiticn in Canada," illustrating how mergers of
Cenadian firms have been promoted by financial groups for the
purpose of promotional profit,

"The Dominion Textile Company was formed in 1905 by a
syndicate of 16 men, including Sir Herbert Holt and Sir
Charles Gordon, to take over four existing cotton companies.
Members of the syndicate contributed $1,000,000 in cash, In
return they received $500,000 of preferred stock and all of
the common stock (par value $5,000,000)s The remainder of
the transaction was straightforward enough, consisting in a
trancsfer of preferred stock and bonds of Dominion Textiles
for stock of the four constituent companies, In 1922 a new
company was incorporated. For each share of common in the
o0ld company, threes no-par shares in the .new company were
issued, the total issue of new common having a book value
of $15,000,000, A member of the original syndicate who
continued to hold his common stock would thus have multi-
plied his investment by several thousand percentin seven-
teen years."

"Dominion Canners Ltd., (predecessor of the present
Canadian Canners) was incorporated in 1910 to combine some
50 canning plants, nearly all in the Frovince of Untario.
Several of these were purchased at much more than their
actual value+ In addition,$320,000 of common stock was
issued to Garnet P. Grant and others for their services
in the promotion of the company. When the amalgamation was
comple ted some $6,000,000 of stock had been issued. An
expert appraisal, which one may suppose to have been favor-
able te the company, found that plant and equipment was
worth ohly $3,726,000. The remaining $2,275,000 was then
set up on the books as ‘'goodwill'! Professor W. T. Jackman
observed of this merger: 'With the vast amounts of stock
which were given for the plants -- which were taken over
at values in some cases two, three, and in cthers almost
four times their commercial value as going concerns~snd the
immense block of stock issues in payment of promotion ex-
penses, there is no reason to doubt that this company's stock
is watered to dilution.'

$ Ibid - p. 178



When Dominion Canners became Canadian Canners in 1923, fixed
assets were written up by an additional $2,950,000."
(# The Lakeside Canning Company, for example, with
issued stock of a par value of $30,500, was paid
$42,156 in cash and $26,250 in preferred and common
stock. The Directors of the Company, having know=-
ledge of the proposed merger, were able to buy up
almost all the stock of the company at par. <Lhey
then rescld teo the promoters for more than double
the amount they had paid.)

nCanade Bread Company Limited was formed in 1911. The
five companiesincluded hdda total capitalization at that
time of $575,000. They were all prosperous 'family
businesses' and in order to induce them to enter the
consolidation it was necessary to pay $1,510,000 for the
properties. The promoters received from the new company
in cash and stock $1,975,250. After paying all expenses
of the promotion, there must have been a clesar profit of
at least a quarter of a million, and the capitalization
of the five plants had been increased almost fourfold."S

The Price Spreads Report p. 31 showed that $192,236,700.
worth of securities were offered the public between 1921 and
1933 as a result of consolidations. Of this total,only
$9,510,000. was common stock. The bulk consisted of senior
issues wcde up as follows:- bonds, $93,989,000.00 and
preferred and "A"™ stock, $87,738,000.00. This involved
the substitution of senior for junicr issues with a re-
sulting increase in fixed charges against the new concerns.,
The consequences of increasing fixed charges consequent
upon such consolidaticns instigated by professional promoters

drawn from financial circles can best be shown by example.

" Ipid - p. 178

8 Ibvid - p. 179
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. "A particularly flagrant case is that of the reorganiza-
tion of the Burns meat packing company, a prosperous "family
business," in 1928. The net value of fixed assets was
written up by $3,160.144, At the same time the capital

structure was altered as follows:-
Preferred Common Total bond

Bonds stock Stock interest
and preferred
¢ dividends

Before reorganization $3,078,500 $3,906, 200 $5,000,000 $473,536
After reorganization 7,000,000 6,300,000 99,997 799,000

The Dominion Securities Corporation, prcmoter of the re-
organization, received approximately $1,000,000 for marketing
the securities cf the new company. The earnings of the business
fell off seriously after 1929. Preferred dividends stopped in
1931 and bond interest in 1932. In 1934 a further reorganiza-
tion was effected in which bond interest was reduced, pre-
ferred stockholders were reduced to commor stockholders, and

common stockholders were paid one new share for 20 old shares.
(Price Spreads Report, Annex 1V.)°

The Modern Corporation, created a legal entity and nurtured
by the funds freely invested in the form of securities pur-
chased or involuntarily snupported by means of funds from
banks, insurance companies and other saving institutions,
embodies the vested interests of countless of thousands of
individuals placed in the hands of contrel to be administered
in trust for them. It is cbvious to a thoughtful observer
that as the corporation grows in size, and the ownership of
its securities becomes widely dispersed, the investor be-
comes more and more dependent upon the integrity of those in

control. Slowly by surely ths legal checks and restraints

Tbid - p. 181
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have been removed from the power exercised by céntrol, leaving
to the shareholder, as his only protection, recourse to the
court of the land. As court action is expensive, the share-
holder must have a very airtight case and the assistance of
other shareholders before he is likely to attempt to prove
breach of trust on the part of manangement or the group in
control.

Whereas the evoluticn from the usually airtight charter
as granted by the State to the present day loose multi-
claused Certificate of Incorporation as drawn by the pro-
moting group (a nice example of which are those issued under
the statutes of the State of Delaware) has been slow and gradual;
increased latitude was given from time to time in ane ffort
to make the corpcrate contract less cumbersome. Innovetions
and changes sometimes quite innocently introduced however
were abused by unscrupulous operators and promoters to fleece
the investor. Unfortunately, most of the devices described
are as available to the inefficient and parasitic type of
menegement as they are to the capable and honest one. liore-
over, if a schemer once cbtains temporary control of a
company through some misfortune or lack of alertness nof the
management, he frequently reteins control indefinitely. The
loosening of red tape is perhaps a good thing insofar as the
honest management and operatcrs are cencerned, however due

to the fact that they are so open for abuse it would appear



that something must be done tc protect the stockholder.

Close regulation of corpecrations over such things is the
issue of no-par-stock, enforcement of the pre-emptive rate %o
subscribe to new stock, close supervision over the issue of
blank stock, careful supervision of management as to accounting
methods and information given out, and the issue of stock
options usually succeed in driving corpcrations to incorporae
in other Stetes offering looser laws. Whilst it is desirable
that every protection be given the stockhclder against
actions of the control in weakening his equity, through flo-
tation of new share issues, the leasing of sssets of the company,
amending the charter to change his participation in the earnings
or assets, or through outright mismanagement of the firm, this
is a very difficult thing to do.

A study of the varicus state incorporation laws of the
Unitsd Stetes, indicates that those States allowing the
greatest latitude in the drawing up of the Certificate of
Incorporation attract the largest bulk of business houses to
become incorporated within the State boundaries. As this
benefits the State through taxation of these large com-
panies and provides emplcyment for the citizens of the Stats,
there is naturally 2 tendency on the part of the State
representatives to cater to big business in an effort to
attract it to locate within their State. This is also true

in Canada and it is felt that any attempt on the part of the
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Dominion without similar action on the part of all Provinces
to tighten the requirements of incorporation, and the es-
tablishment of legal contrcls cver malpractices, would only
end by having cne Province or other, who is willing to set
up lcose laws of incerporation,attracting firms te become

incorporated within the bounds of that Province .1

This
fact must be borne in mind when proposing legal safeguards
to protect the investor.

Unless high tariff walls are maintained, and these are
undesirable, any attempt on the part of Canada and the
Provinces to tighten up on regulations covering the cerpora=-
tion, would only succeed in driving big business out of
Canada into the United States if they were able to be free
there of hampering restrictions.11 In a young country such
as ours with an unbalanced economy based upon natural
products, we are most anxious to attract new industries to
the country rether than to frighten them away. On the other
hand, we are also anxious to attract investment capital to
the country in an effort to develop it. This poses a pretty
problem indeed. We want industry but industry wants a free
hand, we also want investment capital but investors want

protection.

10%pe stiffening of the Companies Act in 1934-35 led to
increased incorporation in the provinces" - Ibid p. 186

11 The reverse of this occumed in the case of Aluminium
Limited which was established in Canada by the Aluminium

Company of the U.S. to act on its behalf in cartel agree-

ments. The American Company was unable to enter such
agreements without risking prosecution under the Sherman
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It is obvious that the modern corporation has been

instrumental in building the industrial wealth of the United
States, one of the richest industrial countries in the world.
Study has disclosed that each year new phases of the economy
of that nation come under corporate sway. This appears to

be a progressive movement with the large corporations at-
tracting far more wealth under their control and at the same
time having the stock ownership in these large corporations
dispersed over an ever widening field of the ppulation. The
ability of the corporate enterprise to conscript wealth, makes
mass production possible, the organizing of everything from
the ground up, so to speak, from raw material supply through
various components to the finished product. This wer has ably
illustrated the productive capacity of the industrial c orpora-
tions.

When one considers the benefits offered by this type of
organization in making mass production possible, the wide
apportionment of risk, and the great achisvement possible
through the integrating of ths various cells of industry con=-
tributing toward one tremendous industrial machine, it is
difficult to label this type of structure as undesirable. It
is also highly improbable that this progressive force slowly
spreading over our entire economy could be reversed. One
group have offered public ownership as an alternative to
management and minority control of these various large cor-

porations. While such a step might be practical in the public



utility fields and a few others dealing with natural products,
it is thought if applied to all industries a let-down in in-
centive would result. The larger corporations now are to
‘some extent publicly owned when one considers the wide dis-
persion of stock, however, they are not publicly controlled.
Some answer must be sought that will retain initiative.

Roughly the problem of the investor of capital boils
down to requiring protection from (1) mismanagement of his
property over which he has surrendered control and (2) ex-
ploitation by unprincipled promoters, and menipulators. Ome
involves guarding the shareholder's vested interest in the
enterprise and the second, protection against fraud and
market manipulation. With the appearance of "passive
property” in the form of securities, was introduced the
anomoly of the property-owner requiring protection against
having the earning-power and value of his property threatened
through mismanagement and also sgainst having the value of
his property reduced (without impairment of its earning-
power) through the manipulative action of outside forces
depressing the value cof his stock on the public market.

It was pointed out that federal regulations embodied
in the Companies Act governing the sale of securities te the
public are circumvented through the sale of the issue to a
securities banker who is not governed by the Act. Regulation

of these dealers is badly needed. The Dominion, in concert
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‘with the provinces, should draft a securities code covering
such items as:- bankers' disclosure, prospectus (extending
the requirsments of the Companies Act to dealers), margin,
stock warrants and options and promotors' profits. A
Securities Board should be appointed %c work with those
provincial Securities Commissions in existence to enforce
the code and police securities dealers.

Such a cnde should require that investment dealers
make public the transaction of their house in buying and
selling securities. Their holdings of stocks and bonds
should be a matter of public record in order that any mani-
pulation be forestalled wheréby the investment house might
benefit at the expense of its customews. Stock options and
warrants should alsc be published. Certainly, funds held
on account should never be allowed to be used by the
brokerage for the purchase of securities umless authorized
by the depositor. Misleading reports given out by invest-
ment dealers should be made basis for legal action. The
Securities Commission, if properly staffed and given suf-
ficient autherity, would be in a stronger position than
would individual investcrs to bring such action.

The Companies Brench cf the State Department, employing
only a staff of 30 persons composed mostly of clerks and
stenographers certainly are in nec positicn to maintain any

preventative control. It would appear that the federsl
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government has closed its eyes to such practices as stock-
watering and absurd promotors' profits. Regulation on a
federal plane comprises the drafting of impressive acts full
of loopholes and lacking enforcement. machinery. The <hare-
holder must rely on recourse to the courts - a procedure toc
expensive for most.

As many mergers and consolications are the work of
professional promotors drawn from financial circles - and the
incentive is promotors' profit rather than because of scme
economy tc be gained by integration - every effort should be
exerted by federal and provincial goverrments to eliminate
this incentive. Mergers promoted by industrialists to gain
efficiency in operation through coordinating various units
as in vertical combination can be of benefit. 8o can cir-
cular combination brought about by marketing sxperts to reduce
the cost of distributing several goods that may be mrketed
through a single agency. Horizontal combination, whilst
giving mcnopoly conteol, is not against the sharsholder's
interest as a rule. However, mergers promoted for the pur-
pose of enriching seme professional promoter are and should
be regulated out of existence in the interests of both the
investor and the country. The incentive can bse removed by
stamping out stock-watering through careful supervision of
all stock-transactions where stock is issued in return for

any consideration other than cash; careful scrutiny of all



reorganizations and the writing-up of fixed assets pursuant

to consolidations, and the careful screening of all applica-
tions for letters - patent before authorizing charter amend-
ments permitting increases in capitalization.

One protection that can be given the shareholder is by
the various sssociations of accountants. Standardization of
aceounting procedure and strict adherence to an ethical code
set by these acssociations would act as a restirction on
certain asbuses such as paying out dividends when no profit
has been earned, stock-watering etc. In conjunction with this
control, & concerted effort on the part of all the Provinces
and the Dominion, regarding legal requirements as to accounting
methods would be of great assistance.

Canada should be made safe for the invesbtor if it is
expected to attract investment capital into the country. OUne
large field of investment in Canada is the mining. This is
one field in which Canda need have no fear regarding shooing
those engaged in the industry out of the country. Asalmost
all the securities floated by mining companies are of the
no-personal liability non-par galue type, steps should be
taken to eliminate the practice of paying dividends out of
paid-in surplus. Dividends should be permitted only when a
profit is earned by the company. The tightening of restric-
tions regarding corporation and bankers' disclosure, partic-
vlarly with reference to mining stock would assist the investor

or speculator in knowing on approximately what he is gambling

his moneys This field of investment has besn badly abused and

61



amounts to little better than legalized gambling at times.

The investor should be assured that a certain percentage
of sach dollar invested be spent in the actual development of
the enterprise. For exsmple, in the mining field, statutory
regulations might insist that 80¢ for every dollar invested
be spent upon property development. This would ensure two
things, first that the investor's money was not being paid
out as dividends from a created "paid-in-surplus" to attract
further investors, or wasted away on excessive promotional
cost, lining the pockets of promoters, and that an honest
attempt was being made to develop the property on which he
was risking his investment in the hopes of discovering
mineral wemlth.

This is one field of investment dominated by the cor-
porate type structure that might well bear investigating and
stand regulation in the interest of sharseholder to at least
give him the same odds on his investment as he would get from
gambling his money in a slot machine. It is an industry in
which there is no competition (that is, in gold mining) and
which rests upon the discovery and develnpment of our country's
natural resources. It is one field of enterprise the writer
agre=s might he socialized.

As the large cerporations are for the most part quasi-
public institutions controlled by management or a minority

using the proxy machinery or controlled through some legal
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device such as the holding-company or voting trust, the share-
holder has little if any say in the mansgement of the company.
As matters stand, the shsreholder has the option of signing
his vote over to the proxy group, or not voting. This in-
equity could be corrected to some extent through the intro-
duction of cumulative voting. Under cumulative voting, each
shareholder is entitled to as many votes for e ach share of
stock he holds as there are directors. By cumulating all his
votes upon one director a minority group might be able to elect
one director to the Board. In this way it wculd be able to
obtain a voice in management and have someone guarding its
interests.

Two other methods possible to allow minority groups
representation are the (1) classification of stock to give
each class the right elect a certain specified number of
directors and (2) reduction in the votes per share as holdings
increase. The second method would most likely be abused,
however, by splitting lerge holdings amongst various members
of the contrelling family or group.

By and large, however, the average shareholder must
depend upon the integrity of the management or group in control.
Some method to assist the investor to measure management
efficiency would strengthen his position immeasurably. It not
only would aid him placing his capital where it would stand
the best chance cof being propsrly administered but it would

have a tendency to bring shareholders together as a group if
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it was made public knowledge that the management was in-
efficient.

S8tockholders' reports could be required to zive morse
detailed statistics as tc the affairs of the ccmpany. These
should be in terms easily interpreted by the average share-
heolder.

Directors of the Company should be required to attend a
minimum of 50% of all Board meetings. The Board of Directors
should be required to meet monthly and a minimum of 80% should
be required to attend before such meeting is recognized as
official. This would assure the shereholders that the men
shown as directors of their company were taking an active
interest in the cperation , not just appointed to add pres-
tige to the firm through the association of their name with
the enterprise, whilst two or three directors favourable to
the group in control actually transacted all the business
at the board meetings.

Fortunately, investors, as a c¢lass, are able to exer-
cise somg control over management despite the fact that as
indjvidual shareholders they may have relinquished control
over their equity in the corporation. Good menagement tends
to attract capital to itself, whereas, poor management does
not in the long run. The corporation, it has been shown, is
a dynamic thing, building itself into greater aggregates and

requiring frequent transfusions of new capital., With the
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development of the stock-share and the appearance of stock-
exchanges, capital became highly fluid and today hires out
where it can attract the greatest return on its investments.
This is the investors' trump card, and is the reason why most

expanding corporations strive to make dividend. payments.
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CHAPTER 111

THE CORPORATION IN RELATION Tu THE CULISUMER

Previous chapters have shown that there is a ten-
dency for corporations to expand intec ever-increasing
aggregates of wealth thrcugh their ability tc conscript
capital, and by means of combinations and mergers. While
this offers certain advantages in that it makes pecssible
the use of mass production methods, thus gearing together
constituent enterprises contributing towards the manu-
facture of the end product, it also has certain disad-
vantages if the benefit attained thrcugh the coordination
of component industries is not passed along to the
consumer., This banding together,through merger, combina-
tion, association, or some other such means suck as inter-
locking directorships, of component enterprises making up
an industry, makes possible up-to-date research and
specialization in the field of industry so covered.
Again, however, unless the benefits attained through such
research and specializaticen ars passed along to the
consumer, they are of little economic use in a democratic
society.

The building of ever-larger units threough amal-
gamation, merger, and combination, has one very definite

effect, It tends tc create one or two large industries
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which dominate the field in which they are engaged. This
tends towards monopoly or, at best, duopoly. OUnly too often,
merger and combination take place in an effort to eliminate
compstition rather th;n improve the efficiency of tho cor-
poration concerned.

Monopoly or duopoly through the dominstion of a field of
enterprise by one or two large corporations, is more easily
possible in Canada than it is in the United States. This
ﬁeing a country of but 1l million pecple, our domestic
market is very small indeed for many manufactured products.
It takes only one or two large corporations of the mass
production size tc supply the needs c¢f Canada in many manu-
factured lines. Were it not for Empire Prefererce in tariff
rates, stimulating the export of Canadian manufacturing pro-
ducts, it is doubtful whether Canada could support the
manufacture of avtomotive equipment by three large companies
dominating this fields We have but one privately owned
corporation in the railroad field in Canada, one company in
the aluminum business, three large cocrporations in the el-
ectrical trade, one large corporation in the cement business,
three large oil companies in the petrcleum business, three
large packing and meat preocessing companies, and so on. The
truth of the matter is that we have not sufficient pcpulation
to support more than three or four large ccrporations in the
various industrial fields. A study of precduction statistios

of Canadian industry during the war years will satisfy even



the most casual observer of the fact that Canadian industry
working at full capacity could probably supply many of
Cenada's needs in approximately one or two months of the year.
Canada's geographical lay-out also acts es an inducement
to the setting up of monopoly or duopoly contrcl of the market.
Mest cf our industry is centred in what is usually called
Central Canada. This area comprising the Provinces of Quebec
and Onterio, also houses the bulk of the peopulation. It is
the most accessible and most highly developed industrial
section of Canada and also provides Cznada's best mdrket.
Une or two corporations in the various industrial fields
control this market. The Maritimes constitute another area
sufficiently far removed from the main industrial area of
Canada to allow certain industries located there to dominate
that market. Freight rates from @entral Canada to this
market are often sufficient to allow local industries suf-
ficient differential to maintain a market as their ex-
clusive property. This is. even truer of the Prairie Province
market. For example: Algoma Steel located at Sault Ste. Marie
is much closer to this market than Steel of “anads at Hamilton
or Dominion Steel, Nova Scotia, and consequently is able to
dominate the Prairie market. Whilst the Prairies are not
industrialized to any =xtent, industries located there, whilst
the cost of production may be higher. due to the lower volume,

are able to compete and dominate the market due to the pro-
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tection given by freight rates over a long rail haul. The
British Columbia market might be said to constitute a fourth
market area in Canada. Here again the advantage of low
freight rates due to ocean transport, allows certain local
industries strategic advantage over industries located in
Central Canada. The few such industries are able to ccorral
this market to themselves.

It is obvicus then, from the foregoing, that Canada, due
to its small populetion and geographical layout, lends itself
well to control of industry by moncpoly or ducpoly. The
question then arises, is such contrel desirable? Federal
legislation over the pasttwenty years would seem to indicate
that such control ies not wanted. The Combines Act would seem
to evidence this fact. Whilst this act has been cn the
statute books for a goodly number of years, ard has been
amended and changed several times, it would appear to lack
rigid enfercement. It hes had its teeth extracted, has been
fitted with false teeth. so often that it has failad to bite
its way to the roots of the preocblem, and stands only as a
warnirg threat teo a glaring restraint of trade on the part
of any ambitious group secking to dominate any particular
market and openly exploit the consumer. However, it will be
seen that the consumer can be and is exploited not only
subtly but openly.

It should perhaps be pointed out before proceeding, that



a corporation need notgmpnopolize a field of industry 1n order
tc dominate it. A markét can be quite effectively dominated
if the corporation is sufficiently large to be undisputed
leader in its field. For example, a very innocuous form of
price fixing results where one large wealthy corporation
shares the market with several smaller impotent manufacturers.
It is often considered gocd business;on the part of the large
corporation, to allow thé smaller companies tc exist on the
scraps whilst it feeds on the fat of the trade. As long es
there are other ccmpanies in the field, no one can accuse

the large corperation of monopolizing the trede. Whilst the
large corporation may not monopolize this trade, it effect-
ively dominates i; and gives price leadership, which is quite
legal, whereas price fixing through agreement could be up-

set in the courts under the terms of the Combines Act. In
effect, price leadership works just as effectively against

the consuming public, as does price agreement,

This was ably demonstrated in evidence given before the
Standing Committee on Banking and Commerce of the House of
Commons in 1932 in the case of the Imperial 0il Company
Limi’ted.1 Whilst no agreement on price, formal or tacit,
was uncovered in the evidence presented to the Standing

Committee, it was admitted by Mr.Victor Ress, Vice-President

Minutes of Proceesdings and Evidence, .23
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of Imperial, that the Imperial 0il set the price and tha other
companies followed. This practice is by no means peculiar to
the oil trade and can exist where any field cf trade is dom-
inated by one large company. Frcm the writer's personal ex-
perience this is also true of the beverage and many other
industries,

Such price. leadership is possible due to the fact that
the smaller companies recognize the supsrior strength of the
dominating corporation. They realize the folly of starting
any price war with a company that could afford to operate
at a loss long after they had bankrupted themselves out of
business. Not only does the large corporation!s larger.re-
serves make possible this surviving any price war, hut their
greater productive capacity, (labtour costs and all other
factors being equal) enables them to produce the product at
a lower price and sell for cost at a price that would ruin
the smaller producer. Knowing this, the small companies are
only too willing to avoid trouble by allowing the dominant
concern tc set the price and carry on competition (such as
it may be) in some plane other than price.

The foregeing is not meant to construe that there is not
price fixing in Canada. Despite the Combines Act and its
regulations against restraint of trade, price fixing does
exist in Canada. Our own Government has sponscred as well as

tolerated it. For example, the Gcvernment has sponsored price
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fixing in certain agricultural fields such as the dairying
industry. Various marketing agencies for sgricultural pro-
ducts are enccuraged, these being set up with the ultimate
aim of fixing the minimum price cf various commodities such
as tobacco, fruit, fish, and other agrarian products. The
baking industry in Canada is a field in which price agree-
ments have bteen attempted, have failed and have been tried
again. The paper box industry maintains a very close
agreement on prices by means of a single selling cempany,
Container MNaterials Limited. Here we find the corporsate
structure used to maintain price among various corporations.
A common dodge, employing e corporate sitructure to maintain
price, is to incorporate e central selling agency which
markets the products cf the cooperating companiss. Unless
the restraint of trade is too glaring and the corsumer taken
for too rough a ride, such a selling agency might well escape
the scrutiny c¢f the authorities.

Very effective restraint of trads can be maintained through
trade associations. The retail merchants association were
able in this way to bring pressure to bear upon the Govern-
mant to pass legislation giving them relief from the competi-
tion provided by chain stores.2 The Imperial Tobacco Company

threugh agreement with thirteen local associations of tobacco

A new section (498A) was inserted into the Criminal
Code in 1935 - see Appendix - X
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wholesalers is able to restrict the sale of its products to those
wholesalers and retailers who agree to abide by the selling
policies laid down by the ccmpany which inolude the non~handl ing
of competitive tobacco lines that sell below the p?ico set by
the Imperial Tobacco Cqmpgny? Despite this, they have managed
to escaps prosecution or charges laid against them under the
Combines Act.

It is obvious then that the corporation tends towards the
building of large organizations that are capable of domina-
ting the field of enterprise in which they are engaged. Such
domination gives them the power to control the market and set
the price of the articles manufactured either by price agree-
ments between one or two such large corpoerations, or through
price leadership by one dominate corporation. Where domina-
tior has proceeded to the point of monopoly, the single
company dominating the field sets the price. Before proceeding
further let us examine the effect of menopoly, price fixing,
and price leadership upon the consumer.

In the case of a monopoly, the compeny sets the price and
the consumer pays it if he wants the product. As there is no
competition, it is crudely a case of take it or leave it.

The only threat to this supreme rule of the market is that

offered from outside of the market., For instance, the Canadian

3

Dept. of Lebour, Report of Investigation into an Alleged
Combine in the Distribution of Tobacco Products, 1938,
pp. 12-13 & p. 30



‘monopoly has little fear of being challenged from within
Canada because it is in a position to nip such competition
before it gets underway. Most likely if any group set out
to compete with, say the Canade Cement Company, they would
f£ind before long that that company, if in a generous mood,
would offer to dbuy them out. If not so kindly disposed,
they could drop the price of cement to a point where Cenada
Cemont Company could make a profit but the prices would de
ruinous to the struggling new company. However, should
foreign competition appear, say from the United States or
Britain represented by some company equally powerful, the
dominant position of this company would be threatened.

This is the Achilles' Heel of monopoly -- foreign com-
petition. The monopolistic concern can proteect itself in
one of two ways, or both from outside competition. It can
bring pressure to bear upon the Govgrnment of the day to erect
protective tariff walls to exclude such competition. The
argument used is that the company gives Canadians employment
and should be protected against in-roads on its market by
foreign competition. Where this is done, Canadians are
given employment at the expense of the consumer. The other
defence open to the monopolistic concern is the negotiation
of a cartel agreement with prospective foreign competitiors
whereby the Canadian concern agrees to stay out of certain

foreign markets in return for assurance that the Cenadian



’arket will be left free for the concern's exploitation.
Let us look at these cartel agreements and see how they
offect the consumer.

A cartel, as described by Sir Alfred Mond, organizer
of Imperial Chemical Industries, is as follows:-

"I use the word cartel to include fusiom, pooling
arrangements, quota arrangement and price convention,
because a cartel is protean in its.formeecec.... In an
ultratechnical way, a cartel might be ‘defined as a com-
bination of producers for the purpose of regulating, as a
rule, production, and frequently, prices. That does mot
involve giving up the identity of the different firms. It
is not usually made for a period lasting more than a limited
time. It does not necessarily carry with it, though in some
cages it does, joint selling agencies. Sometimes, too, it
carries with it quotas of production. But all this is,
perhaps, too narrow a definition. The Germans have a
tern “Interessen - gemeinschaft’'..ec....a union or similarity
of interest. The great German Dye Trust started with what
they call 'Interessen-gemeinschaft.'

When first formed it was & fairly loose combinetion to
regulate production and prices. It has been substituted
since by an absolute and complete fusion and exchange of
shares--what we should call a complete amalgamation--which
is the final and most complete form of any kind of cartel
which can be imagined."

The Chairman of Associated Electrical Industries Limited,
Sir Felix J. C. Pole, defined the cartel as follows:s+

"A cartel or association usually means an association by
agresment of companies or sections of companies having
common interests. It is designed to prevent extreme or
unfair competition and allocate markets, and it may also
extend to interchange of knowledge resulting from scientifio
and technical research, exchange of patent rights, standardi-
zation of products, etc. Competition is not eliminated, but

t1gconomic and Political Aspeots of Internatiomal Cartels"
Senate Committee Print - Momograph No. 1 - 1944 - p, 1
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it is regulated. Competition in quality, efficlency, and
sorvice, takes the place of the crude method of price
cutting.” ¢

~

In the last sentence of the above definition by Sir Felix
J.C. Pod®,the purpose of the cartel arrangement is shown to
be that of eliminating competition in the matter of prices.
As such, they are against the interests of the consumer.
Such agreements can be made only between companies which
dominate the domestic market within the eountry th;y are
locateds However, imternational cartel agreements may be
between companies dominating the markets of several
countries on a regional basis rather than insingle units.

Tne principal types of international cartel are the
association, representing or similar to the National Trade
Association on an international secale, the Patent Licencing
Agreement, whereby interchange of technological "know-how"
and patented processes are made available to the partners
of the agreemsnt for use in the area dominated and the
combine, which unites competitors under a common ownership
or management, using the corporate structure, thus eliminating
competition in the same way as mergers and combinations are
used to eliminate competition within any one country.

As the purpose of the cartel agreement is to increase
profits through the reduction of competition, it is common

4 "Bconomic and Political Aspects of International Cartels"
Senate Committes Print - Monograph No. 1 - 1944 - p.l



Practice to fix prices and allocate trade territories, pro-
duction, sales, shipments, etc. Partners to the agreement
are able to control prico'c within their territory either
through price leadership enforced through their size and
power, or by means of straight agreement or monopoly. An
excellent example is given of price~leadership through
threat of a price war in the report for the Sub-committee
on War Mobilization of the Committee on Military Affairs,
United States Senate, regarding the economic and political
aspect of international cartels. This appears in a document
of the Standard Oil Company of New Jersey discussing the
new product of the Socomy Vacuum 0il Company:-~

"Mr. Howard told them we did mot regard their act of bringing
out this material as a friendly one and thought that they
should have raised this subject with us. Hs said that he had
been iiformed that our product could be made more cheaply
than theirs and he felt that they had no right whatever to put
a basically higher-priced material on the market when the only
result obtained would be foreing us to reduce the pride of our
material, when, in fact, we ‘could finally reduce the price

to such a point that they could not stay im business at all.
He said that he felt this was only a question of reputable
business practice and that he was very much surprised that
they would take any other attitude." §

A report upon the effect of cartels upon prices made by
an executive of the Dupont Company in 1929 reads as follows:
"Two weeks ago we mentioned the growth of Cartels in a
claim that world-wide Trusts will not, in the long run, add

to the cost of commodities. In Franece, however, the general
rise in the cost of raw materials and part-manufactured goods

5 Ibid - p. 11
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is ascribed to the formation of Cartels. Statistics compiled
in Paris and Berlin show the difference between the rise in
the price of goods subject to Cartels and those supplied in
open markets. In 1927 opem-market products oscilated in price
between 85.7 and 91.8 on the index figure of 100 fixed in 1925,
whereas the price of cartel products was stationary at that

of 97.6. In 1928 the respective figures remained about the
same, but in January, 1929 open-market products were at 86.9
percent and cartel products had jumped to over 101." 6

Another example of price fixing due to cartel agreement
taken from the U.S. Senate Report is the following letter
written by a Dupont executive regarding the price of dye
stuffs in Bragil in 1937:

"At times we have occasion for discussion with certain
of our competitors as relating to matters of mutual interest
in various foreign markets, and during one of these talks it
was brought out that our company is supposedly making sales
of certain dyestuffs to Brazilian consumers at prices which
are considerably below the returns secured by other manu-
facturers. Certain specific items mentioned were Auromine
Conc., Rhodamine B Extra, and Saframine; in all of these
cases our selling prices being supposedly upward of 50 per-
cent lower than quotatlions made by the Europeans.

We do not know how accurate this report really is but
it seemed worthwhile for us to bring it specifically to your
attention inasmuch as you are thoroughly familiar with our
Company's policy to establish selling prices which are in
line with those already in effect. If by chance there should
oxist any such wide discrepancy as was reported, we want to
take immediate steps to rectify the situation...."” 7

The consumer also suffers through cartel agreements due
to the fact that they make possible the impairment of quality
of the product sometimes marketed by partners to such agree-
ments. Several examples of this came to light in the evidemce

submitted before the U.S. Senate Committee investigating cartel

6 Ipga - p. 12
7 Ibid - pe 16
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.agreements, a good example of which is the following letter
written in 1939 by an official of General Electric Company
to an official of Tung-Sol Lamp Works:-

"In conformity with our practice of notifying you of
impending changes in our lamp product, we are calling to
your attention a change which has been approved:-

The design life of the 2330 Lamp has been changed from
300 back to 200 hours, the change to take effect as soon as
manufacturing facilities will permit. It is understood that
no publicity or other announcement will be made of the change."8

Another good example of impairment of quality is given
in a letter written in 1932 by a General Electric engineer
to executives of his company:-

"Iwo or three years ago we proposed a reduction in the
1life of flashlight lamps from the old basis on which one
lamp was supposed to outlast three batteries, to a point
where the life of the lamp and the life of the battery under
sorvice conditions would be approximately equal. Sometime
ago, the battery manufaocturers went part way with us on
this and accepted lamps of two-battery lives instead of three.
This has worked out very satisfactorily.

We have been continuing our studies and efforts to bring
about the use of one-battery life lamps. I think you will
be interested in the attached analysis which Messrs. Prideaux
and Egeler have worked up covering the various points in-
volved in going to the one-battery life basis. If this were
done, we estimate that it would result in inereasing our
flashlight business approximately 60 percent. We can see
no logical reason elther from our standpoint or that of the
battery manufacturer why such a change should not be made
at this time.

Messrs. Parker and Johnston now have this matter up with
the battery manufacturers and I would urge that every assist-
ance be given them to put it over." 9

8 Ibid - p. 16
9 Ibid - p. 16



The concern of the light bulb momopoly over the intro-
duction of fluorescent lighting and an admission of the
practice of impairing the quality of a product in contained
in a letter received by Gerard Swope of the Genmeral Electric
Company from Anten Philips of the Dutch N.V. Phillips Company
in 1938, It was felt that this new invention was not an
attractive prospect financially for the two compenies. His
letter reads in part as follows:-

"We have already a lot of these tubes which are burning
3,000 to 4,000 hours with a drop in economy of about 30 per-
cont. So it might be that we all are going to replace a
part of ordinary 1,000-hour lamps in tubes which will burn
at this moment three to four thousand hours with a drop of
30 percent in economy, but which might grow to six or eight
thousand hours; now, of course, we could try to make the
tubes of a quality which is not extremely good, but we all
know that when there is coming competition (patents not
being very strong) and our competitors bring a lamp on the
market with an extremely high life, we have to follow them."10

In deference to the feelings of public utility companies,who
marketed their lamps, General Electric Compeny refrained from
selling freely types of lamps designed to reduce the consump-
tien of electric power. This arrangement prompted them to
"soft-pedal™ the sale of fluorescent lighting tubes and their
view is nicely summarized in two letters submitted as evidence

before the U.S. Senate Committee inveetigating international

cartels, The first was addressed by one executive to five

20 1p1d - p. 17
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other executives on October 28, 1938, and reads as follows:-

"I am very, very much distrubed over the utility reactions
which I am sure we are going to have as soon as we announce
the longer, larger, and higher wattage fluorescent lampse.
With these lemps, it's going to be possible tc produce the
same or increased foot-candles at a very practical installa-
tion cost and with a very decided drep in wattage.

Certainly, there should be no publicity of any kind on
any further developments on fluorescent until we have had
a chance to see where we are ®ing with our present lamps
and to formulate a very definite sales promotion, and ad-
vertising program, which is definltely pointed at daylight
intensities of a high order for stores and factories.

This means greatly inoreased education work om the
benefits of high intensities at reasonable cost without heat.
But unless we have this groundwork much better laid than we
have at present, we are going to find the bulk of inetal-
lations resulting in decreased wtttafos and, in the long runm,
I fear, decreased lamp business." 1

The second letter, dated April 12, 1939, and addressed by
an executive to a member of the Engineering Department,
suggested that articles which have to do with fluorescent
lighting -~

"minimize, for the present, the application of daylight
fluorescent lamps for other thean speciel applications which
would mean plus installations and plus business for our-
sevles, as well as the utility companies. I believe that
such procedure in this megazine and in the development of
uses for fluorescent lamps for a time would be helpful
rather than emphasizing by photographs or otherwise what can
be done in general lighting." 11

Methyl Methaorylate used fer dentures (false teeth) and
sold at a high price as a dental plastic ($45.00 per 1b.) is

also sold as commerciasl moulding powder at an incredibly re-

11 Ipsq - p. 18
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.duced price (.85 per 1b.). Certain large purchesers of
dental supplies found that they could make considerable
saving by buying the commercial moulding powder rether than
pay highly expended prices for the same article scld under

a trade name as a dental plastic. In an effort te stop such
bootlegging, which reduced their profits, the Vernon~Benshoff
Company wrote to the American Rohm and Haas Company as
followst-

"Our discussion of the Pure Food and Drugs Law and
pulling the acrylic denture under it leads me to-wonder if
the manufacturers of commercial molding powders might not
add an ingredient which would not affect the molding properties
but which would disqualify it under the act. Apparently a
slight trace would suffice. Naturally, it would be omitted
from the strictly denture powder.

Recently I asked Dr. Johnstom to suggest an addition which
might interfere with distillation of monomer or retard
polymerization. He could mot think of anything that wouldn't
spoil the molding properties or clarity of the powders. But
there the quantity needed to accomplish the result was the
handicap.

Under the very finicky regulations of the above act, how-
ever, it may be the slightest trace of the right agemt, too
1ittle to constitute harm to molding (or health either as a
matter of fact) would suffice to have bootleg products in bad.”

A millionth of one percent of arsenic or lead might cause
them to confiscate every bootleg unit in the country. There
ought to be a trace of something that would maeke them rear
up.”

The following reply was received from Rohm and Haassi-

"eeeessselo agree with you that if we could put some ine
gredient in our commercial molding material which would dis-
qualify it under the Pure Food and Drug Aet, this would be a
very fine method of controlling the bootleg situation. We
shall take this matter up with our development department
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and advise you whether any such material could be used.” 12

The above examples brought to light by U.S. Senate in-
quiry into the ecomomic and political aspect of international
cartels, leaves little doubt that monopolistic concerns
partner to such agreements not only fix prices in an effort
to increase profits, but have been guilty of impairing the
quality of their produets in order to inerease sales or
upheld price.

One of the most common cartel methods is to allocate
trade territories among partmers in the cartel agreement,
The purpose of this is that 1% protects the monopoly held
by the partners over thelr domestic or allocated market by
freezing out competition. Freed from competition, mono-
polistic concerns may charge prices as high as the traffic
will bear with the net result that the comsumer pays far
more than the article is worth and many are prevented from
the use of this article through the Hgh prices that are
mainteined.

Another' practice employed to maintain prices is to res-
trict supply. Where a monopoly is protected through a
oartel agreement, the agreement often stipulstes production
figures allowable to the signatories to the agreement. The

agreement may stipulate, where an export market is shared,

12 Ibid - p. 18-19
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the amounts to be shipped by partners to the agreement to
these markete. Oddily enough we have examples of such
agreements restricting supply sponsored by Internatiomal
Goverrmental Convention. ZThe International Tin Committee
in 1931 was established by the Governments of British
Malaya, Bolivia, the Dutch East Indies, and Nigeria with
the sole purpose of restricting output of tin by law.
The 1936 report appearing in the Minerals' Year Book of the
United States Bureau of Mines reflectz the results of such
cartel restriction.

*The price of tin during 1934 and 1935, though very high
compared with that of other commodities and particularly with
other Metals, was much steadier thanit had been in ysars,
This stability reflected the manipuletion of production and
stocks by the International Tin Committee."

Cartel arrangements often agree on the allocation of
production and of industrial fields. This is most common
in connection with patent rights. The patent holder often
licences other manufacturers tc produce the patented article
in return for royalties. Or in the case of cartel partners,
the rights to each other's patents may be permitted within
each partner's restricted market. Cartel agreements such as
these prevent concerns outside of the cartel agreement frem
obtaining licenses to manufacture the patented article of
some foreign member of the cartel agreement. Occasionally,

a license may allow other concerns to manufacture under his

license collecting even larger royalties than he is required
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to pay to the patent holder. Quite often, the patent holder,
in grsnting e licence, may limit the production of the licensee.
This assures the maintenance of the high price the consumer
pays. Sometimes this is done by straight agreement with fixed
production figures, a sliding percentage rate, or using a
gliding royalties system whereby if the specified production
is exeeeded a higher royalty is required.
A good example of this is demonstrated in the following
statement by a DuPont official in discussing the quota set
on the production of moisture-proof cellophane by the
Sylvania Industrial Corporation manufacturing under licence
from DuPont.

"I presume there is a royalty figure per pound which we
might ask of him which would make the restriction if his out-
‘but less important to us on the gemeral principle that the
larger the royalty per pound that he pays to us the less
difference it makes to us whether we supply that trade or
whether he supplies it. I am citing some figures below by
way of explaining this point, though the figures which I use
are not accurate but merely used by way of illustration.

Let us assume that the cellophane business is going to
gradually increase and to an extent that additional plant will
have to be installed from time to time to supply the growing
market. Let us assume further that the investment required
per pound of output per year is 70¢, and that over a period of
years we should expect to make 15% return on our investment,
which would be the equivalent of a profit of 10.5¢ per pound.
If we assume that money is worth 8% then the cost of money
required for this investment would be 8% of 70¢ or 5.6¢ per
pound. On this basis the profit to us, over and above the
cost of money, would be about 5¢ per pound and if, thersfors,
the royalty should be fixed at 5¢ per pound we would not
suffer materially, if Sylvania's quota was somewhat increased
over the original figure of 10%.

It occurs to me that Sylvanie may be very much adverse to



86

.our elamping down the 1id tooc tight. on their quota. Might
it not be possible for us to meet them part way in this matter
by increasing the quota somewhat but providing for a larger
royalty in the Higher brackets in that quota. For example,
you might place a quota up to 10% on the basis of 3¢ royalty,
from 10% to 15% on 43¢ royalty, and from 16% to 20% on a 6¢
royalty. Understand that these figures are purely illustra-
tive and require considerable study before final settlement." 13

Cartels also work against the consumer to resist technolo-
gical change. This occurs where agreements are made restricting
productive capaclty a.nd/or the improvement of plant to pre-
vent mere efficient production with consequent reduction in
prices to the consumer, The purpose of such agreements some-
times involves the withholding of improved articles from the
market in order to continue business with the old article
either because it may net more profit, or due to the fact
a large investment is involved in plant to produce the nowe-
obaclete article. A case in point was mentioned earlier in
connection with the General Eleotric Company's resistance
to the introduction of fluorescent tubes,

Large sums are spent by corporations, particularly those
party to cartel agreements, on research in an attempt to
develop new processes, techniques, and inventions, with the

purpose of patenting these in an effort to strengthen their

monopoly. As members of a cartel usually interchange patent

3
1 Ibid - p. 26-27



licences, receiving royalties on their patent partmer's pro-
duction, there is considerable rivalry in research in an effort
to patent as many inventions and processes as possible. Often=-
times new developments are patented with no thought of
cormercializing on the new invention but to prevent it from
being produced by some other party. Evidence given before

the U.S. Senate Committee inveatigating international cartels,
inoluded the following communication to Imperial Chemical
Industries, 1937, from a duPont executive:

"The second of our dielectric cases covered the use of
chorisopropyl benzines as dielectrics. In the course of our
work it was found that these materials were of sufffciént
value to be a distinot competitive threat, provided the raw
materials should become available at sufficiently low cost.

The application was filed as an insurance applicatiom to

socure what protection might be available but without ex-
pectation of future commercial use." 14

Actually some benefit does accrue threugh cartel agreements
in that the interchange of "know-how" and secret processes
makes possible the manufacture, and improvement of many new
products that ordinarily would be the exclusive right of
various companies scattered throughout the world. This
makes possible the marketing of many products that might other-
wise take years to appear upon our home market. The free inter-
change of ideas often leads to the development of new ideas
by the cartel partner, resulting in further improvement af.

manufacturing techniques. However, as there appears to be

14 Ibid - p. 32
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little doubt that a Cartel is set up primerily to restrict

competition and perpetuate monopoly control, such benefits are

offset by increased cost to the consumer.

QOccasionally the inventive gemious controlled by the large
research department of these cartel members, is devoted to
tasks desigred to protect the high price set by the monopely.
In a previously mentioned case, the research department was
asked to provide a foreign ingredient which would render
molding powders unfit for dental use. Another case uncovered
in the evidence before the U.S. Senate Committee, concerns
a pigment developed by the duPont Corporation that could be
used either as 2 paint or as a textile dye., Wanting to use
this pigment for their paints, but fearing that it might prove
a threat to their high textile dye price structure, the exe-
cutives requested the laboratory to develop a contaminent to
make the pigment satisfactory for paints but unsatisfactory
for textile dys stuff. In a discussion two days later with
representatives of the General Aniline Works, the following
polats were brought out:-

"The importance of solving these problems was recognized
and it was agreed that both parties would work on promising
i1deas which resulted from the discussion....After detailed
discussion of various modes of attack, the following
appeared to be outstanding:

1. (a) Mixtures of CPC with lakes - Most promising mode of
attack appears to lie in the formulation of a mixture
of CPC with a lake, especially a lake of CPC. Such
a mixture should have fairly good fastness to light

and yet be poor in wash fastness on textiles or in-
compatible with the usual textile printing lacquers.




() Deteriorate cotton - compounds might be incprporated
into CPC which when applied to textiles and followed
by bleaching or heating treatment might increase the
deterioration of the cloth. Compounds such as
chlorates or aliphatic halides which would produce
hydrochloric acid were specific examples.....

(g) Irritating substances - it is lmown that certain
resins and solvents are irritating to the skin,
often causing dermatitis. It might be possible to
formulate a CPC composition which will make textile
materials irritating to the skin.

Incorporation of grit - it seemed too dangerous to
attempt to add gritty materials to CPC since, al-
though it would interfere with the use of the
material for textiles, it would also offer serious
disadvantages in grinding on application of surface
coatings.

It was agreed that the mere dulling of the material would
not be a satisfactory solution since dull shades are often used
in the textile trade......"15

Naturally, Cartels meke every effort to weaken independent
enterprises. As a cartel is set up to maintain monepoly, it
is a natural enemy of independent enterprise. It is in a
position to cut off raw materials, refuse to grant patent
licenses, threaten with price war, and harass by litigation.
General Electric Company have an agreement with Corning Glass
Company permitting only manufacturers designated by General
Electric to sell bulbs frosted on the inside.

At the same time General Electric has an agreement with
the Air Reduction Company whereby argon gas cennot be sold to

independents with the result that they were forced to use less

s __
5
15 1pia - p. 37

89



<satisfactory nitrogen gase The type of pressure that can
be lgrought to bear against an independent by a large mono-
polistic concern is remarkably demonstrated in Géneral
Electric Company's efforts to obtain control of Hygrade
Sylvania Corporation's processes for fluorescent lightimg
through pressure brought to bear using its position im
control of the incandescent lamp market in United States,
An official of Hygrade Sylvania Corporation in 1939, des-
eribed this pressure as follows:-

"Mr, Sloan's next point was that he did not see how,
with the human element involved, it would be possible for
their organization te¢ work with us on incandescent lamps
the way we would wish them to do and work against us on
fluorescent tamps. His point was that such a procedure
would be against the laws of human nature. He stated that
if the set-up continued as it is, they would have to go so
far as to sue our Company and under these oonditioms it
would certainly be particularly difficult to cooperate
with us on incandescent lamps. This is undbubtedly a very
important point since G.E. by delaying equipment, by de-
laying information about new types of wire, new leads and
new designs, etc., and by using in a sales way tactics
which are now generally prohibited, could undoubtedly em-
barrass us tremendously im the incandescent lamp field." 16

As previously stated, cartels do offer the advantage

of interchange of ideas and processes. Through the coordina-

ted research of the partners it might well be argued that
technological development is spurred. However, this is of

little advantage to the consumer if much of this development

18 Ipiq - pe 39

90



91

{8 but for the purpose of preventing outside independents
frommrketing new ideas and thus offering competition to
the monopoly. The practice of such repression of new
ideas, makes possible a continued use of high cost uneco-
nomic enterprises which under normal competitiom would
disappear. Oftentimes it permits firms with excess pro-
ductive capacity, to stay in business. This is trus both
in the case of a monopoly protected by cartel agreement,
and in the case of price fixing through agreement between
corporations in the domestic fisld.

Central selling agencies, or jointly owned companies
set up to exploit a particular market, such as Canadiean
Industries Limited, Jjointly owned by Dupont and Imperial
Chemicals Limited, allow savings through the avoidance of
duplication of sellimg facilities., Joint advertising
policies, and the avoidance of costs consequent upon com-
petitive selling allows cartel partners a considerable
saving. They may make o saving at the expense of raw
material érodncers through their monopeolistic buying posi-
tion. However, regardless of what saving may be made through
cartel agreement to the signatory cofporations, it is most
likely off-set through maintenance of high prices, and/or
the restriction of production which results in a lower
volume of total business through reducing its prosective

consumer market. As the cartel agreement is set up to maintain
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price, the consumer mey rest assured that any savings made
through increased efficiency resulting from cartel agreement
will not be passed on to him.

We have seen how monopoly protects itself through cartel
agreement and tariff regulations to freezes out foreign com-
petition. As a rule, such cartel partners alsc make every
effort to weaken independent competitors. Otherwise they
could not maintain their monopoly. Logically a monopely
should be able to operate more efficiently than companies
competing and faced with selling and advertising costs.
However, in practice monopoly tends towerds mainmtenance of
as high a price as the traffic will bear, the retention of
obsolete equipment and excess capacity oftentimes, and what
is worse, i1s able to maintain price in good times or bad.
Hence during time of depresdion, a monopoly is able to hold
up price despite the fact that the purchasing power of the
consumer has been reduced. This has a tendency to deepen
depressions. If the public is making less but are required
to pay the.same price, the net result is that they get less
for their money.

Price agreements through trade associations, or eome
other means of price-fixing such as a central selling
agency etc., has the same tendency to maintain price during

the early stages, at least, of a depression.



TABLE V1

WHOLESALE PRICE INDEX NUMBERS OF SELECTED COMMODITIES,
CLASSIFIED ACCORDING TO TYPES OF MARKET®

(1926 - 100)

Year Monopoly Price Agree- Competi- Farm pro-

ment tion ducts
1927¢evccee 96.4 98.5 98,8 102.1
1928c0cceaes 96.0 97.2 99.6 100.7
192900 vece 96.2 94,3 98.1 100.8
1930ceescse 98.5 90.2 91.5 B2.3
1981lcceccees 87.7 84.3 74.4 66.3
1932e00c0ee 87.0 82.4 66.9 48,4
1933ccscace 87.0 8l1.3 62.6 8l1.0
1984c0eceece 87.4 8l.7 68.2 5840
1935ces0cee ' 86,6 80.1 68.6 63.5
1936. [ XN X NN} 8702 80.5 "004 6904
1987cescsee 90.€ 85.2 79,7 84,9
1938.0....0 8808 88.2 7705 ecoe

x The composition of the sub-groups is as follows:
Monopoly; rayon, pig irom and steel billets, cemsnt, as-
bestos, imorganic chemicals, explosives, nickel, alumirum
(sheet), lead and copper.

Price agreement: sugar, cotton yarn and thread, rolling
mill products, fertilizers, agricultural implements,
leather, tobacco, salt,and weool cloth.

Competition: canned fruit, fleur and milled preducts,
bakery products, meats and puultry, hewsprint and wrapping
paper, paper pulp, boots and shoes, wool yarms, furniture,
fishery products, silk hose, silk fabrics and coal,

It is obvious from the Taeble V1 17 that this proclivity on the
part of monopolies, and price fixing combinaticns, to prevent
prices from froeiy following changes in the business index,
has a tendency to deepen depressions and retard recovery.

Depressions would not be near as bitter for the consumer if

17 Lloyd G. Reynolds-"The Contrel of Competition in Canade,

1940 - Pe 73
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prices fell as rapidly as did wages. It should be noted from
Chart 118 that those products manufactured by firms or corpor-
ations that were freely competitive fell rapidly with depres-
sion and responded more freely with recovery. In other words,
companies doing business under free competition, are sub ject
to the same vagaries of the business cycle as are individuals.
Their products drop in price in harmony with the reduction in
purchasing power} and rise in price during the recovery with
the increased purchasing power of the people. On the other
hand, corporations partner to price agreements tend to resist
the pressure of depression at least during the early stages,
their prices falling sharply only as agreements break down.
Monopclies are able to hold up prices and accordingly show

little decline whatsoever.
CHART 1

WHOLESALE PRICES BY TYPE QF MARKET
37 Commodities 1926-100
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It is obvious frem the above, that scme of the abuses
attendent upor monopoly alsec apply to corporations avoiding
competition by means of price-agreement and price-leadership.
However, these two intreduce other factors detrimental to the
consumgr,’selling cost, advertising cost and unused capacity.
In Cansda, where a single plant of moderate size is sufficlent
to supply the market for the product, monopcly is probably
desirable providing some attempt is made te reduce umit pro-
duction costs with inocreased volume ete.,, and pass these
savings on to the consumer. Competitive selling and ad-
vertising costs are avoided by the monopoly, whereas these
two items weigh heavily in the cost of goods produced by
corporations operating under price-agreement and price
leadership.

Before proceeding with a discussion of the effects of
price-agreement and price leadership upon the consumer, it
might be worthwhile to show to what extent this is common
in Canada. Table V11 below, shows the classification of
Capadian Manufacturing industries arranged according to
monopoly, price agreement and competitive., Those firms
maintaining price by means of price-leadership are included

under the "informal price agreement® group.



PABLE V111°

96

CLASSIFICATION OF CANADIAR MANUFACTURING INDUSTRIES

L = L
. Price Agreement
Monopoly Informal Formal
Aluwminum Agricultural Imple- Fertilizere
ments
Cement Brewing Leather
Electrical Equipment, Copper Rubber foot-
heavy Cotton cleoth, yarn wear
Explosives and thread Tobacco pro-
Lead Gascline ducts
Nickel Sugar Mogt paper pro-
Rayon yarn Some iron and steel ducts (except
Steel rails productes hewsprint )

Some Chemicals

Some iron and steel
products

Some non=-ferrous

metal products

Some textile products
Some canned foods

Most plumbing and

heating equipmnt

Meny hardware pro-
ducts

Few producers

Competition

Many producers

Flour

Meat packing
Newsprint

Silk cloth

Silk hosiery

Tires

Woolen and worsted
yarn and cloth

Bread

Boots and shoes
Clothing
Furniture

Jam

Price agreement and price leadership presuppose two or

more companies engaged in a particular enterprise.

Price agree-

ment is used where a particular field is catered to by two or

more corporations of sufficient size and strength that no one

has complete domination of the field.

19 1b1d - p. 8

Whereas a great hue and
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¢ry is reised whenever the Government attempts to regulate
industry, (usually the wail meking some mention in support

of private emterprise), private enterprise, in its true sense
of competition in price, is looked upon usually by these well-
established corporations as needless price-cutting. If they
are sufficiently well-established to enjoy a nice volume of
business, there is a tendency on the part of some to get the
boys together in the form of a trado;association. (or better
still, through some sort of tacit gentlemens' agreement as
this can be done without danger of legal interference), in
an effort to put a stop to what they term "disastrous cut-
throat competition.” )

As there sometimes is a modicum of justification for such
thinking on the part of these corporations in an effort to
carry uneconomic over-expansion in their industry, such price
fixing is definitely against the interests of the consumer,
It also contradicts the theory of "free-enterprise"” proposed
by the classical economists end clung to by these same cor-
porations as an argument every time they are threatened with
Government intervention. Amongst big business today, cut-
throat competition is looked upon as unethical. Adam Smith
visualized such competition as the regulator whereby in-
officient systems would disappear in favour of more efficient

ones as they arose.

Price leadership is exercised by firms who have monopoly
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control through deminance but consider it good business to
leave the field open for weaker competitors due to public
opinion against monopolies. Quite often they allow the
smaller less-efficient firms to bring pressure om the
Governme nt for tariff protection "im order to preserve their
industry." If the Government ¢an be persuaded by these smaller
companies that the price as set by the larger corporation is
necessary for them to exist, the large corperation can make
a fairly large profit usually without critiecism, as this can
be attributed to efficient operation. The large company
sets the price and the others follow. There need be no
agreement and usually isn't. Such uniformity in peices re-
sults, as a rule, from recognition of the dominant position
of the large corporation.

I would appear then that in many fields of enterprise,
private enterprise is a myth, insofar as the classical iater-
pretation of private initiative is concerned. The 0ld eco-
nomists held that each individual would put his private
interests first, leading him to constantly strive to preduce
& better product or onme that could sell at a lower price than
that produced by his neighbour. In short, the idea was that
the one who could produce the greatest value for the least
money would get the business. This is not the case under
price-egreement and price-leadership.

One would reasonably expect that as a corporation grew



in size, integrating unto itself more and more constituent
enterprises it would tend to improve in efficiency and that
prices, in proportion to costs, would drop due to increased
production. For example, one would expeot that if a small
plant commenced business, for instance in the bottling industry,
and could sell its product at five cents per bottle and make

a profit, that as the company expanded its production, say from
ten cases a day to a thousand cases a day, its cost of pro-
duction would drop and the price could be reduced. However,
this is not what happens. When the price of a product is

fixed either through agreement or leadership, competition is
eliminated in this field. The various companies engaged in

the business must then compete in other ways. From this
tendoncy towards price fixing has resulted two uneconomic
fields of endeavour. They are uneconomic in that they are for
the most .part, non-productive. They are the selling field and
advertising field.

Perhaps this statement sheuld be qualified to the extent
that where "selling costs™ and "advertising costs™ are
criticized as an added item of cost passed on to the consumer,
it is "high" selling and advertising costs that are referred
to. The best of products, most reasonably priced, require
distribution and a little ddvertising. The world cannot beat
a path to your door if you build a better mousetrap if they

never hear about it. However, selling cost in excess of what
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would be normally required to market an article high enough
in quality to attract demand and low emough in price to com-
pete on a price-basis, can be criticised as unnecessary from
the consumer's point of view. Advertising in excess of the
minimum necessary to acquaint the public with the virtues
and availability of the product can be similarly criticized.

High selling costs and advertising costs are the natural
consequence of price-agreement and unused capacity. Unused
capacity, born of price-agreement, exists where a plant
operates at a rate lower than thet neceassary to give lowest
unit costs, that is, below capacity. Capacity here is taken
to mean the oconom%p rate of operation, all factors such as
wage cost, cost of materials and plant valuation, being
considered., Plants may produce in excess of this amount
(within 1imits) without imereaipzunit costs, but when pro-
duction falls below this rate, costs mount and unused capacity
is said to exist.

Price-agreement and price leadership operate to maintain
high prices and thereby high profits. This works two ways to
produce unused capacity. Consumer demand: iz discourage by the
high price and new producers are atiracted by the prospect of
high profits. Even though entrance to the industry is closed
to new producers, unused capacity may still develop through
the expansion of éxisting producers. This may be prompted by

the fact that production quotas may be based upon plant
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capacity, or that compensation may be paid for unused capacity.
For example, the eight firms in the rubber industry im
Canada entered into a written agreecment in January, 1932,
whereby a percentage of the total footwear sales was allotted
on the beds of previous production. A fine of 25% of the
valus of excess sales was levied against any firm exceeding
its quotea in any one month, this being paid as a bonus to
those firms not meeting their quotas. However, a firm ex-
ceeding its quota for a full year was to have its quota for
the following year increased by 26% of the excess20 Thus a
firm might expand in an effort to increase its quota.
Container Materials Limited formed in December, 1930, as
a central selling agency to give effect to price agreeoment
between manufacturers of cardboard boxes, was able to hold
prices at a highly profitable level with the result that five
new producers entered the industry during the period between
1931 and 1938. These newcomers were either persuaded to
observe the fixed prices or enjoined not to produce for a
"consideration.” The tribute paid in the case of the O and S
Corrugated Products Company formed in 1935 with a plant in-
vestment of only $28,120,00, amounted to $69,690. during the
next two years. Equipment was bought at a cost in excess of

$80,000 from two other concerns and leter auctionsd for

20price Spreads Report, pp.73-75, See also Evidence before
Price Spreads Commission pp.2200-2212,
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$5,655.00 by Container Materials Limitedzlin order to maintain
price by eliminating competition.

Unused ¢apacity would tend to disappear under competition
as least efficient producers bedame eliminated through bank-
ruptey. Under price-agreement, however, it is perpetuated.
Producers saddled with considerable unused capacity, find
their profits sharply reduced due to inereased unit cest. In
order to increass thelr production back to the point where
maximum profits may be realized, sales of the product must be
increased. Since prices are fixed by agreement, these firms
attempt to obtain a larger proportion of the available total
business by means of ingenious and costly sales campaigns and
exteonsive and intensive advertising programmes.

The baking industry affords an excellent example as to
this chain of events. The "big five" flour-milling companies
control the leading bakeries in most Canadian cities, with
price competition held in check by agreements between the
larger bakers?S Table V111 below indicates the unused

capacity existing in the industry.

21Departm.en,t of Labour, Report of Investigation into an
Alleged Combine in the Manufacture of Paperboard Shipping
Containers, 1939, pp. 53-61.

zleoyd G. Reynolds "The Canadian Baking Industry" in
quarterly Journal of Economics, August, 1938.
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23
TABLE V111

PRODUCTION OF BREAD IN SELECTED CITIES, 1931

Production of Bread Milled-controlled Plants
Mill Other Mill Capa- Pro- Pro-

Plants Plants  Plants city duc- duction
% of tion Hs % of
Total capacity

Montreal..o 67,023 56,587 54 111,742 67,023 60
Torontoesse 71,366 58,068 55 168,255 171,366 45
Hamilton... 10,409 22,139 32 28,377 10,409 36
Ottawase.s. 15,894 8,603 65 22,928 15,894 70
Winnipeg... 29,162 12,344 70 60.514 29,162 48
Vancouver., 21,822 16,183 57 36,704 21,822 59

The fixed-price made the industry attractive to new pro-
ducers further aggravating the problem of unused capacitye.
The number engaged in the industry increased from 1,668 in
1921 to 3,173 in 1834.°* Prices fixed amongst the leading
producers, competition was carried on by means of selling
campaigns and advertising in a mad. scramble to wrest suffi-
clent business from each other. Bread was packaged in fancy
wrappings, sliced bread was offered the public, new loaves
were introduced claiming several v%rtuo: from vitamins A to X,
to being laxative. These were given attractive or high-
sounding names to differentiate the product. Frequent

delivery service duplicated that given by competing companies.

23 Evidence before the Price Spreads Commission, Vol V1, P.3668

24 pominion Bureau of Statistics, Census of Manufactures:

Annual Reports on the bread and other bakery products
industry, 1919-1934,
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Delivery men became salesmen working on an incentive-compensa-
tion basis. Liberal credit terms were made available to the
housewife to secure her patronage - sven freghpremiums and
stirring radio dramas were offered *junior" as an inducement
to demand "Mother's Home-baked Vitamin B-l Bread."

Bread is e staple product and as sfich the total consum-
ptien is not likely to be influenced greatly by such selling
and advertising campaigns. Whilst one firm might gain ssome
initial advantage for a short period, another firm will have
it later. The selling campaigns of the various companies
tend to neutralize each other in the long run, and the
ecompanlies involved find themselves with two now items of
cost - selling cost and advertising cost.

As these mount, profits are reduced. Eventually, the
price is raised under the price-agreement, to cover these
costs. The ecycle then starts off again. Higher price, hew
producers attracted, increased unused capacity, higher
unit costs, increased competition, increased selling costs,
reduced profits, increased price, and repeat, Some indica-
tion as to what this has meant to the consumer may be gleaned

from Table 1X.
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TABLE 1X 25
"SPREAD" BETWEEN FLOUR AND BREAD FRICES, 1913-30%
(cents)
Year Cost of flour Retail price Amount
used in making of bread of
1 1b. bread per pound "Spread"
1918.ccc0ccncce 1.80 4,2 2.40
1914.........0. 1.99 4.3 2031
1915........... 2045 4.7 2025
1916cc0cccscces 2.67 5.0 2,33
1917......0.... 4.07 7.0 2093
1918cse0cesscce 4,13 7.8 $.67
1919cececcsccee 4,04 Te9 3.86
1920s0c000000se 4.94 9.3 4,36
1921........ LA N ] 3041 8.1 4.69
1922¢c00c00cecs 2.85 8.9 4.25
1925.00c0cscscs 2.36 6.7 4,54
1924...0....‘.. 2056 6.9 ‘.34
1925.'.......... 3.30 7.8 *.50
1926..'........‘ 3.08 7.6 4.52
1927.....00...0. 2.87 7‘7 4083
1928............ 2066 7.7 5’04
1929...0........ 2.71 7.8 5.09
1930..0....0'..' 2.87 7‘5 5.13

——

—
e ——————nr—me—s

x Price series used: Flour-Manitoba 2nd Patent, car lots,
delivered Montreal (Dominion Bureau of Statistics); Bread --
white bread, retail prices monthly in 69 localities (Depart-
ment of Labour). Flour cost computed on the basis of 270 lbs.
of bread from a 196 1b. barrel of flour,

The extent to which selling costs enter into the price

of bread is best indicated by the figures in Table X below:-

Lloyd G. Reynolds - "The Control of Competition in Canada"
Pe 89
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TABLE X2

SUMMARY OF COSTS OF MAKING AND SELLING BREAD, CANADA, 1929
(cents per lb, of bread)

Mill- Large Smaller
controlled Inde- indep-
bakeries Pendents endents
Number of bakeries reporting 76 12 31
Flour...'.....'......‘.....‘ 2.38 2.39 2.58
Other ingr’dient'ooo.o-oo.oo 0.78 0.87 0.69
Baking costs
wa.s.sooocoooooo~ooo.oooooo 0.59 0.52 1.02
Wrappers and wrappingeeee. 0.14 0,13 0.24
Other 'blking co8tB8ececcens 0.33 0.39 0.21
Total blking COStBecossccee 1.08 1.04 1.47
Delivery and sale:
W&gel and commissionscececseo 1.11 1,16 0.73
Other delivery costSsscececee 0,59 0.59 0.23
M'Qrti.ins.oooocoooooooooo 0.12 0.14 0.02
Other selling costsesccccce 0,04 0.02 0.06
Total delivery and sale costs 1.86 1.91 1,04
Overhotdecscccccccceccsccsncne 0.84 0,71 0.61
Total coBtSececcerescceccccce 6e92 6.92 6.39

The lower selling cost of small independents makes

possible their entry into the industry in increasing numbers
as the spread between the fixed cost of component materials,
plant, etc., and the price of the product increases, that
is, as the selling and advertising costs of the larger
companies increase. This acts as a limiting factor on price
advances but results in the consumer paying a price equal

to thet required by the small inefficient producer rather
than benefitting from the lower price that should result
from mass production. In other words, the bensefit of large
scale operation under conditions of price-asgreement does mot

26 Ivid p. 87



accrus to the consumer but goes to support an armament

race between competing companies in wasteful duplication of
services and campaigns that ir no way add to the inherent
quality of the product iteelf.

The limitation placed upon further price increases by
the increasing entry of small independents with risimg price
can be avoided to some extent through the successful merch-
andising of nationally advertised goods. The consumer is
gullible and by means of high pressure advertising cem be
persuaded to pay more for trade-marked goods. It ie mot
uncommon to find people paying .substentially more for an
advertised brand than for unadvertised goods scld on a
price besis. The quality appeal is used and no one wishes
to be guilty of purchesing inferior goods. If they rely om:
advertising to decide for them which is quality and what
is inferior, (and how many don't?), they most likely will
pay the additicnal levy required to support the selling and
advertising costs introduced by price-agreement.

The baking industry cese is repeated in one imdustry
after another, where price-agreement or price leadership exists.
A good exsmple of the same thing in the case of price-leader-
ship 1s the oil industry. The price of gasoline is set by
Imperial 0il Compeny and followed by the large producers. As
price 1s set, competition is carried on the basis of retail

outlets. An effort is made by these companies to locate
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"oompany" servies stations at strategic locations and "sign
up" independent dealers by contract to purchase gasoline ex-
clusively from the one company.

The building of service stations involves keen competi-
tien for favourable locations and results in very unecenomic
duplication. The following evidence given by an independent
refiner and marketer before the British Columbia Royal
Commission on Coal and Petroleum Products, 1936, gives scme
indication as to extent of this competition. He testified
as follows:-

"When we come to buy a site for a service station we
invariably find, if there 1s a service station on one corner
that same company owns the other cormer, in order to prevent
at least I surmise that is the reason, I do not see any other=-

another competitive station being erected on the other side
of the street."27

This costly duplication of services and investment in
land and buildings, of course, appears as an item of cost
in calculating the price of the product to the consumer. In
addition, there is a duplication in delivery service to
numerous consumer accounts. Theee are comprised ef pumps
placed in "fleet owners" garages and large users, and
farmers oftentimes.

This added cost reduces the producer's margin of profit
where competition is keen and eventually results in an in-

creased price to the consumer.,

21 Province of British Columbia, Royal Commission on Coal
and Petroleum Products, Report, Vol. 1, p. 73.
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These uneconomic items of cost are introduced wherever
price fixing agreements occur. Let us look at a case where
our Government itself has been responsible for introducing
such price fixing. In Canada today, the price of milk is
generally fixed by milk boards operating in the larger
cities throughout Canada. Each large dairy sells its pro-
ducts at the same price as the others. This is with the
Government's blessing. This was done in order to protect
the milk producers. Competition being killed in the price
field, it is common practice for the dairies to compete
with each other by means of advertising their products, and
through delivery services. As milk is a fairly standardized
product, and must econform to certain health standards, it is
impossible for one company to claim special virtues in their
product agalnst anothsr; therefore, the most common practice
is to compete in delivery service. Even the most casual
observer, can recall the uneconomic duplication of services
by his own door. It is not unusual to have as many as five
or six different milk companies employ salesmen (not delivery-
men) on & commission and salary basis to cover the same area
of the city.

This practice is also true of the bread delivery men, the
newspaper boy, the dry cleaner and the laundry men, etc. Gas-
oline -trucks of one company often cover the same route as gasoline
trucks of a second company which is, like as not, selling

8 product originally bought from the



first company. This practice can be found in many fields of
economic activity, today. During the war, due to a shortage
of gasoline, the Government took steps tec reduce this un-
economic duplication of delivery services. Delivery services,
such as those of departmental stores, were pooled. Daily
deliveries by soft drink companies' trucks were reduced to
once or twice a week. As pointed out before, it is the con-
sumer who pays for these added costs created through a
scramble for business between ;ompotitors who wish to0 main-
tain price.

As a part of the selling expense, we find an unwholesome
pradtice, as far as the consumer is concerned, developing as
a selling aid for more expemsive consumer goods. This is th e
wholesale development of credit selling. To gain advantage
over competitors, firms have introduced the instalment plan
of buying, and eredit terms to customers. This practice heas
developed on an ever-widening scale but is another that the
Government has found necessary to restrict during wartime,
Instalment buying plans, coupled with high pressure advertising
and selling, ars more than a match for the easily beguiled con-
sumer. The salesman and advertiser create a demand for the
product and the credit plan allows the consumer tc spend next
yoar's earnings to obtain it. Credit purchases on next year's
earnings pre-supposes that the buyer will be employed during

the next year. If anything happens that may cause him to lose
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Qis earning power, he is out of luck as his creditor generally
retains a lien upon the property.

The consumer 's best protection against such practices is
free enterprise as visualized by the classical economist.
Competition in price,and quality in relatiom tc prieeyusually
guarantees the consumer thet he will obtain the article at
a price allowing only a modest mark-up for retail selling
and menufacturing profit. However, as there appears to be
a tendency amongst the ccrporations to fix price and consider
sny competition in price as cut-throat ecompetition, and alsec
amongst the Govermments to fix prices amongst agricultural
produets in order to'protect the producer, it is questioned
as to whether anything can be done, in this country anyway,
to return certain sections of industry to the practice of
private competition. As pointed out in the more complex lines
of industry, there is net sufficient markets in Canada teo
support additional corporations of comparable sitze to those
that now dominate this field.

The consumer, however, has one very good means of pro-
tecting himself frem exploitation on many of the smaller every-
day lines that he buys. This is the consumer's cooperative
movement. The history of this movement, in Buropean countries
in particular, has ably demonstrated its power te protect the
consumer against high prices for products most commonly used.
They have made slow but steady progress in this country, par-

ticularly in the finance field in the province of Quebec, where
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gredit unions have established a very fine record. Consumers'’
retail stores cooperatively owned, have been slow in gaining
a foothold }n Canada, and are to be found usually in communi-
ties largely pecpled by Scandinavians. For example, in the
Lakehead area, -the Finnish people operate two retail cheins,
that successfully compete with privately owned enterprises.
This, however, is omly a very small beginning, for to be of
much benefit to the consumer, conmsumeri' ccoperatives must
develop beyond the retail store stage through the wholesale
stage to the manufacturing field. Should this be accomplished
and the retail cooperatives organized to the point where they
can enter the field of manufacturing, then it will be
necessary for corporate industries to mest the price of these
cooperatives. As a cooperative store is operated by cone
sumers as a service to the consumers and not for profit, the
goods are sold to the consumer at cost plus handling charges,
when the dividend is considered. Develcopment of such insti-
tutions would act as a very good yardstick or control against
exploitation of consumers,

Another protection afforded the consumer, temporary as
it may be,is the advent of the chain store. The hue and cry
against chain stores cutting prices through the use of
"logs~leaders” etc., was loud and long and resulted in
Government legislation limiting these practices?a The Retail

28 A new section (498A) was inserted into the Criminal Code
in 1935 - See Appendix X.
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Merchants' Association do not like chain stores because they
cut price. The consumer, however, benefits in a reduction
in price due to the more efficient distribution system of the
chein store. The chain store also hgd an advantage in buying
power cver the individual store. This was alsc corrected
through legislationzsbrought about by pressure on the part of
the retail merchant's association. However, one must look
ahead and visualize what conditions would be if the chain
store eventually managed to cormer allthe retail business.
It is not unlikely, if such a thing occurred, and it is
quite possible that it could, that price fixing might also
result between the two or three large remaining chain stores.
It would appear then that there is the means of protection
that the consumer may take himself through the Consumers' 8o-
operative in the retail field, however tobe effective it
should go beyond the retail field to the wholesale field to
the productive field. This is a slow and long development
which will require the very best of organizers who will have
to be very public spirited or well-paid (probably b&fh) to tackle
such a thankless task. Coertain grcups have formed what are
known as Buying Cooperatives. These ars on a small scele
usually restricted to individual lecalities, for the purpose

of purchasing such farm goods as fertilizers, batteries, and

28 A new section (498A) was inserted into the Criminal Code
in 1835 - See Appendix X.



general farm hardware. Cooperative ownership is also found
in the public utility fisld., To date, such organizatioms are
still in their infancy. While some attempt has been made to
enter the larger fields such as gasoline and o0il, 1ittle
benefit has accrued the farmer other than soms reduction in
price obtained through elimination of middle men. Until
cooperatives are able to enter the production field they are
able to offer protectiom only against price fiximg by retail
and wholesals groups. Such cooperatives as exist today im
this country offer little or no protection against the

large corporations controlling the production of consumer
goods. As a matter of fact, many manufacturers recognizing
their potential threat refuse to sell cooperatives. Imperial
Tobacco Company and the agricultural implement manufacturers
are cases in point,

In highly specialized lines such as the preductiom of
electrical equipment, petroleum,refining, cement manufacture,
synthetic fertilizer production, and automotive and farm
machinery lines, there appears to be littles likelihood of
consumers cooperatives protecting the consumer. Not only are
the fields of production controlled but usually the field of
marketing. There is an lécreasing tendency today on the part
of large corporations to expand their activities to the field
of distribution. For example we find the oil companies sup-

porting large chains of filling stations paid for by the cone
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sumer through the increased cost of gasoline., The duplica-
tion of services offered by these stations is only too obvious.
There may be as many as four stations on one intersection of
any large city. Most likely one of these stations could cater
to the needs of the motorist in that area, and yet due to the
selling mnd merchandising activities of thess so-called com-
peting oil companies representation is found by the four
companies on the one corner,

Fortunately, in Cenada, such lines as clothing, furni-
ture manufacture, flour milling, meat packing and some food
processing industries are fairly competitive. Thus the eon-
sumer is afforded a measure of protection in some of the
items he requires in daily life. How long this will continue
is doubtful considering the trend toward monopoly, price-
fixing and priece leadership.

In the specialized fields however, the manufacturers
generally charge the consumer what they feel the traffic will
bear. TWhere the field is not under the comtrol of monopoly,
it is usually dominated by manufacturers maintaining price
by means of price-agresment or price leadership. Unused
capacity is common and competition, instead of being on the
basis of price, is in services, consumer credit, advertising
and selling. These increase unit costs with a resulting in-
crease in price to consumer. In many respects price-agree-
ment and price-leadership, being less efficlient than monopoly,

are less desirable.
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. Organized consumer greups have been discussed as a
possible protection to monopoly, price-agreement and price-
leadership. Cooperatives appear to be a useful counter to
abuses by public utilities and the retail trade but have not
developed sufficiently to protect the consumer against ex-
ploitation by the manufacturer. It would appear that govern-
ment regulation offers the only hope of protection to the
consumer a gainst corporations dominating the majority of our
manufacturing industrye.

This regulation was recommended in the report of the
Price Spreads CommitteeZ® A Federal Trade and Industry Com~
mission was proposed having the following main functions:§0
(i) Rigorous administration of an amended Combines Investi-

gation Act3l for the purpose of retaining and restoring

competition wherever possible.

(i1)Regulation of monopoly in those industries where compe-
tition cannot be restored or enforced.

(111 )Approval and supervision of agreements regulating prices
and production, in industries where competition has
proved wasteful and demoralizing.

(1V) Prohibition of unfair competitive practices, using methods
similar to those of the United States Federal Trade
Commission

(v) Administration of existing and proposed laws for the pro-
tection of the consumer,

Price Spreads Report of April, 1935,

S0Lioyd G. Reynolds: The Control of Competitiocn in Canada,
pp. 147-148

Slsee Appendix X1.
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(vi) Regulation of new security issues
(vii) Conduct of general investigation, and such special in-
quiries as may be necessary for the fulfillment of the
above functions. Full publicity was to be given to all
findings of the Commission.
Item (1) was weakened through the smendment of the Combines
Act in 1935; However, the Act was restored to approximately its former
strength, as conceived in 1928, by its further amendment in
1937 returning its administration to the Department of Labour.
Competition could be retained and restored through the rigerous
administration of this Act, 28 well as Sections 496, 497 and
498 of the Criminal Code of Canada. However, sufficient
administrative staff will have to be supplied, as well as
machinery for deteoting offenders and bringing them to court.
Section (1i), subsection 1, of the Act provides that
"Any six persons, British subjects, resident im Canada of the
full age of twenty one years" mey request an investigatien
into an alleged combine and "shall place before the Commis-
sioner the evidence on which such an opinion is based." In-
quiries may also be undertaken at the request of the Minister
of Labour. However, the Cormissioner may not, as he could
under the Act of 1923, institute investigations on his own
initiative. If this right were restored and sufficient staff
and encouragement given,much could be accomplished under this

plece of legislation.

Item (i1) recognizes Canada's plight regarding small
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population and geographic sectionalisme Under these conditions
monopolies cannot help but exist. Amy effort at "trust-busting"
would probably serve only to create several small inefficient
producers in place of a mcderately sized plant able to produce
in economic quantities. Regulation of these monopolies can take
place hawever to ensure the consumer the lowest possible price
on the products of these corporations. Steps should be taken
to guard against restriction of output to maintain price, price
discoriminstion in certain areas and the maintenance of price
in good years and bad. The Patent and Tariff Acts could be used
te advantage to supplement the work of the Combines Act to
regulate monopolies. As matters now stand, if the Commissioner
reports that a combine exists, customs duties are reduced on
the product removing any tariff protection it may have enjoyed.
The Patent Act gives an imventor (or more usually a
company which holds the rights) the exclusive right to expleit
his process for a period of seventeen years. This is a
monopoly privilege and can be withdrawn if abused. More care-
ful regulation oceuld be provided if this could be policed by
an adequate staff who were permitted to institute investiga-
tions on their own initiative. The fellowing provision is

already in effect, but rarely invoked:-

"Any person interested may at any time after the expira-
tion of three years from the date of the grant of a patent
apply to the Commissioner alleging....... that there has been
an abguo of the exclusive rights thereunder and asking fer re=
lief,
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Abuse as mentioned above, can be said to exist "if the
p&tontod invention is not being worked within Canada on a
commercial seale, and no satisfactory reason can be given for
such none-working" or "if any trade or industry in Canada....
is unfairly prejudieed by conditions attached by the patentee..
esoto the purchase, hire, license, or use of the patented
article."S2

The Commissioner of Patents working in conjunction with the
Commissioner of the Combines Investigation Act, both given
adequate staff, a consulting goup of experts and authority teo
rigorously regulate monopoly, could do much to put into effect
the second conclusion of the Price Spreads Report listed
above. Unfortunately, the bill introduced into Parliament
in 1935, based upon the Price Spreads Report, omitted items
(11) and (iv) ecovering the regulation of monopoly and of un-
fair competition practices. However, the authority to reg-
ulate monopolies is available under the Combines Act and
Patent Act providing encouragement and staff 1s forthcoming
to provide "rigorous administration,"

The Section of the Act, legalizing price and production
agreements, was rejected by the Supreme Court of Cenada when
submitted for a test of validity by the Liberal Government
later. This, of course, was in the interests of the consumer
and leaves recommendations (i), (v), (vi) and(vii) in effsct,

with (11) and (iv) unacted upon and (1ii) invalidated.

2 The Patent Act - Sections 65-66
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Every effort should be made to have the two recommenda-
tions (11) and (iv) given legislative effect.

Whilst recommendation (vi) was included in the Act, little
has been done to regulate new security issues. Administration
of the Companies Act consists of slightly more than scrutinizing
applications for "letters-patent” to see that they are in order.
Hore agaln, as in the case of the Administration of the
Combines and thi Patent Aets, lack of adequate staff makes
impossible regulative action. It would not appear that any
government to date has been .disposed to institute rigoraus
action under any of these Acts.

Regulation of new securities could be a very effective
protection to the comsumer if givem liberal application. If
"gtock-watering" could be prevented, profits would be shown
against actual capitalization rather than in relation to an
inflated capitalization. Profits, thus shown, would be con-
siderably higher and likely to be subject to excess-profits
tax, thus eliminating the incentive to charge high prices.

Iwo other safeguards would be required to assure a fair asses-
ment of profits. First, in an effort to limit uneconomic
wolling and advertising costs, these should be limited to a
percentage of net }noomo. Such expenditures could be taxable
on a sliding-scale in an effort to keep them to & minimum.
Secondly, promotors' profits should be heavily taxed to dis-

courage mergers and combinations engineered merely with the



ohject of enriching some professional promotor drawn from the
field of finance. Securities issued in return for anything other
than cash should receive the closest scrutiny to ascertain that
value was received for value given. Anything that can be done
to eliminate "stock-watering" is in the interest of the consumer.

The previous paragraph referred to selling and advertising
cost. These should be kept to an economic minimum in the
interest of the consumer. Taxation could provide the answer
to this problem. This added to the elimination of price-
agreemsnt through & more aggressive application of the
Combines Act could do much to curtail this added item of coet
to the consumer.

Protection against cartel agreements entered into by
monopolies can be given by making it compulsory that such
agreements be publicized. Publiecetion of tﬁese agreements will
make possible recourse under the Combines Act, Tariff Act and
Patent Act to correct moticeable abuses. Publicity given to
investigations made under these Acts will alsoc serve to act
as a deterrant to malpractices of the part of corporationms.

The initiative should not be left to the consumer, however,
but should be taken by present government agencies or additional
one's set up for the purpose of properly policing industry in
interest of the consumer.

The consumer, unlike the producer, labour end the manu-

facturer, is unorganized. He must rely upon the government for
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protection. This the govermment can give through:-

1. Provision of more adequate information to consumer. Pub-
lication of cartel agrecments end investigation into restraint
of trade, in order to acquaint the consumer with the practices
of those who attempt to expléitihim. Government grading of
products according te quality, standard and s:?-standard 80
that the eorsumer can judge the value of £hs article. This

is provided for under the Act to Esteblish a Dominion Trade
and Industry Commission. (See Appendix X11)

2. Proper regulation of industry under the Combines Actﬂ'tho
Companies Act, the Tariff Act, the Patent Aot, Section 496-408
of the Criminal Code, and by means of taxation to reduce
selling costs and promotors profits to the minimum. This
regulation should endeavour to retain and restore competition
wherever possible. Where competition camnot be restored or
enforced, monopoly should be closely scrutinized to assure

the consumer that the prices charged are in keeping with
production costs, that the quality is not impaired to increase
its sale or support the price of another product produced by
the corporation, or that technological change is mot resisted.
3. Encouragement of consumer cooperative ownership by means

of favourable legislation and educatien.

4. If the government canrot protect the consumer by regulation
of industry and the maintenance of competiticn, the consumer

should be protected by government ownership. This, it is felt,



ghould be cnly as a last resort, after all attempts to maintain
competition and regulate monopoly have failed. If monopoly
fails to respond to govermment regulation it should either be
replaced by govermment monmopoly, or better still, by government
competition. Competition offers the consumer the best protec-

tion, as it eliminates the inefficient operator.
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CHAPTER 1V

THE CORPORATION AND LABOUR

It was estimated im 1929, that 92% of wage earners were
in the employ of manufacturing corporations. This was in
the United States. As the railroad field is almost completely
under the control of quasi-public corporations, empleyees in
this field may be considered as corporation employees.
Banking and Insurance Companiss have used a corporate form
of organization since early days. Public utilities are
almost wholly corporate im structure, as is the mining
industry. The American mercantile field is slowly coming
under corporate sway, along with the textile industry
although the progress in these fields has been somewhat
delayed. Quoting from the 1931 Canadian census, approx-
imately 42.5% of the pppulation made up the working classes
and 25.7 was made up of middle class including small and
medium business people, professional, technical, managerial,
white collar workers and independent industrial workers. As
about half of this middle class group can safely be estimated
as being not independent, they can be assumed to be working
for corporations. Hence over 507 of the tetal population
of Canade might well be employed by corporations in some
fleld of industry or other.

With the development of large semi-public corporations
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engaging in mass productive methods, such as Ford, General
Motors, and Chrysler in the automotive business, a great
number of employees have besn drawn into areas where these
corporations locate. Concentration of workers into communi-
ties dependent upon these huge industries has taken place.
Taking the automotive industry as an exampls, those engaged
by these three large companies are immediately concermed,
but many others engeaged by firms producing component parts,
such as chassis assemblies, bodies, tires, etc., are in-
directly dependent upon the three large corporations engaged
in this trade. Steel companies, transportation workers,
plate glass manufacturers, and others, are also affected.

Mags production methods require that once a new model
goes into production, that the plant work at capacity until
the full years production is completed in order to realize
full effieiency ocut of operation. In peace time this meant
a peak production by Ford, Chrysler and General Motors
during a portion of the year followed by partial lay-off for
several months. With a reduced market, as in the time of
depression, this situation is aggravated to the point where
inadequate employment is available to support communities
such as centre around these industries.

The large corporations engaged in such mass-production
methods, have attracted large followings of skilled workers

who are settled in the community adjacent to the plant.,



Anything that affects the affairs of these corporations

immediately results ir large scale suffering in the adjacent
commmity. In other words, the health and welfare of large
communities built around these imdustries depends upon the
state of health 3in the business field of the corporation on
which they have come to depend for a livelihood. Whereas in
the time of Smith, a small handful of workers scattered through-
out the land may have been affected through adverse conditions
affecting the trade in which they were engaged, industry was
widespread and labour was not so highly specialized that it
could not turn to some other means of livelihood usually
quite c¢lose at hand. Today skilled workmem and unskilled
labour have beon concentrated into particular areas in large
numbers. This works against the possible mobility of labour
in transferring to some other employment and the large num-
bers tend to concentrate the effect of the slacimess in their
trade into one or two particular areas.

True, corporations are now able to and do usually pay
good wages for skilled labour. However, the labourer has
given up considerable security when he traded high wages as
a price for independent effort. There was a time when such
a concentration of labour placed the corporation, that chose
to take advantage of it, in a very favourable bargaining
position. However, with the advent of labour unions and

organizations, such exploitation has been stopped to a large
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extent, and occasionally, during "boom" periods, labour has
been known to exploit the corporation instead.

With the growth of large corporations, a corresponding
growth has resulted in trade unionism, and latterly a more
aggres;ive type of plant umionism organizing all workers re-
gardless of trade has appeared in the form of the C.I.O.
Certaln corporations expléited labour, labour organized and
as stated before have, in rare instances, taken their turn
at being the exploiter. A good example of this is some of
the activities of John L. Lewis' United Mine Workers. It
is unfortunate indeed that both sides have been guilty of
abuses. Unless they can learn to work together nothing but
chaos can be expected. This business of having the corpora-
tion have its inning during a depression and them labour
having its inning during a perioed of full employmeat will
only aggravate the situation causing booms to be higher and
depressions to be lower and resulting in the constant frictiom
betwsen the two classes. Enlightened corporation management
Imows this, as do sound labour leaders. -Unfortunately, un-
scrupulous operators in control of some managements still
porsist in antagoniting labour, and unserupulous racketeers
might almost be suspected of stirrimg up trouble in some
unions for their own personal gain.

More and more, corporations are coming to realize the
advantage of empleyee relations. The more aggressive cor-

porations, realizing the importance of this, have set up
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departments to deal with this problem. Efforts are made for
the education of the employes, group insurance and hospitaliza-
tion plans are made available tc employees, as are pension or
annuity benefits, and in some cases stock purchase plans.
Efficient and w;11 developed traiming programs are instituted
in an effert to aid the employee to better himself and at

the same time to develop better employecs. Recreational
facilities and sometimes even housing projects are provided.
Leabour on the other hand is being taken more and more into
the confidence of management and is sometimes included on
labour-management committees. Such harmonious communion is
needed to appreciate the problems of each other.

The government, both provincial and federal, have recog-
nized the need for protecting the worker against exploitation
by massive industrial concerns. This is evidenced by such
legislatior as "The Workingman's Compensation Acts, Minimum
Wage Laws and legislation facilitating the organization of
workers. Faetories are inspected as to proper working con-
ditions and facilities., Every effort is exerted to eliminate
unnecessary hazards to the workingman's safety and install
protective safeguards against such hazards.

The federal government has also recogmized the retarda-
tion of Labour's mobility brought about by the high speciali-
zation of skills required under mass preduction methods with

its extreme division of labour. Such specialization leaves
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an employee ill-squipped in time of unemployment, to tura his
hand to some other task. He is a master of his craft but
usually his training is not sufficiently varied that he can
turn to some other trade with ease. The government recently
established Unemployment Insuramce to assist such workers
during "eff-seasons" in their trade. This is contributed to
partially by the worker, but for the greater part by the
employer and the government.

On the whole, the corporation is beginning to recognize
the value of satisfied healthy employees. Labour itself,
has done much to ensure this recognition through strong labour
organizations. Not all corporations welocome labour unions,
particularly of the international variety, resenting dictatiom
from outside sources. Many of these, however, have no
objection to and quite oftem sponsor "plant umions" or
"company unions" composed of their own employees. Whatever
the bargaining agent recognlized, be it organized on a trade
basis, plant-basis, Catholic Syndicate or a company unionm,
labour unions have been making steady headway and supple-
mented by goverhment legislation have placed labour in a
fairly strong bargeining position in its dealings with the
corporation,

Oddly emough it is not the corporation of monopolistic
size that has the poorest working conditions for labour. As

a rule, these large corporations, in view of their ability



to maintain price in the face of good times and bad, and
their avoidance of high selling costs due to the lack of
competition, are able to treat their employees well. As

a matter of fact, they find it "good business" to do so.
Their ability to pay good wages is occasionally held up as
an argument in favour of monopoly in am effort to counteract
the public antipathy toward such control of industry. Many
of these firms support "Employes Relations Departments"
which make every effort to foster "company" spirit amd
loyalty among the employees. The activities of these depart-
ments often go to great lengths, sponsoring training and
recreational programmes, hospltalization, annuity, stock-
purchase and insuramce plans and many activities in the
employees' interests.

It is just as well that these larger companies are
coming to a recognition of the growing dependency of the
employees upon such institutions. It is thess larger cor-
porations that have brought mass-production methods to their
present hizh stage of development with the consequent
buildiné of large communities of workers around them. It
is they who have required the worker to develop one-sidedly
to skill himself for a particular taske And it is they, who
have eliminated alternative employers im the same industry
elther through absorbing them, crushing them or by preventing

them from arising. These firms must assume the obligation of
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responsibility for the army of workers they have built around
them, at least in part with the governmment, by means of super-
ennuation, unemployment coverage, hospitalization, sickmess
and accident benefite, and proper compensation.

Much of this is now in effect in the more emlightened
corporations. The unemployment and superannuaticn coverage
having perhaps, made least headway. Labour is not too
badly treated by most of the larger corporations, particularly
where it is organized, and some firms, such as the Imperial
011 Company offer their employees many benefits. Oftentimes
labour is in a much stromgerposition than the "white-ccllar"
workers who lack orgeanization. These comprise the office
staffs, clerical help and a host of foremen, techniclans,
and checkers. Usually, though, the white-collar worker- is
not as subject to lay-off as 1s labour with fluctuatiens in
production. True, he does not get paid for overtime but
he is usually retained during off-peak season. Furthermore,
the work of office steff, at least, 1s not so highly special-
ized that the worker canmot find similar employment elsewhere,
There are employers, however, who do take advantege of this
group of employees due to their unorgenized positien.

Labour, itself, where highly organized is not without
ecriticisme. It has been known to resist attempts to improve
efficiency through general resistence to the introddction of

time and labour-saving devices. Slow-down activities are not

131



132

wnknown to labour either. Coale-mining is one case where the
intreductien of new machines has met successful resistance.
Labour's criticism of these changes in the interests of
greater efficiency are roughly as follows:-  TWhere the
productive capacity of an employee has been stepped-up
through such studies or by means of a new machine, the
employee does not receive increased compensetion. Usuelly
the labour force is reduced instead, therefore labour does
not benefit.

This ecriticism is unsound if the increased efficiency
results in a reduction in the price of the product. Such
reduction in price would probably result in an inoreased
demand for the product which evemtually would require the
hiring of additional labour. However, if the price cf the
product is fixed then it evolves into a squabble between
management, the shareholder and labour as to how the saving
should be distributed, with labour having a pretty good
case for a share of the melon.

Labour uniens should bear in mind that they, as well as
new machinery, have been responsible for labour lay-cffs.
Prior to the advent of uniens, large companies were required
to keep a labour reserve on hand. This reserve is now main-
tained by the union for several such companies, For example,
wharf warehouses at large ports were required to retain a

nucleus of stevedores in reserve at all times awaiting the
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arrivel of a ship. At a port such as New York there would be
20 or 30 such warehouses or dock-lcading sheds each mainteining
a reserve of 20 or so stevedores. This meant that for the

port perhaps 400 to‘foo were always on calle The unionweffice
now supplies the ste;edores, maintaining a reserve of perhaps
100 men . This economy of labour was introduced with the
advent of unicnism. Orgenization made possible the more
efficient distribution of manpower. Surely then, labour

cannot resist changes introduced by management on the grounds
that jobs will be eliminated.

It is this trend of thought that leads the glass-blowers
union to request the bottlers union te break as many bottles
as possible, or, coal miners tc insist on mining coal by pick
instead of machinery. Enlightemed uniocn heads are as anxious
to eliminate this type of uneconomic thinking as is manage-
ment. On the other hand, corporations should recognize the
increased productive capacity of the worker resulting from
improved techniques. With the introduction of new ideas
enabling the employee te produce two articles where one was
produced before, or where a part can be machined im a single
operation where it previously required two, recognition of
increased efficiency in the form of additional compensation
or a reduced working week would assist immensely in securing
Lebour's cooperation. The better corporations recognize this

and make an honest attempt to work hand-in-hand with their
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employees with the result that many economies that are possible
are quickly adopted.

Labour is much more likely toc be abused by corporations
party to price-agreements than by those in a monopoly position.
As was showr in the previous chepter, price-agreement has a
tendency to introduce Munused capacity". Unused capacity linked
to a fixed price, creates great pressure to engage in costly
selling and advertising cempaigne in order to attract a
measure of business from competing firms. Each retaliates
with programmes of their own with the result that their
campaigns tend to neutralize each other. This introduces two
new items of expense, selling cost and advertising cost, to
the unit cost of the article, reducing the profit and even-
tually necessitating an increase in the fixed price. However,
as the price is increased, the industry becomes increasingly
attractive to indepéndent newcomers, with a resulting inerease
in unused capecity and in competition. Under the pressure
of this competition, the corporation makes every effort to
reduce unit costs by whatever means possible. This could be
accomplished by reducing labour cost and this is attempted
by some. However, minimum wage laws afford protection
against this sort of thing and the larger corporations observe
these laws much better than do smaller concerns,

It is in the highly competitive field spurred by excess
capacity, that labour suffers most. Where excess capacity

appears dus to a change in the public demend, beceuse of overe
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optimistic expansion im an industry or even as a result of

the expension for war production, cutthroat competition results.
Prices fall and normally the excess capacity is eliminated due
to the failure of the least-efficient. Where workers are un-
organiszed and have a limited choice of jobs, as in small

Quebec towns, an employer may continue to survive by means

of large wage cutsp

Small industries requiring little capital, such as
baking. garment-making, printing, retailing and repair shops
attract many small newcomers attempting to set up in business
for themselves. This is particularly true during periods of
widespread unemployment. This introduces excess capacity
with resulting cutthroat compsetition. Labour engaged on a
"piece-work" basis have been know to be badly exploited in
the clothing and furniture trade. Owners of small bakeries
and retall stores often work themselves and their families
long hours in order to ske out a bare living under these
highly cempetitive comditions. Actually, the inefficiemcy
of their operation is offset by their reduced wages and long
hours thus enabling them to stay in business.

This can occur where labour lacks mobility, particularly
during periods of unemployment, where labour is in a weak
bargaining position either through lack of organization or
education (or both), or where government enforcement of
minimum wage and industrial standerds laws is weak through

lack of staff and/or initiative. Adequately enforced wage
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legislation, qualified government employment agencles and
Unemployment Insurance properly administered could go a long
way towards eliminating this problem. The first emsures a
fair minimum wage w‘hilst the second and third tends to increase
the mobility of lsbour,

Large corporations controlling plants spread across the
country, or even in several countries, have been known te
favour an area offering "cheap labour" in preference to a
section where labour rates are higher. This has led to the
migration of the industry from one section of the country
to‘the other, or from one country to another. This occurred
in the United States with the movement of certain industries
from the northern states to the "unorganized" south. It has
also occurred in Canada to s ome extent with the centering
of certain mamufacturing iadustries such as leather-goods and
clothing im the Province of Quebec. Where lower labour rates
are available, corporations are tempted to transfer their
activities into these areas, if the pressure of organized
labour for increased wages becomes too insistent elsewhere in
the country. Labour's best protection against this is more
wniform minimum wage and industrial st;.ndarda laws between
provinces,

Insofar as the modern corporation effects labour, then,

it would appear that the workers by means of union organiza-

tion have placed themselves in a fairly strong bargaining
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position. Provimcial end federal regulation has been fairly
extensive in an attempt to protest the employse against ex-
ploitation. This legislation has guaranteed the worker a fair
minimum wage, compensation against industrial accidents and
allments, the right to organize, safe and proper working con-
ditions, and lately, insurance against unemployment. However,
more uniformity in minimum wage laws and labour standards
between provinces is necessary, as is more adequate enforce-
ment.

The federal govermment, through its old Employment Ser-
vice, now superseded by the Unemployment Insurance Commission
hopes to offer an employment service to assist idle labour to
locate work. To this might be added social legislation
similar to Unemployment Insurance to provide for the Super-
annuation of workers on a contributory basis., Hospitalizationm,
sickness and accident insurance and life insurance might also
be added. The more enlightened corporations have not waited
for govermment action in these fields but have introduced such
benefits through their Employee Relations Departments.

The corporation does effect labour adversely however,
through its tendency to reduce the labour's mobility. The
concentration of large masses of workers into particular
areas plus the extreme divisionm of labour makes these workers
highly dependent upon the company. Their lives are tied to

that of a legal entity, usually semi-publicly owned, though
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not publicly controlled. This large business creation
probably is controlled by management or by means of some
legal-device such as the holding company eor voting trust.
In any case, its future and present operation are most
likely to depend upon the decision of four or five men.
These few men probably have but a small business share in
the enterprise, and the workers as well as the shareholders
must depend upen their integrity.

Corporations of the magnitude of the Canadian Pacific
Railway employ thousands and thousands of employees. The
railway is to all purposes semi-publiely owned when one con-
siders the wide dispersion of its stock. The workers depend
upon wise and able management to meintain sufficient business
to provide them with continuing employment, as do the share:
holders to provide a fair wage on their invested capital,

Labour's problem hers is capital's preblem also. Any-
thing that can be done to assist in the more accurate deter-
mination of who are the best managers and in methods to make
this informatiom available to labour and investors will assist

in the protection of both groups.
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CHAPTER V

THE CORPORATION AND THE PRIMARY PRODUCER
AND SMALL MANUFACTURERS

The Modera Corporation due to its size, has tremendous
bargaining power not only in the field of labour but in the
primary products market where it purchases the components
for its products, the goods it is to merchandise, or the
products it is to distribute. This fact is evident in the
business dealings around us in our every day life. For
example, the chain store is in a much better buying position
than is the independent corner merchant for the produce of
the farmer or the local cannery. He is able to buy in
quantity due to his greater number of outlets and due te
his greater turn-over each year. Most producers are tempted
to give a reduction in price in order to dispose of their
entire production through perhaps one sale. This is againm
true of the incrsased purchasing power of large department
stores such as Eaton's, and Simpson's, over the independent
small clothing merchant, or hardware store. Large corpora-
tions also are able to take advantage of cash discounts, where-
a8 small shops are often required to depend upon bank loans,
or credit arrangements in order to purchase their stock.

On a larger scale, meat-packing companies and large
canning ocompanies, are able to refrain from buying until the

market is right. Im the case of the meat-packing companies
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this might involve gearing their purchasing, and their killing
and packing programs to such periods of the year when farmers
and producers worry about disposimg of excess stock and begin
to flood the market with their products. Where the packing
industry is ddvided between one or +two large firms very often
they cooperate in their efforts to beat the producer down.
Where the entire processing industry is in the hands of a few,
the price can often be beaten down to the point where the
producer fails to get a fair return for his products.

The same is true in the canning industry. If the canneries
stay out of the market until it is glutted, producers often
become panicky and are quite willing to sell their entire
crop at a low figure in order to dispose of it. In the canning
industry it is quite common to have producers in the area gear
their production to figures set at the begimning of the seasen
by the canning companies for disposal to these companies at
a sot figures. This practice is also common in the sugar beet
industry.

Tobacco growers in Ontario and Quebec had considerable dif-
ficulty in dealing with the Imperial Tobacco and Tucketts
Tobaceo Companies (one and the same) prior to the setting up
of cooperative organizations. These companies not omly graded
the tobacco but set the price the farmer was to receive at the
end of each growing season for his products. Usually they

bought the entire output of the farmer and unless he was
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satisfied with the price proffered, he was pessed up by the
buyer entirely im emsuing years.

Before Government intervention in settinmg a stabilized
price, milk producers experienced great difficulty in their
dealings with the large dairies. Considerable cause for
complaint still remaims however, even though this industry
operates under direct Government supervisjom. Dairies still
reserve the right to pay a reduced fee for surplus milk
received. As they have a right (or take the right) to de-
clare what is surplus and what is not, and the producer has
no means of checking this, he must accept a reduced price
for a ;ortain portion of his milk shipped to the dairy.
Egg-grading, quite often carried on by the purchaser for
cold storage or distributing compenies, is also open to abuse.
As both the grading and the price are at the discretiom of
the gradimg station operated by the purchaser, considerable
latitude is allowed such a distributing agency. The pract-
ice is to purchase eggs during period of high production
when the supply is heavy upon the market, and the price is
low. These are then stored for distribution on the market
during periods of high price.

Flour milling in this country is under the control of 6§
or 6 large milling corporations. As the price of flour is
pretty well fixed by agreements between these compamies,

every effort is made by them to keep the prices paid for
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wheat at the lowest figure possible im order te ensure high
profit returns to themselves. Despite the fact that they
are practicaslly the omly domestic market for wheat, they are
able te exert little influence upon the price paid. This is
because wheat :is gold on a competitive market - the Winnipeg
Grain Exchange. Most of Canada's wheat crop is exported,
with the result that prices on the Winnipeg exchange follew
those at Liverpool fairly closely.

Fishermen in certain parts of Canada, particularly in
Nova Scetia, and in the Gaspe areas, are completely under the
thumb of large fishing companies. Some of these came frem
the Isle of Jersey, originally, but im most cases regardless
of whether they be Cenadisn or 0Old Country firms, they are,
through keeping the fishermen in debt, able to command the
entire output at a figure suitable to themselves. The
practice is to operate company stores, usually the only one
aveilable to the fishermen to whom they extend credit, grube
staking him for the fishing season and getting him so in-
debted to the compamy that he must market his catch in an
attempt te offset this debt. During the off-season, these
stores carry the fisher-folk and their families, and as a
result,through charging high prices for produce obtained from
the store, and paying a low rate for the catch, these fisher-
men are kept constantly in debt and become the economic slaves

of the company.
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This same economic slavery was forced upon the trappers
and Indians of the North by some of the earlier fur-trading
companies, To what extent this is still in practice is not
known but it is thought that it is still fairly prevalent.
Treding companies, operate stores supplying the trappers,
who apply their catch against the debt thus accumulated,
but through the manipulation of prices for the goods sold
and the prices paid for the fur, the trading ccmpany is
able to keep the trapper in debt, just a slave of the
company.

The following evidence before the Price Spreade Commis-
sion gives some indication as to the control the six buyes
of salt fish in Nova Scotia have over the deep sea fishing

industry there:-

"Q. Is there any bargaining at all between the fishermen....
and the storekeecper?

A, Bargain, but here is the situation; they say, if you do
not want us to take them, you will just have to leave
them remain there.ces..

Q. You get the same price for all?

A. Yes. For instance, if the merchants (in Halifax) want

to meke the price of fish four dollars per quintal, there
would be the same thing in Lunenburg." 1

Four of these six companies are in Lunenburg and the other
two in Halifax. The largest buyer operates three company-
owned steam trawlers, using the fish caught as a bargaining
weapon against the fishermen. The fishermen are outfitted
for their voyages and their families supplied whilst they

are away by the company store on credit. The fishermem of

1
Evidence before the Price Spreads Commission, 1V, p. 4
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Lunenburg saw one very good solution to their predicament,
form a producer's cooperative. This was impessible however,
as the four companies had bought up all the desirable sites
on the small harbour to keep newcomers from entering the
business. This was disclosed im the following evidence:-

"A¢ «seseoin Lunsnburg, we haven't anymore sites, the
waterfront is all used up.....we had another firm there 10
years ago, and the minute that firm died out the other firms
bought the site up to keep somebody else from stepping in...
it is a small herbour.

Q. Then these sites become very valuable?

A. They become so valuable that they cannot be bought at any
figure at all, I will give you an instance: about three
years ago we (i.e. the fishermen) started to organize, we
were going to build a cold storage, and we went to one
firm and asked them for a site which they were not using
and they sald they would not consider selling it at all,
that they would keep it." 2

The canning industry perhaps deserves special memntion also,
particularly in view of the fact that some insight was given
in Chapter 11 into the promotional activities of financial
interests in the formation of Canadian Canners. In the in-
vestigation of the Price Spreads Commission, Mr. F. McIntosh
of Associated Quality Cammers testified as followsi-

"Q. Perhaps you could tell us who it is that fixes the price
for the crop paid to the farmer?

A, Am I compelled to answer that?

Q. I think so.

Ac voeeseoThere is a dominating factor in it

Q. What is the dominating factor?
A. The large company.

2 Ibid p. 42
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Q. The large compamy, that is, Canadian Canners?
A, Ye3 sircececcess
Q. By and large the situation is that the price paid by
Canadian Canners is the ruling price for tomatoes?
:; i;;.tho price varies somewhat in districts?
A, Yes." 3
The large canning companies provide a market for a large
proportion of the fruit and vegetable crops ia Untario under
contract arrangements with the farmer. As indicated in the
above evidence, Canadian Canners set the contract‘prioe.
The farmer usually purchases his young plants from the
company, contracts his crop at the set price, depends upon
this contract as security for a bank loan and then at
harvest=time depends upon the canning company for the gradiag
and dockage of his crop. With the grading and dockage left
to the company's discretion, the farmer usually finds grading
severe and dockage heavy during years of large crops, al-
'though in years of poor crops, the companies compete for the
produce by means of more lenient grading amd dockege policies.
The above condition does not exist where fruits and
vegetables are sold in the open market or through producers
cooperatives, especially if this latter method is strengthened
by means of government sponsored marketing boards as in

British Columbia. Most of the fruit and vegetables in Ontario

are disposed of at public markets. The bulk of the apple crop

3
Ibid - pp. 3422 - 3423
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of the Maritime provinces is also sold in a competitive mar-
ket after export to Great Britain, one third of the crop being
handled by cooperatives. An investigation into an alleged
combine in the marketing of New Brunswick potatoes, disclosed
that an agreement on buying price existed between two groups
of shippers who controlled the export trade. The farmers

were forced to sell before freeze-up at a reduced price be-

cause they lacked adequate storage facilities.?
The meat-packing industry is dominated by the two leading

companies, Canada Packers and Swift's Canadian, who handle
approximately 85% .of all the meat packed in Canada. Evidence
before the Price Spreads Committee indicated considerable
agreement between these companles both as to buying price
and the division of the avallable supply.5 It was estimated
that had consultation on buylng prices not been practiced by
these twofirms, producers would have received from fifty
cents to one dollar more per hundred pounds for their cattle.
The packer has encouraged truckers to dispose of the
cattle hauled for the producer at the packing plant instead
of the stockyards. Faclilities to make such direct purchases
are provided handy to the trucker. For example, in Edmonton,
plant buying depots are athwart the main highway at the
outskirts of the city. The trucker is more concerned, as a

rule, in meking a quick disposal of his load than in obtaining

4 Department of Labour, Investigation into an alleged com=
bine in the marketing of New Brunswick potatoes, 1925,

S Evidence before the Price spreads Commission, pp.1079-1083
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the highest price for the farmer. With the growth of trucking
of livesteck the producer's position is slowly being weakened
by this by-passing of the competitive public-market in favour
of direet sales to the packing plant. Une factor alome, small
as it at first may seem, confirms this. Before the cattile are
digposed of at the stockyards, they are fed and watered, where-
as on sales directly off the truck they are not. It is es-
timated that this may mean the difference of 75 lbs. in the
weight of a 1,000 1b. cow. The results ebtained by investi-
gators for the Price Spreads Commission in a check made

during March, 1934 indicated that packers also bought live-
stock from truckers at less than stockyards price. The loss
to the producer can be seen from the following report,

" Average cost of cattle, calves, sheep and lambs per 100

lbs. dressed weight, Swift's Toronto Plant, two weeks ended
March 31st, 1934.

Purchased om Purchased

Stockyards Direct Difference
Cattloceescvens ’ 8.16 ‘ 6.30 s 1.86
cul“s...'..... 10.21 9.13 1.08
sh'ep........'. 7.66 5.71 1.95
Lamb3eeccecessose 15.88 12.563 $.35

Average cost of hogs per 100 lbs. dressed weight, Canada
Packers' Plants, month ended March 31, 1934,

Purchased on Purchased

Steckyards Direct Difference
Torontoeeeeses $ 12.25 $ 11.85 $ 0.40
Montroal...... 12,73 12.10 0.83
Wlnnipog.bo... 12,00 11.51 0.49

6.

6 Ibid - pp. 2325-2327, 2369-2370
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Chain stores, instead of baking their own bread, shop
around the various bakeries to obtain a low price on a six to
twelve month contract basis. If competition is keen, and
unused capacity common (which is likely to be the case and
the cause of the competition), they will probably be quite
successful in obtaining a price little more than the direct
cost of the product.If.a small plant obtaina the contract,
the owner will probably find that with succeeding contracts
the order will increase as the chaim store through selling
at a reduced price increases its turnover of bread. MNore
than likely the bakery will gradually devote its full
capacity to producing for the chain and will become utterly
dependent upon this chain-store business. Should the chain
store demand. a reduction in price om the sueceeding contract,
the bakery would be faced with the option of accepting it
or going out of business, or eventually both.

The baker who tries to maintain his delivery service and
supply the chain store at a reduced price winds up in
approximately the same position. The chain store selling
the same product on a small margin competes with the delivery
service which must keep its prices dewn to one or two cents
in excess of the chain price per loaf. As this differential
rarely, if ever, supports the cost of this eelling expense,
the baker either finds his profit substantially reduced or

finds his chain store business growing at the expense of his
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delivery service, or both.

Section 498 A of the Criminal Code of Canada’ passed
as a result of pressure exerted on the government by the
retail merchents' and wholesalers' associations, made any-
one guilty of an indictable offence "who is party or privy
to, or assists in, any transaction of sale which discriminates,
to his kmowledge, against competitors of the purchaser in
that any discount, rebate or allowance is granted to the
purchaser over and above any discount, .rebate or allowance
available at the time of such transaetion to the aforesaid
competitors in respect of sale of goods of like quality and
quantity.”

This addition to the Criminal Code in 1935 resulted from
the Price Spreads inquiry which, among other things, disclosed
considerable difference in the price paid for bread by chain
and independent stores. Their findings are shown below in
Table X1.

TABLE x18

BREAD PRICES, JUNE, 1933X
(cents per pound)

Grade 1 Grade 2

Chains Inde Con- Chains Inde- Con-
pen- sum- pen~ sum=
dents ers dents ors

Montreal... 4.17 6.00 6,00 3.,17-3.33 4,00 4,67
TO!‘OhtOooao 3066-5.17 6000 6067 2.83-4000 4.67 5.33

Hamiltome..o oee een eee 3.3% 4.00 4.67
Ottlm..... [N es e eve @ 3.17-3050 4067 5.33
Winnipeg. oe 4.00-4.75 50% 6000 3000 4.00 )

Vancouver.. 4,50 5,00 7.00 XXX seece evee

See Appendix X
8 Evidence before the Price Spreads Commission PP.2153-3154
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Evidence before the Commission such as that above, would
indicate that corporations engaged in mass distribution, such
a5 the chain store and department store, are frequently able
to purchase goods at approximately the unit cost of the pro-
ducer, and perhaps below this cost at times. In 1930, depart-
ment stores alcne sold 42 percent of the women's clothing,
4; percent of the furniture, 32 psrcent of the shoes and 27
percent cf the men's clothing? Department stores have been
guilty of the seme buying pressure tactics in deal ing with
dlothing, shoe, furniture amnd other manufacturers as the chain
stores employed on bakeries, market produce dealers and
farmers. Tires sold to regular deelers at a stendard dis-
count of 20 percent off list price, whilst private brand tires
of similar quality were sold to the mass distributors at from
38 to 44 percent below list prieo}o Clothing and furniture
purchasing was often more ruthless: Small manufacturers
accepted contracts of increasing size until they became
utterly dependent upon the department store. They were then
forced to accept a lower contract priece in order to continue
in operation. It was found, out of thirty-eight purchases of
furniture by E;ton and Simpson compenies analyzed by Commissgion
Aecountants, that the average total cost per pieco to the menu-
facturers was $76.19, while the average selling price was only
T 9 Ipiq - p. 206

10 Ipja - pp. 2153-3154
11 Ipid - pp. 125-1265174-176
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$65.77.

The small manufacturer and/or primary producer who disposes

of his goods to the mass distributor at a reduced price on a
contract basis in order to utilize unused capacity, save
selling and delivery costs through making s single sale in-
stead of thousands of individual sales, suffers two ways -
first, from the buying pressure of the large distributor, and
secondly, from pressure exerted on him by the independent
outlets for a reduction in price to enable them to compete
with the mass distributor who has undercut them imn price.
The net result is that he finds that he 1is competing with
himself, as in the case of the beker who helped the chalm-
store compete with his own delivery service meking it un-
profitable,

Mapy of Canada' primary metal products are not marketed.
The corporatbn mines, smelts, refines, rolls and may even
fabricate the product, as in the case of nickel under Inter-
national Nickel Company. The metal is mined at Sudbury,
emolted at Coniston or Copper Cliff, Ontario, refined at
either Port Celborne, Ontario, or Clydoch, Wales, and the
pure nickel rolled at either Huntingdon, West Virginia,
or Birmingham, England. Noranda Mines, recently purchased
Canada Wire and Cable Co., making it possible te mine, smelt,
refine and fabricate the copper it produces (along with gold).

Hudson's Bay Mining and Smelting Co., mines, electrolytically
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extracts and refimes the zinc produced at Flinm Flon, Manitoba.
The Aluminium Company of Canada Limited brings cemponents re-
quired for its product from the British West Indies and Ice-
land and extracts aluminum at Arvida, Quebec, where cheap hydro-
electric power is available. This company handles the primary
product right through to its fabrication and distribution.

Consolidated Mining and Smelting at Trail, B.C. presents
an excellent example of primary productiom controlled by the -
corporation through to fabricatlion and final marketing.
This firm handles products from zinc and lead, right through
to heavy chemicals such as sulphuric acid. Fertilizers
(Elephant Brand) are also produced and recently €onsolidated
was given charge of operation of a federel ¢crown company for
the production of nitrogen at Calgary, Alberta.

Control of primary preduction by large corporations is
also prevalent in forestry operations, at least in eastern
Canada where most lumbering compenies cut their own logs.
In the pulpwood field, most cutting i€ done by the company
on its cwn timber limits, driven to the mill by company
employees where the logs are transformed to pulp and pro-
cessed to éaper. In British Columbia, the situation differs
somewhat in that there is a separate logging imdustry with
the logs sold in a competitive market to lumbermen.

0il and .natural gas production in Canada is carried on

primarily by large corporations who heve integrated everything
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from develepment work in search of producimg wells to the

refining end distribution of the product. Price leadership
is given by Imperial Oil tc three other principal producers
of petroleum products. The natural gas development is
handled by public utility compenies such as Northwestern
Utilities, Edmonton, Alberta, who look after the drilling
for and piping of this gas within the area comprising their
msrket., In the petroleum industry, however, there is
evidence to indicate that retsilers and small independents
are dominated by the larger refiners.

Coal production im Canada is reasonmably eonpotitivof In
Central Canade competition is offered by bituminous coals
fror the United States and anthracite from Scotland, Wales,
Germany, United States, Russia, Belgium and Indo-China.
Nearly all of the bituminous coal sold in the maritime pro-
vinces is marketed by the Dominion Steel and Cosl Company
which has a monopoly over Nova Scotian coal preduction.
Campetition, however, is maintained by importers of foreign
coael. In British Columbia, two large firms produce most
of the coal, but must compete with fuel oil, Alberta ceal,
and sawdust waste from the l_mnber mills. Alberta and Saska-
tchewan coel mining is over-expanded and highly competitive
8o much so that the producers requested government interven-
tion to maintain prices.

From the above review of the effect of the corporation on
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?he producer of primary products and essential primary manu-
factured goods such aswearing apperel, shoes amd furniture,
it is apparent that & considerable portion of Canada's agri-
cultural produce is sold on a competitive basis. This is
also true in the clothing, shoe, baking and furniture indus-
tries. The production of metal, petrcleum, natural gas,
electric power and forestry products tends to be controlled
by corporations, as does ccal in Nove: Scotia, and British
Columbia. Where this occurs, primary producers, in the
sense of independent operators engaged in extractive enter-
prise for the purpose of supplying products to fabricating
industries, do not exist. Control of the industry from the
source of raw meterial to the production and distributiom
of the final preduct is vested in the hands of the large
corperation. This is typified by such examples as:- the
paper companies with their timber limits, the oil refiners,
with their oil wells and serviee statiomns, Johns-Mansville,
with its asbestos mines and insulation business camplete
with blowers to inject the insulant intc the wall cevities
of homes, and the International Nickel Company with its
mines, smelters, refineries and relling mills,

The size of the large corpcration, with its consequent
large demand for raw materials, for further fabrication or
mass distribution, places it in an extremely favourable
buying position. These large buyers are able to exert heavy

pressure upon the primary producer and smell menufacturer of
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component parts or marketable merchandis in an effort to
depress their selling price. There is evidence to show that
the primary producer is quite often forced inte dependency
upen these corporations and often relegated to the position
of economic slavery.

It would appear then that the corporation has a tendency
to embrace primary preductibn as part of an all-inclusive co-
ordination of the industry from the raw material stage to its
ultimate distributiom, or dominate those sections of industry
that have managed to f;main competitige. This points to the
very distaumbing observation that competition eppears te be
self-annihilating rather than self-perpetuating.

The buying pressure of large corporations upen primary
producere has led to their organizing, in much the same menner
as labour organized, to resist exploitation. This common
front organized to improve their bargaining power appeared
in the form of the producers' cooperative movement. Im
effect, the producers' cooperative is a centralized marketing
agency formed by the producers to dispose of their products.
It has been very effective, in many instances, in assuring
the producer a fair return for his produet. However, it has
also been known to go to the other extreme and regulate pro-
duction in order to held up producers' prices through curtail-
ment of competition. For example, the Alberta Wheat Pool,

organized in 1923, together with the Saskatchewan and Manitoba



156

Pools orgenized the following year, set up a central selling
agency, Canadian Cooperative "heat Froducers, Limited, which
handled approximately half of Canada's wheat crop from 1924
to 1929, In 1929, the pool held out for $2,00 per bushel
and it is thought did much to influence foreiga countries tc
enccurage "home production" of wheat with a resultant loss
of foreign markets to Canadian farmers.

However,producers' cooperatives have done much to improve
the position of the primary prod;cer particularly in the
agricultural field. British Columbia fruit-producers have
been particularly active in this type of organization but
found thet government intervention was necessary for its
enforcement. Accordingly, the provineial government passed
a marketing act in March, 1937, under which was established
the "Interior Tree-Fruit and Vegetable Committee of Direction"
with power to license all shippers, to set prices and to
regulate shipments. This marketing act was declared to be
beyond the powers of the province by the Supreme Court of
Canada, February, 1931, However, in 1934 the province was
able to influence the federal govermment sufficiently to have
it pass the Dominion Marketing Act, which was in turn de-
clared invalid by the Supreme Court in 1936, The province
passed a further Lot which was upheld in 1938 by the Privy
Council. As a result, in this province, nearly all important

primary products are contreclled.
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Cooperativo dairies, creameries and cheese factories are
gaining in number each year. These strengthen the position of
the farmer immeasurably in dealing with the incorporated mass
distributor. Three cooperative sales agencies organized in
1938, and strengthened by a marketing board set up under the
Natural Products Marketing Act of 1934, enabled the tobacce
growers of Ontarie to secure fair treatment im their dealings
with Imperial Tobacco Company. The machinery, comprising a
joint board of three growers and three buyers, set up to
dispose of the erop still functions on a voluntary basis since
invelidation of the act.

Producers' Cooperatives, whilst they protect the pro-
ducer against exploitation by the corporatiom, can work te
the disadvantage of the consumer, if they tend to maintain
price, restrict production and practice the methods common
to monopoly corporations. This often occurs where they are
strengthened by government legislation such as the Natural
Products Marketing Act. They can operate to restrain trade
as effectively as corporations in a monopoly positiomn. Such
restraint of trade is as contrary to the terms of the
Combines Act as restraint by giant corporations im that it
works to the detriment of consumers.

Producers' Cooperatives, however, as a protective yard-
stick, acting in competition with "private enterprise” bene-

fits the primary producer without appreciable affect upon the
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gonsumer. As such, they serve to assure the producer a
fair price for his produce, but do not give him monopoly
control. The objection to governmental attempts made to
date at marketing legislation, is that it tends to carte-
lize primary production. Cartelization, whether it be in
the interests of the primary producer or big business is
equally objectionable to the consumer.

The producers' coopsrative is the natural consequence
-of the ecorporation. 4t is the result of the banding togethet
of producers to resist the pressure of buying power exer-
cised by the large corporation. As such, it has proved a
boon to the producer and is to be recommended as an effective
protection against cerporate exploitation of the producer,
However, producers' cooperatives sufficiently large to main-
tain monopoly control of production are not desirable and
the government should do nothing to assist the establishment
of such monopolistiec control. In faet, by means of the
Combines Aet, the government should discourage any such
monopoly as being ageinst the interests of the comnsumer.

Government interventiom in the interests of the primary
producer should take the form of mainteining free competition.
It was shown in the case of the meat industry that the two
leading meat packing companies were able to benefit at the
expense of the producer through the purchase of livestock

at the plant rather than at the sbockyards. Government
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regulation and provision to assure the use of public markets
for the disposition of agriculturel products, would do much
to assist the producer. One such measure already taken by
the Dominion government was the establishment of central
grading stations for eggs. As more of thess are established,
they may develop into produce exchange es more buyers and
gellers become attracted to these central points.
-Dissemination of up to the minute marketing news by
means of the C.B.C. assists the producer in preper utiliza-
tion of the public market. This information makes it possible
to ship his produce to the market kmowing approximately the
price it should ecomimand. This service is now provided, how=
ever the producer is not always in a position to hold his
produce off the market until the price is attractive. With
more extensive electrification or rural areas, the farmer
will be able to take advantage of refrigeration through the
installation of cold rooms. Thus enabled to properly store
produce, the producer will be in a better position to take
advantage of market reports over the radic, and dispose of

his produce during periods of favourable prices,



CHAPTER V1

THE CORPORATION AND THE STATE

The corporate form of organization is the dominant
type found in industry today. It has been empleyed in the
formation particularly of those companies engaged in mess
productive methods. The corporations ability to mobilize
wealth for productive purposes through the issuance of
securities, and through the amalgamation and merger of
companies in a related field of endeavour, has made
possible the building of aggregates of increasing size.
With the ever widening dispersion of ownership and the
consequent evolution of control into the hands of a few,
as these companies developed in size, they ultimately be- .
came quasi-public corporations with control centralized in
the hands of management, & minority, or to some group

maintaining control through means of a legal device such

as a holding company or voting trust. As these corporations

developed in size, they tended to gain control through the
elimination of competition by means of consolidation or

merger, or through price leadership through the cowlng of

competition because of their great size, and eventually ten-

ded toward the point where they monopolized the market inm
the field of industry engaged in, or shared it with one or
two other large corporations who preferred to remain in-

dependent but were sufficiently strong to compete. ‘'here
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two or three such large corporations share the market, and
small competition was eliminated, there is a tendeney for
these large firms to get together through trade association
or some other means, to form a price agreement, thus avoiding
what the ethical business man today seems to dub umethical
price-cutting, or cut-throat competition. Competition is then
carried on in a higher plane through competitive selling,
and advertising. Where an outright monepoly is gained through
the elimination of competition, there is a tendency to
protect this monopoly through persuading the State to erect
tariff barriers to keep out foreign competition, or through
entering into cartel egresments with foreign competitors
whereby they agree to allow the monopolistic concern a free
hand within a designated market.

The great influence exercised by mammoth corporations,
which dominate, alone or in partnership with other large
corporations, various industries in the country employimg
large numbers of the citizens, consuming vast quantities of
raw materials grown within the country, and producing a large
percentage of the goods consumed within the country, is a
force to be reckoned with by men in public office. An
associationof Canadlan imdustrialists, in the form of the
Canadian Manufacturers Association, is able at all times to
exert pressure upon the Government of the day. While manu-

facturing and finance for all practical purposes may be con-
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sidered as fully organized on a corporate basis, puﬁlie
utilities, railroads, transportation systems, mining, chain
stores, wholesales, and many other fields have come under
corporate sway. The Federal Government have found the cor-
porate device an expedient means of organizing such Crown
Companies during wartime as the follows:- Allied War
Supplies Corporation, Research Enterprises Limited, Victory
Aireraft Limited, Cutting Tools and Gauges Limited, “ational
Railways Munitions Limited, Small Arms Limited, Wartime
Shipbuilding Limited, Federal Aircraft Limited, Park Ship-
building Limited, Defence Communications Limited, Polymer
Corporation Limited, Wertime Housing Limited, War Asseots
Corporation Limited, Aero Timber Products Limited, Citadel
Merchandizing Company Limited, Feirmont Company Limited,
Northwest Purchasing Limited, Veneer Log Supply Limited,
Wartime Metals Corporation, Atlas Plant Extension Limited,
Eldorado Mining and Refining, Melbourne Merchandising Limitea,
Park Steamship Company Limited, War Supplies Limited and
Wartime Oils Limited.

It would appear them, with the corporate structure being
used more and more as a means of organizing emterprise, and
latterly, Government agencies conducting business on behalf
of the Government,that this type of business enterprise is
becoming daily, that with which the Government must deal

when concerning itself with the industry and business of the
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country.

As these corporations grow to the point where they become
quasi-publie institutions, they become vast organizations owned
by hosts of shareholders, but controlled by the small group
exercising management over the enterprise. As these groups
are generally self-perpetuating, the corporation becomes a
large economie aggregate with legal entity, which can change
hands by transference of control, with or without oftentimes
the consent of the owners. As such a large economic aggre-
gate, becomes an integral link in the economy of the country,
(for instance the C.P.R. Railway) the destiny of such a cor=
poration and the control becomes definitely the concern of
the State.

Large aorporations attempt and do develop eompany-spirit
and loyalty among their employees in order to foster =2 team
spirit in competition against other companies. This morale
building among employees is in the best interests of the
corporation because, in bullding up a strong company-loyalty
it is assured the conscientious effort of each empleyee,
Where the compawmy spirit is good, each employee is, outside
of business hours, a salesman for the company unconsciocusly
selling the company's produets through word-of-mouth ad-
vertising. Such leyalty, however, particularly among senior
executives, sometimes transcends loyalty to the state on small

everyday issues, and occasionally, in the case of major
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,governmental policy. This is partiscularly true in the case
of cartel sgreements, and in the defiance of the Combinss

Aot when price-agreements are entered into and restrictions
are imposed upon trade and competition. Let us first look
into the case where cartel agreements oftentimes work against
the best interests of the state.

The most serious threat or flagrant disregard of the
state, is the deliberate evasion of national laws. A glaring
case of this as effects Canada, was brought to light in
evidence given befors the U.S, Senate Sub-Committee investi-
gation into the economie and political aspects of intermational
cartels. It concerned the dealings of the Canadian Bayer
Company in its relations with Sterling Products of the United
States, and I.G., Farben-industrie of Germany who under agroee-
ment divided equally the profits of the Cansdian Bayer
Company. To avoid taxation, remittances to 1.G. were mis-
represented as a royalty, and were accompanied by the
following statement:-

"You will note that the compensation paid to you has been
deducted as an expense of the business. In the event that
the Canadian Government should ever determine that such pay-
ment to you is not properly deductable as an expense, and
in consequence should require us to pay an additional tax,
such tax will, of course, be charged against the total profits

of the year in which such additional tax is required to be
paid."1

U.S. Senate Committee Print - Monograph No, 1 - p.51



It is felt too that employees' loyalties, have led them to
attempt to beat the laws of the land, through the purchase of
gocds in short supply, sometimes through misrepresenting the
facts, cr to evade Government attempts in the various fields
of texation by whatever meens are availeble. Most everyone
ig familiar with some employee or cther who has grumbled
about the interference of the Government through taxatien
or regulation effecting the particular industry in which he
is employed. For instence, employees of confectiomery manu-
facturers, givaned loud and long when the Government found
it necessary to reduce the amount of suger available to their
industry. This was repeated in the automotive field, and
almost every field of endeavour effected threugh war regula-
tions. This is just a small indicaticn of the ability of a
corporation (that trests its employees well), to mould the
loyalty of the employee to the point where it may and some-
times does conflict with his loyalty to the state.

Cartel agreements quite often render ineffective the
tariff policy of the country designed to promote domestic
industry, or trade agreements with other countries. As
pointed out in the report of the U.S, Senate Committee im-
vestigation into certels, in the trade agreement with Canada
in 1939, American import duties upon aluminum were reduced,
but Aluminum Limited, the great Canadian alumipum manufacture,

econtinued to avoid sale in the United States market.2

2 Ipia pe 44
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This was due to the fact that the Canadian Company was under
the same control as the Aluminum Company of Americe. Agree-
ment between duPont Company of the United States, and the
Imperial Chemicals Limited of Britain keeps British chemlcals
out of the United States. These two Companies contrel Canadien
Industries Limited, with the result that this large Canadien
Company, is precluded from export trade to either the United
States or Britain. Much of the effort of our trade-commis-
joners stationed in variocus countries to promote the export
of Canadian manufactured products is hempered through ecartel
agreements whereby the territories which they are attempting
to open up to Canadian exporte have been allocated by cartel
agreement to foreign companies. Canadian signatories to such
agreements have agreed to stay out of these fields, so that
unless the trade-commissioner is able to persuade scme in-
dependent (if he does not happen to be manufacturing under

& license of some partmer to a cartel agregment) to enter
this market, there is little hope of opening it to Canadian
manufsactured goods.

Cartel members are often instrumental in influencing the
Government to raise tariff walls as s protection. This is
indicated in a letter written in 1927 by Sir Alfred Mond,
Imperial Chemical Industries Organizer:-

"In negotiation, the man behind the tariff wall always

has something with which to bargain, which the man in the Free
Trade country has not. Anyone who has any practical experience



of bargaining with continental producers knows that the first
thing they say is: 'You cannot export to our country, because
we have a tariff. How much of your market are you going to
give us?"3

Cartels between German and American Partners were used to
evade measures taken ageinst Axis trade by the Ministry of
Economic Warfare. Published in "INDUSTRIAL CANADA" during
the war has been a list of firms trading with, or owned by
German Corporations. Trade has been specifically banned
with these firms. Evidence before the U.S.Senat Committee
investigating international certels disclcsed many transe
ections whereby American gompanies,before the United States'
entry into the war circumvented Allied efforts through
acting on behalf of their German Cartel Partners. Some
difficult cases brought to light are as follows:-

Pen-Chlor, as indicated by an inter-office memorandum
on September, 1939, acted for I.G. Farbenindustrie. This
inter-office memorandum worded as follows:-

"I suggest we be authorized to sell Perchloron anywhere in

the world during the present emergency conditions in Europe

for the following reasons:-

1, With Germen and English Perchloron out of the market,
only Mathieson will be left to take care of world
business.

2. Mathieson taking care of world business will mean a loss

of markets to I.G. whereas our taking care of the markets
will ensure return to I.G. at the conclusion of the wer.

3
Ibid - p. 46
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3. Mathieson taking care of world markets will mean no
profit to the I1.Ge Our taking care of them will mean
the I.G. will be getting half of the profit because of
stock ownership.

4. Probably we will not be prepared to give as lew a price

as the I.G. now gives, and, therefore, the whole price

structure will be advanced but when I.G. goes again into
the market, they will be able tc show the customer that

they are going to save him some moneye.

5. The I.G. might want to help us take care of certainm
markets for them, particularly the ones that are most

desireble, so that they will not lose them to Mathieson

and in this connection should give us names and prices
information and dec all they can tc help us get the
business.

6. The I.G. should recognize that if Methiesom is obliged

to increase their production to take care of these world
markets, they Methieson, will be very reluctant to give

up these markets at the end of the war, and of course,
because of a very large production may be in a better
position to compete with the I.G. in the future.

7. The above plan should be put into operation at once

before these world markets are harmed end certainly be-
fore they are obliged to buy from Mathieson because they

are the only seller."4
The following letter was written December, 1939 to the

American Rohm and Haas by I.G. as follows:-

"The arrangement which we have with your firm about syn-
thetic tannings limits the markets where you are free to sell
your synthetic tannings to the United States of America and
Canada, whereas we supply the rest of the world. In previous
years we have in some exceptional cases allowed you to make

coertain shipments to the South Americam merkets. Most of

these markets can at present not be supplied by us regularly

168

and in order to allow our friends in these markets t¢ maintain

their position we should very much appreciate it if you could

supply them which certainly would alsoc be in the general
interest of the business in synthetic tannings.

We have therefore, informed our friends in the South and
Middle American States to approach you through the Advance
Solvents Chemical Corp., New York, in case they are in need

* Ipida -p. 65
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of synthetic tannings and Tamol and hope you will be in a
position to supply them; only in the case of Mexico where
our business friends resport you already for Koreon, you will
receive inquiries directly."

The American Rohm and Haas Company replied as follows:-

"Of course, we shall be glad to follow your wishes in every
detail.

I attach herewith a list of the shipments which we have
already made to Bogota, Lima, and Rio. These orders have
come to us ontirely unsolicited and thought that it was to
your best interest to fill them.

We wish to assure you that no matter who is doing the
shipping we shall revert to the status quo antum as soon as
normal conditions have been restored. The fact uppermost in
my mind is to serve you in the most faithful and most
officient way possible in this emsrgency."

The following telephone conversation of November, 1940

between I.G. Farbeninudstrie and Sterling Products Limited

discloses the American firms assistance in obtaining insulin
for the German firm:-

"Weiss (president of Sterling) - I also want to talk to
you about Insulin. You know your people wanted us to get some
insulin. They will not sell it to anyone unless that person
or firm has a license.

Mann: Isn't there some way via South America?

Weiss:If someone down there can buy then we might be able
to buy it. For instance, Kaelble (I.G. manager for Latin
Americs) might send an order there.

Mann: Will you speak with your peopls and see whether there
is any possibility of getting it from South America? We need
it very much.

Weiss: I will do that. Yes. I know and I will ses what
we can do through South America."6

As the result of this conversation the Mexican firm Cass

Bayer was to order insulin from a brokerage firm in New York

5 Ibid p. 65

6 1bid p. 67
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City. The insulin was then reforwarded to Brazil and from
thence presumably to Germany.

In the same telephone conversation arrangements were made
to secure I.G. loans from the Swiss Amsrican Bank, as an
advance from the profits of the Sterling-operated German
interasts.

There are other instances where Cartel partmers were used
as a means of obtaining end transferring money for German
firms despite the Allied blockade against such transfer of
funds. The Robert Bosch Company of Germany continued to
make royalty payments to June, 1941 to the Bendix Avietien
Corporation by having American Bosch Company pay Bendix from
the royalties it owed to Robert Bosch Company.

The following letter was sent to Stahlunion, Ltda., a
Bragilian subsidiary of German steel manufabturers, by the
Stesl Union-sheet Piling Inc., of New York:-

"We noted that you mailed a copy of your letter to the
Stehl export in Dusseldorf. Your letter contains certain
references about our mutual relationship, which under the
present political conditions should not be discussed with
anyone abroad for certain obvious reasons. Neither you nor
we know whether someone may not be opening the mail while
it is in transit to Burope who 1s not entitled to do so., We
are making this statement to you without the slightest idea
of withholding information from Dusseldorf but merely as a
precautionary measure to safeguard our business. You are
aware of the fact that you are on the black 1ist and if any-
one unqualified should get hold of your letter, which evidences
a direct relationship between you and us, the next thing
that would happen would be that we would also be on a black-
list. This being the case, we trust that you will sunderstand
when we caution you to use utmost care in regards to your
correspondence with Germany." 7

7 Ibid pp. 67-68
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The Bendix Aviation Corporation of the United States de-
cided to cooperate with the conquerors of France and other
European countries, probably influenced by cartel connectioms

with the German Robert Bosch Company. As a result the Freneh

.

rights to the manufacturer of starters and de-icers acquired
by the German Robert Bosch Company were honoured by Bendix
with the effect that the German Robert Bosch Company's. merket
aree was extended, beyond its former boundaries to include
German occupiled territories.

Adjustments were worked out between cartel partners in
order to forestall seizure of enemy property. The following
letter appeared in evidence before the U.S. Senate investi-
gating cartels, addressed to I.G. Farbemindustrie, January,
1840 by the director of the development department of duPont,
it witnesses one such attempt:

"In your letter of November 29th, 1939, on the above iden-
tified subject you proposed, because of the difficulties of
communication during the present Buropean war, that for the
duration of the war, duPont assign to you German patent
applications falling under our superpolyamide agreement of
May 23, 1939, and that you assign te duPont your United
States patents and patent applications falling under the same
agreement. We appreciate the difficulties which prompted
your suggestion and while we would prefer to continue on
the license basis provided in our agreement of May 23, 1939,
under the circumstances we are willing to agree to your
proposal, subject to the following conditions:

1. That duPont and the 1.G. immediately assign to each other
their patents and patent applications filed in Germany, and
the United States, respectively, following under the super-
polyamide agreement.

2. That patent applications which will be filed in Germany



Dbased upen dePont inventions and in the United States based
upon 1.G. inventions, and falling under our superpolyamide
agreement will be assigned to the other party....

7. The assignment of any patent or patent application here-
under shall in no manner effect the rights of obligations of
either party as expressed in the agresment of May 23, 1939,
which agreement shall contimue in force and effect as though
no assignment had been made, and

8. While it is theintention of both parties that the assign-
ment of such patents and patent applications shall continue
for the duration of the present emergency; nevertheless, both
parties agree promptly to reassign all assigned patents and
patent applications at amytime upon the request of the
original owner.e...

While we have discussed arrangements for the assignment
of German and United States patents and patent applications,
we believe that the same difficulties of communication which
have made assignments of German.mnd United States patents
and patent applications necessary may also make it desirable
to assign patents and patent epplications in other countries
of our respective exclusive territories. Should this be
deemed advisable, we are willing to proceed with the assigne-
ment of our patents and patent applications in your ex-
clusive territory and we presums that you would be willing
to do so in the countries of our exclusive territories. We
do not sse, however, how assignment could be effected between

countries at war." 8

Stragetically important industrial information was trans-
ferred to the Axis through cartel partmers in allied countries
to their German partners. As a result of a request ﬁy the
American Bosch Company to the German Robert Bosch Company fo r
a reduction in the royalty rates paid on fuel injection
equipment, a representative of the American company was sent
to Germany to supply information regarding costs, selling
prices, and other data about his company in order to back

up their claim for reduction in royalties. The report of this

8 .
Ibid pp. 68-69
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representative reads as follows:

M eveessslMr, Follmeth, who has an excellent head indeed,
cross examined me for about two hours about the whole diesel
business in the U.S,A., and as I was able to answer all his
questions very thoroughly and apparently to his entire satis-
faction, he turned me over to Mr. Durst whom I know very
well for further investigation, partleularly in regard te our
production times for pumps, nozzles, and nozzle holders.

As you know from my last repert to you in your office,I was
perfectly prepared to go imto details." °

International cartels affect the state in yet a more
serious way, through deterring industrial development in the
country. Some indication of the steps taken to freeze out
competition or prevent local companies emtering the field,
can be gleaned from the following excerpt taken from the
1941 report to the California Alkali Export Association
explaining a reduction of the price of soda ash in Latin
Americs.

"The main factor was the apparent need for some temporary
price action in face of unusual pressure for the erection
of local industries, particularly in Mexico, Brazil, and
the Argentine, and with special reference to caustic soda
and soda ash and where government assistance was being sought.

In Brazil the problem has been met by the formation of
an exploratory company to investigate the possibilities of a
desirable location in the north, to ecircumvent action by
others, satisfy govermment, and seeking government concessions
to carry on this work estimated to take almost two years
before any production could be contemplated « if found de-
sirable and economical.

In the Argentine ash prices were also reduced as a
temporary measure, first, because of interest of government
in the entire alkali picture, and second, owing to considerable

 —
lpid p. 56
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interest by local groups in such a venture. Ample capital
seemed available. Under the circumstances, it was con-
sidered good strategy to reduce priees for a temporary period.

We will be reviewing the entire problem the latter part
of this month with the return of people from Brazil and the
Argentine, in the mesantime, considerimng a gradual restoration
of prices...."1l0

Through cartel agreement strategic industries from a
National security standpeint, had their development retarded
in countries outside of Germany whilst Germany, at the same
time, was employing cartel agreements to further its own
rearmament. The cartel agreement, between I.G. Farbenindustrie
and Standard Oil Company of New Jersey in regards to the
development of synthetie rubber, held up the developments on
buna rubber until 1940 despite th; fact that the Standard
0il Company had supplied I.G, with patents on butyl rubber
as early as 1938, Furthermore, I.G. Farbemindustrie failed
to supply the technical information in connection with the
process and because of this and due to negotiations between
Standard and the Rubber Companies in an effort (on Standard's
part) to dominate the field of synthetic, it was 1942 before
actual development began with any promise of productioa of
synthetic rubber of the buna type. Due to a cartel agree-
ment between I.G. Farbenindustrie, the Aluminum Cempany of
Aperica, and the Dow Chemical Company, magnesium productiom

in the United States was held down to 2400 tons as against

10 1p84 pp. 47-48
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1200 tons in Germany im the year 1938, and exports were limited
to a specified quantity to a single customer im Britain and to
certain amounts to be purchased by I.G. Farbenindustrie itself.
Due to cartel arrangements between the Beryllium Corporation

of Aperica and Siemens-Halske, a German firm, no beryllium could
be exported to Great Britainm by ;he American firm. A threat

to invoke its Compulsory Licensing Aet against the patents of
both companies, obtained for Great Britain the supply so

badly needed. The German members of the Aluminium cartels
pacified other members of the cartel when they increased pro-
duction beyond their production quotas, by importing larger
amounts from the other partmers. This had the met result of
not only inereasing aluminum productioam and plamt facilities

in Germanmy but enabled the building of a steck pile through

the importation of aluminium produced in other countiies,

The production of Diesel engines in the United States and
Canada was greatly retarded due to licensing arrangements
between the Americam Bosch Co. and Robert Bosch Co. of Germany.
The American Bosch Company produced, among other things, fuel
injection equipment necessary for the operation of Diesel
engines. Due to the high royalties they were required to pay
the German Compeny, and restricted productiom due to the
restricted marketing fleld prescribed in the agreement, fuel
injection equipment sold at an extremely high price, thus

raising the cost of small high-speed Diesel engines far beyond
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the cost of similar gasoline enginess This naturally re-
tarded the development and conseguent use of Diesel equipment
on this continent.

Bausch and Lomb, Optiecal Company in United States, cartel
partner of Carl Zeiss of Germany, refused to supply the
British and French Governments when in 1936 they sought to
order one million and a half dollars worth of range finders,
gun sights, periscopes, and fire control instruments. This
was four years before the war with Germany. It delayed the
rearmament programme of those two countries whilst Germany
meantime was rearming at full speed.

From the above examples taken from the evidence given
before the United States Senat Committes investigatiom into
the economic arnd political aspects of international cartels,
soms light has been thrown upon the aims and activities of
those monopolistic corporations entering into international
agreement to protect their moncopoly through the elimination
of foreign competition, and domestic competition through the
prevention of competitors obtaining licences to manufacture
under foreign patents. Where the government has taken action
against such agreements as in the case of charges laid mnder
the Sherman Anti-Trust Act in the United States, some of the
participating corporations have found it advisable to with-
draw from such formal agrecments as those restricting

trading territories, limiting production, and agreeing on
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price structures, and depending instead upon licencing
agreemsnts under patents to specify the territories for
which such licences may be active, and also limiting pro-
duction and maintaining price through clauses in the
licencing agreement. It would appear then that such wartel
ngreemonts,uaing'licencing contracts under patents as the
control,may be practised in the post-war years and eccomplish
substantially the same result as a formal agreement prev-
iously did, without involving the corporation in any way

in possible litigation due to the infraction of eny statutory
regulation. Control by licencing agreement will probably
replace the association type, and combine type of organiza-
tion.

Cartels will still be able to control markets, through
control over prices, impairment of quality, allocatiom of
trade territories, restriction of supply, and the allocation
of productibn and of industrial fields by means of the patent
licencing type of cartel agreement. This type of agreement
may be used to restrict production and technological change
through the restriction of capacity to produce, restrictions
upon invention and techmological change, and through efforts
to weaken independent enterprises.

From a national point of view, that is, insofar as the
state is affected, cartel agreements made by means of the patent

licence agreement will continue to affect tariff policy in

most cases neutralizing it, can still act as deterrent towards
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industrial development, will stiil make possible the formstion
of internaticnal business associaticn that sometimes plesces
its own interests first tc the point even where naticnal laws
are evaded in the interests of the company. Such cartel
agreements, or rather association by means of patent licence
agreements, will again make possible their employment by one
country against the countries im which the other participants
are located. If such licencing agreements restrict pro-
duction by mesns of a sliding-scale royalty plan, those
companies in countries liable to be attacked are likely,

being unaware of the situation, to observe their producticn
schedules, whereas the company located and under the control
of that aggressor or prospective aggressor country will ie-
crease production regardless of the royelties required as they
witl most likely be subsidized by the state. Such agrecments
can again be used as a means of spreading propaganda, and fer
the transmisgion of information. That country which contem-
plates war, through utilizing such agreements, will wherever
possib}e retard strategic industries outside its country either
through withholding the rights to the licenced manufacturer
under patents of compenies within its national boundaries or
through makihg such licencing agreements highly restrictive

to production. No doubt such a country would alsc empley

such agreements to offset the effects of economic warfere or

as a means to wage economic warfare.
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From the evidence submktted before the U.S. Senate
Committee, 1t would appear that those firms in the United
States at least engaging in cartel agreements before the war
plan on renewing such egreements after the war. There are
also indications of many ambitious proposals te form new
cartel agreements after the war, both for the restrictioen
of competition in particular industries, and also a program=
me for the cartelization of certain industries with the
approval of the governments of the principal trading nations.
One of the refugee executives of the N.V. Phillips Company,
one of the world's largest cartel concerns, now in the
United States, has formulated a plan for general carteliza-
tion after the war. He believes that -

"eesseproduction in all countries must be balanced and
industry and agriculture, supported by government, must
agree on a sound basis of international distribution. Certain

countries may also find it best to control distribution within
their own borders.

i

So far as world trade goes, the instrument is the inter-
naticnal private trade agreement.

In democratic countries, where freedom is the guarding
principle, the primary parties to the agreements should be
the producers. The fole of government shoull be limited to
formulating the rules of the game and supervisimg their
enforcement, to stimulating privite initiative where
necessary, to arbitrating where private management cannct
agree, and especially to watching and safe-guarding the interest
of the consumer. An impartial international body should be
set up to adjust differences across national borders.

There should be a group in internaticnal agreements by the
principal producers, one for each important industry or
section of agriculture...each made public and each approved
by the governments concerned. This suggested organization
is not a cartel system as cartels existed before the war.,
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Those cartels were arrangements by private groups omly and
were, at least some of them, activated mainly by the selfish
interests of the industry concermed."ll

Sir Edgar Jones, a former director of Courtaulds Limited, and
an executive on international timplate cartel, is sponsoring

the World Trade Alliance, a summary of which plan is as

follows:-

"), That it has been proved that it ie feasible and practical
te establish administrative machinery to regulate the
distribution of an agreed quantity of export of each main
product of every country at a stable agreed world
economic priceccce..

9. What is wanted now is to proclaim the fact that if Great
Britain and the United States will take the lead and
get the producers of each main product tc prepare schemes
for world export regulation then general employment can
be insured." 11
The above proposal hinges upon the following two basic
conditions:-

") .For every class of products the organization must be
universal.

2.Raw materials must be organized as well as manufactures.™
Public meetings have been held, pamphlets distributed, and
the above programme of proposals broadcast over the B.B.C. and
beamed to the United States in an effort teo solicit suppert
for this very ambitious pregramme.
It would appear then that the cartel type of agreement for
the regulation of international trade, origirally conceived as

a means of eliminating competition and protecting the market

11
Ivid - p. 76
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of monopoly, has active support and is likely to be a force
to be reckorned with in the post war era. Many foreign
governments prefer this type of business organization, due to
the faet that it fits their type of econemic organization.
Some counties support such domestic monopolies to carry their
banner in the field of foreign trade. It may well be that if
this type of business organization is recegnlized by European
countries after the war that it may be necessary for our
Government to recognize such an agreement in order that our
companies may compete in the international markets. As
petent licensing agreements are likely to be the most common
meens of setting up such cartel agreements, the patents would
appear to be the key whereby careful scrutiny by the
government can be maintained over such international agree-
ments,

Cartel agreements might be recognized by the Government,
with the requirement that such agreements be made public and
approved by the Government before being ratified by the
concern wishing to make such agreement. Through patent laws,
every effort should be made by the Government to ensure the
marketing of new technological developments as early as is
economically possible., The life of a patent is usually
seventeen years, but present regulations permit appeal to the
Government if such patents do not appear to be receiving

sufficient attention towards ultimste exploitation within a
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period of three years after filing patent claims. Close
scrutiny on the part of the Government should be maintained
in order to assure the early marketing of new ideas and
developments. Research for the purpose of preventing com-
petitors from bringing out competitive lines or for the pur-
pose of making a product uwnussble by a certain group of con-
sumers in order to maintain price, should not be tolserated
by the Government. Certainly such laws as the Pure Food
Act should not be allowed to be used to aid and abet such
prectices.

An even more rigid control couldbe maintained by the
Government over patents if the right toasich patents were
made exclusively the property of the Crown. Such an arrange-
ment naturally would involve licencing, with or without
royalty, the firm registering the patent as the exclusive
producer of the goods for a limited period providing that
certain regulations were adhered to. The Government, in turn,
could make all arrangements for foreign licencing, acting
as an agent for the developing company. In this way rigid
control could be maintained over production and of foreign-
patent licencing, also over disclosure to foreign companies
of technological developments within the country. Any
restrictive practices on the part of the licencee leading
to restraint of trade or the maintenance of unfair prices

could be stopped through the Government's threat either to
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license other manufacturers or to cancel the licence agree-
ment.,

The problem arises as to what relationship the corporation
will ultimately bear te the state, whether it will dominate
the state, be regulated by the State or whether the two will
co-axist with relatively little connection. This is a gues-
tion in the political life of the country today. Will we
have a political organization of society or an economie
organization of socisty? Which will emerge as the dominant
form?

The modern corporation has much to recommend it. It makes
possible the wide apportiomment of risk enabling the building
of large economic empires integrating the cells of contri-
butory industries and raw material supply, and sheping these
to form the ultimate product. Raw materials, fabrication
and distribution are harnessed, carrying production through
from the source to the consumer. Mass production methods ars
possible, waste is turned to by-prodaucts and marketed, eco-
nomies in labour, production and materials are possible.
Monopoly enables savings to be made through the avoidance of
high selling and advertising costs. Unused capacity can be
avoided through the gearing of productive facilities to
demand. There is not the same tendency toward over-expansion
and good wages can be maintained.

There is also much to condemn the modern corporation.



Seldom are the economies, possible in the large corporationm,
turned to the benefit of the consumesr. Price if fixed both
in the case of monopoly and in that of "price-agreement"
and price leadership companies. Other practices, such as
the impairment of quality, resistance to technological pro-
gress, restriction of output and the allocation of trade
territories, are resorted to in an effort to maintain price.

In the case of corporations party to price-agreement, and
those dominating an industry through price-leadership, the
consumer is often in an even worse plight. He must shoulder
the burden of high selling and advertising costs supporting
such umeconomic things, as duplicate delivery services,
fancy packaging, "soap operas", a gasoline station on every
corner, high-pressure advertising and last, but not least,
credit selling.

"Consumption credit" induces the gullible consumer to
incur obligations involving future earnings which are subject
to the vicissitudes of the business-cycle. In connection
with the business cycle, it was shown in Chart 1 that those
same firms that introduced the curse of "consumption credit"
were able to maintaln price against the price-deflating

pressure of depression. This has the tendency to despen

depressions and retard recovery through sapping the consumers'

deflated purchasing power.

The same selfish interest which activated international

184
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cartels, produced the "price-agreement" in the national
market. Many of the abusesof international cartels are also
common to these firms,-the patent-pool, price maintenance
and restriction of production,-all to exploit the consumer.
Competition in price is shelved as "cutthroat", and"ethical"
competition on a selling end advertising plane substituted.
Unused capacity multiples, prices increase, newcomers enter
the field and the process repeats itself, the consumer pays.
The problem of power camot be overlooked by the state.
Study has disclosed that each year new phases of the national
economy come under corporate sway. This appears to be a
progressive movement with the karge corporations, attracting
more wealth under their control and at the same time having
stock ownershlp in these large corporations dispersed over
an ever-widening field of the wpulation. With the dis-
persion of stock-ownershlip, contrel becomes concentrated in
the hands of a few individuals either through mineority-
control, joint-control, management-control or by means of a
legal device such as the holding company or voting trust,
This control is further concentrated through interlocking
directorships and absentee directors, so that in the 200
largest corporations considered in Chapter 1, perhaps only
1,000 or less individuals made the decisions that affected
over half of the corpor;to wealth of the United States.

These companies controlled the economic destinies of
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millions upon millions of citizens of the state - shareholders,
consumers, labour, raw material producers, small independent
manufacturers, technicians and white-collar workers. Whole
communities were dependent upon these companies. The lifetime
earnings of small investors were entrusted to their care.
Insurance companies and banks held large blocks of these
companies' securities in their portfolies. The decisions
affecting these corporations, and the countless millions of
people dependent upon them, rest in the hands of a very few
individuals.

This could quite easily develop into economic feudalism
if the present tendency of allowing "private enterprise" to
annihilate competition is permitted to continue., Bastioned
against outside competition by means of tariff-walls and
international cartel agreements, monopoly could dsvelop to
control one phase of industry after another until each were
corporately organized. Such large organizations as now al-
ready exist are able to bring great pressure to bear upon
the .Government. If allowed to expand until each industry
became monopolized by one corporation, their influence upon
the government would be tremendous. They would reign supreme
over the shareholder, the producer of raw materials, the small
independent industrialist and the consumer. Organized labour
might fare a little better than other groups.

There are two alternatives to such an economic feudalism,
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Qirat, a regulated free enterprise and secondly, public opera-
tion of industry. The first, requires that the state act the
part of referee to ensure the maintenence of competition and
the encouragement of new industrye. The second, involves state-
omership, or at least state-control. Let us consider each
of these alternatives separately.

State-operation of industry could take place in one of
two ways - through outright ownershlp or through public oper-
ation of privately-owned institutions. There are examples
of both types already in operation. The Crown Company is an
example of government-ownership operation. It has been used
to advantage by the federal govermment during wartime and 1is
the method employed by the C.C.F. government in Saskatchewan
to transfer certain industries from private owmership to
public ownership and controls The C.N.R. might be said to
be an-axample of the publicly-operated private institution,
when one considers that its earnings are drained to pay
interest on privately held bomds. It is being publiely oper-
ated in the interest of the bondholders shall we say.

Our concern is not with the private omner and majority-
controlled ecorporation. It is assumed that by and large
these are governed to some extent by the laws of competition,
unless, of course, they happen to be of monopolistic size
which is unusual, We are mainly concerned with the quasi-
public type corporation in which ownership has been widely

dispersed, with a consequent divorce of control from owner-
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ship. Im an effort to correct the injustice which does not
allow the m;dority of shareholders to control the enterprise,
the proxy machine which separated their control from owner-
ship might conceivably be turned by Government to protects
these shareholders. If the shareholder were given the
option of signing his proxy to that group chosen by manage-
ment or to some qualified representative appointed by the
Government to represent the shareholder, he would be in a
stronger position than he is today. Instead of having the
option of not voting or transferring his vote by means of
the proxy to the group in control, the absentee shareholder
would have the alternative of having an independent govern-
ment-appointed spokesman represent him and the other share-
holders who were dissatisfied or suspicious of the control-
ling group.

The referee chosen by Government to represent the share-
holders could be a board, similar to that now controlling
transport. Perhaps several boards would be necessary each
embracing several related industries. The Bank of Canada
might be represented on each of these boards, as it is fully
conversant with financial matters, both within and outside
of Canada, and it is more or less free from political in-
fluence. OUther members of the board might be appointed as
follows:- one from the ranks of labour to represent labours'

viewpoint, one from agriculture to represent the raw-material
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.producer and a member of the judiclary to represent the
consumer., The same individual should not be permitted to
act on more than ome board. It is essential that such boards
be beyond the influence of politics and pressure-groups
repressnting any single class of soclety, whether it be
labour, consumer, raw-material producer, financial interests
or big business. The board could exercise the vote entrusted
to them by shareholders through their chairman (as one vote)
or as individual members (as several votes) depending upon
the results they desired to achieve at the board meeting.

In brief, the proposition is that the shareholder be
given the option of vesting his voting rights to the care
of some fully-qualified impartial publicly-appointed group
or with the management of the corporation. The membership
of this board should not depend upon the vote of the land
for its existence. However, it should be responsible to
the will of the people, but not subject to change with change
in government. This board chosen to represent the absentee
shareholder at stockholders' meetings, might well be so
constituted as to include representativesof labour, the
consumer and the raw-materisl producer, ell three of which
will be affected by the decisiomsmade.

The above approach to the problem would give Government
some measure of control over privately-owned corporatioms,

particularly if substantial voting-rights were vested in the
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hands of the Government appointed boards by shareholders un-
sble to attend stockholders mesting. There is however one
great denger inherent in any such scheme. National organi-
zation of industry under any plan which permits of private
ownership under public ontrol of operaticn runs the risk

of resulting ir a planned economy of the Fasciast type, that
is, a corporate society controlled by the state. True, in
the above proposal it was stipulated that no appointees could
be member on more than one board, and that such boards should
be so constituted as to be free of politicel pressure.

Whilst this would spread the decisions concerning industry

as a whole over a greater number of government-appointees
decentralizing the control, there is a strong likelihood

that such a plan would ultimately result in the varicus in-
dustries coming under the control of these government appointed
boerds. The only safeguard against such an cccurence is the
shareholders' optien to sign his proxy in favour of the group
appointed by management instead of vesting it with the
government-appointed board. Unless these boards were free
from political pressure, it would be a possible means of some
government that was so disposed to take over control of
industry. If the boards were vested with sufficient voting
power by the shareholders, there would be nothing to prevent
them from changing the management of the corporation thus

neutralizing the option they were established to provide.
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State-ownership and operation is the second method trans-
ferring control of industry to the State. This i3 the more
outright method of the two and more revoluticdnarys- This
entails expropriation of private industry by the state. The
theory is that these industries are then to be opsrated by
public servants in the interests of society rather than for
private gain. Some industries lend themselves to this type
of organization more sc than others due to the fact that
with refe{enoo to the product of these industries, the
common interests of the people are easily recognized. For
instance, in the field of public utilities everyone is
affected and everyone is interested in cheap and adequate
light, heat, gas, water, communications and transportatiocnm.
In certain basie consumer goods lines such as milk, bread,
butter, cheese, eggs, fruit, vegetables, flour, drugs, etec.,
opinions vary little as to what the individual requirements
are as these are a matter of dietetics and dictated by the
necesgities of health. However, who is to determine the
needs of the individusl as to style and tastes in clothing,
automobiles, houses, the svery day common luxuries in con-
fectionery lines, cosmetics, shoes, entertainment, and a
thousand and one other articles? Who is to dictate the
news we are to read, the reading matter of books, the sub-
Ject-matter and handling of motion pictures? The question

is again who is going tc make the decisions?
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Again a planned economy 1s the result with the decisions
being made by a few individuals. What progress has been made
in the transfer of the power of control over the economic
destinies of millions by a few private individuals (usually
well-trained through years of business experience for the
task) to control over the same people by an equally small
number of publicly-appointed individuals (usually under-paid
and untrained for such responsibility)? Amyone having any
experience with the despotism of the small bureaucret, would
hesitate to say that such control was preferesble to the
dictation of the economic princes of industry.

The dividing lire between the quasi-publiec corporation
type of contrel over industry and industry controlled under
a communist system is very thin indeed. In the ome, we have
the economic interests of the shareholder, of labour, primary
and compomnent producers and, to some extent, of consumers
subjected tc those of the comtrolling group who manage and
operate the enterprise. In the other, control is also
centred with a group, in this case with a committee of
commissars rather than a board-of-directors. Where management
and/or the board-of-directors exercise control in the interests
of the corporation to which the interests of the individual
stockholder are subordinated, it reminds one of the communist
committee of commissars subjeoti;g or subordinating the

interests of the individual te those of the state as a whole.
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Two wars supposedly have been fought to preserve
Demooracy. Democracy, to me, means the right to make my own
decisions providing they do not run counter to the laws of the
land and society. It also means economic freedom. The right
towork at what I please, for whom I please and where it suits
my purpoie best. It means the meking of such decisions by
millions more like me. It has no place for the rigidly-
planned society that would result from (1) the economic
feudalism imposed by an overall corperate organizstion of
society with decisioens resting with a small comtrolling group
of private individuals; (2) the fascist-type sconomy springing
from a government controlled privately-owned corporate or-
ganization of society; (3) the socialist-type economy of
state~cwnership with decisions resting with a small controlling
group of bureaucrats, or, (4) the communigt-type economy of
ownership with decision resting with the commumist committee
of commissars. Democracy involves decisions made by many
pecple. Contrel is diffused not concentrated.

State regulation, then, is the necessary solution to the
problem, regulation to ensure that democracy is maintained,
demoeracy in economic life as well as political life. The
man who thinks up a new idea must be given the opportumity
to produce and market it. The consumer should benefit from
technological improvements through a reduction in the price

of the preduct. Labour should benefit frem these same ime
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provements by having working conditions improved, the raw
material producer should be assured proper market facilities

to ensure a price in keeping with the laws of supply and demand,
and shareholder should be protected to ensure a reasonable wage
on capital and a protection ef his equity. The state must
restore and preserve “"free-enterprise".

Government regul&tion to accomplish these ends is mot an
essy thing, nor can it be accomplished with small cest and staff.
The trend toward large corporations controlling ever-larger
aggregates of wealth is not likely to be reversed but it is
thought it can be policed te prevent mamy of the abuses that
have appeared. lhe tendency tc eliminate competition must be
checked and can be checked!. Competition must be not only pre-
served but must be succoured by the state.

The best means of doing this is toc encourage new private
enterprise. Young fresh industries springing up will provide
competition and retard if not reverse the tendency of large
corporations toward monopoly, price-fixing and price-leadership.
The first step toward the encouragement of new enterprise is
to eliminate the assistance given monopoly concerns in the
form of tariff-protection, cartel-agreements, control of raw-
meterial supply and control of distributive facilities. The
Combines Act cen be enforced to emsure that source of supply
and distributlive facilities are not closed to new enterprises,

(however, better use will have to be made of it than that made
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vin the case of the investigation into the activities of the
Imperial Tobacco Company).

The Patent Act in conjunction with the Combines Act, can
be utilized to enforce proper marketing of new inventions.
Patent-pools might also bear investigation. To offset the ad-
vantage of large corpoerations in contrelling the bulk of re-
search facilities, the federal government should expand the
activities of the Research Couneil to act as a service to assist
in the establishment of new industry. Small struggling new
enterprises cannot afford the luxury of a reserach staff,
This service could be made gvailable by an expanded Research
Council working in conjunction with the various Universities
across Canada. This would also have the desired effect of
stopping the steady flow of our young chemists, physicists
and engineers out of the country to large wealthy corporatiom
laboratories in the United States.

It %as shown that the cost of issuing new securities on
the public market was almost prohibitive to small new enter=-
prises. Easy access to credit must be provided then by some
other means. The federal government has already taken avery
wise step in this direction through the establishment of the
Industrial Development Bank. If this is given proper treat-
ment, the decided advantage formerly enjoyed by the large
corporation over the small enterprise in the obtaining of

capital, could conceivably be reversed, giving the small new



enterprise the advantage over the large established corpora-
tion. Credit should be granted at the lowest possible rate of
interest to new enterprises in order tc encourage their es-
tablishment,

This could be carried still further by allowlng new
enterprises certain tax concessions. For instance, they might
not be required to pay excess profits tex for a givem period.
Business losses might be spreed over a period of four or five
years. New plant and machinery always provides the new enter-
prise with a major expense headache and is a limiting factor
on expansion. Tax concessions similar to those extended
Canadian menufacturers for plant extension for war production
would assist in the establishment of struggling young indus-
tries.

Tax concessions to large established corporations might
also be made under special circumstances to encourage the
marketing of new technological developments. For instance,
General Electrie and the N.V. Philips orgenization might have
been more partial to the introduction of fluorescent lighting
had they been able to write-off against taxes the tremendous
cost of plant alterations necessary for the change-over from
incandescent bulb production to fluorescent tube manufacture.
In fairness to these large enterprises some worthwhile con-
sideration must be offered to encourage the costly procedure
of marketing new products which are likely to displace those

for which they already enjoy & profitable market.

196



197

As stated above, the maintenante of competition cannct be
accomplished without adequate appropriation of funds and pro-
vision of staff. The administration of the Combines Act and
Patent Act both require strengthening. The Commissioners of
both acts should be empowered to initiate investigations and
be provided with adequate steff including economists, account-
ants and lawyers, sufficient to carry out a continuous pro-
gramme of investigation. No restraint of trade should be per-
mitted and investigations should receive full and extensive
publicity in order to acquaint the consumers of trade-practice
designed against their interests. Adverse-publieity is per-
haps more feared by these corporations than are fines and legal
expense they risk when they ignore the terms of the Combines
Act.

There are several industries in which it is unlikely that
competition can be restored. As pointed out previously, due
to geographical considerations, smallness of population and
intrusion of large United States corporations, there are
certain fields of industry in Canada in which monopoly is
either unavoidable or could be avoided only at exorbitant cost.
These would include cement, nickel, aluminum, heavy electrical
equipment, explosives, many iron and steel products and many
chemicals. The mere existence of a monopoly is not contrary
to the public interest, it is the monopolizing of an industry

excluding competitérs that is unlawful. Little has been done
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?ndor the Combines Act, Tariff Act and Patent Act to inves-
tigate monopolies to determine whether they are beneficial
monopolies existing due to the fact that there is room for
but one company of moderate size to operate economically
within the particular industry or whether they are "monopol-
izing" the industry excluding competitors by means of cartel
agreements, tariff protection, patent-pools, control of raw
meterial supply, control of distributive facilities or
through patent-licensing agreements.

An alternative to unavoidable private mpnopoly is publie
monopoly. As pointed out above, some industries such as
public-utilities and the production of basic consumer require-
ments for which the demand is fairly fixed by health and sub=-
sistence requirements lend themselves to this type of organi-
zation. The weakness in public-ownership seems to be the
difficulty in obtaining a concisenticus and capable adminis-
tration due to a seeming unwillingness on the part of govern-
ment to pay adequate compensation for the calibre of employses
required. Further, this type of operation is subject to
political interference. Public servants are subjected to the
prossure of organized groups such as labour, "big business"
end raw material producers, who through lobbying activities
can influence the government of the day. Despite this, therse
are several successful examples of public~ownership, such as

the Canadian Broadcasting Corporation, Canadian National
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Railways, Trans-Canada Airlines, Ontario Hydro-Elsctric, and
Toronto Trensit Commission.

None of these can be said to be government monopolies,
however, as each of the ?bove examples are competing with
private enterprise. The T.T.C. is competing with other
mothods of transportation such as taxis, private cars, etc.
The C.B.C. competes with private stations even though it is
the only national chain. The C.,N.R. competes with the C.P.R.
the T.C.A., with independent airlines although it is the only
national system, and the Ontario Hydro Electric Gompetes with
privately operated public utility companies in some sections
of the province. Publicly provided competition is an even
better alternative to private monopoely than is government
monopoly. Government-owned companies act as a limiting con-
trol over the prices charged by private enterprises as well
as setting the standard of working conditions. Private
enterprise on the other hand sets the standards of efficiency
in operation, preventing some of the excesses known to
public operation. No publicly operated company should be
tolerated that cannot operate without frequent inJections of
the taxpayers' money.

It would gppear then that the ultimate relationship of the
state to the corporation will be:one of regulation. The state
must act through a rigorous administration of a strengthened

Combines Act, Tariff Act and Patent Act to retain and restore
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competi tion where possible. Where competition cannot be res-
tored or enforced, monopoly must be regulated, competed with,
or as a method last resort replaced by public monopoly. Ex-
isting laws (Sections 496-497-498-and 498A of the Criminal Code
of Canada) and proposed laws must be adequately administered
for the protection of the consumer.

The state must regulate the corporation to ppotect the
sharsholder. The Companies Branch requires adequate staff
and appropriation to carry on regulatory work wader the Com=-
panies Act. This Act should be amended to provide for rigid
requirements concerning bankers' disclosure to close the loop-
hole whereby corporations evede 'prospectus' requirements
through marketing new security issues through investment
bankers. New security issues should be closely regulated,
"stock-watering” eliminated. The transfer of securities for
anything other than cash should receive closest scrutiny to
determine that proper evaluation has been placed upon pro-
perty, service or intangibles. Close regulation of the use of
no-par stock is necessary and statutory regulations should be
provided requiring that a fixed percentage of the selling
price of no-par stock (80%) be set up on the books of the cor-
poration as paid-in capital. Another desirable regulation
would be one prohibiting the payment of dividends out of any-
thing other than earned profits. The tightening of security re-

gulations and incorporation requirements should be carried out in con-
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junction with all of the provinces in order that no one
province will be able to attract "big business" due to having
looss incorporation laws.

Uniform accounting practise should be encouraged by the
state. There is much to recommend the payment of all auditors
by the government. Accountants are engaged by the corporation
to audit the books of the company. As they are retained by
the company it is only natural that they occasionally submit
to the pressure of control to set up their statement in. a
manner favourable to management. Public employment of these
accountants would ensure an independent audit. Further, a
standard method of reporting might be evolved setting up
annmual stockholders' reports in a manner sasily assessed by
the awerage shareholder. This would serve a dual purpose,
(1) The government would be assured an independent audit for
taxation purposes and (2) the investor would be assisted in
measuring the efficiency of the management entrusted with
his capital.

The state now has fairly extensive labour legislation in
effect. This legisletion has guaranteed the worker a fair
minimum wage, compensation against industrial accidents and
ailments, the right to organize, safe and proper working con-
ditions and lately insurance against unemployment. More un-
iformity in these regulations is necessary between provinces

and more adequate enforcement machinery is necessary. State



action to implement hospitalization, medical care and super-
annuu?}on is still necessary for complete protection of the
worker. Unemployment insurance might also be extended te
cover employees in the salary brackets.

It is evident, from the above, that the corporation
has introduced new problems and placed greater responsibil-
ities upon the state. No longer can business be permitted
to function on a "laissez-faire" basis. Regulation by the
state has become increasingly necessary to protect capital,
labour, primary producer, consumer and even the state itself.
It is ironical indeed that one of the main objects of this
regulation is the retention and restoration of competitien
on a price-basis. Government intervention is required te

preserve "free-snterprise.”
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x
The 200 Largest Non-banking Corporations in the United States

Gross Assets on or

Name about Jan.
In-Millions

ANUSEMENTS
Eastman Kodak Ca. teesecnsosrenessess ShesseesROE e
General Thestres Equipment, Inc. (Fox Theatres)...
LoeW'S, INCe eecesncccsoanscsosscscascestccsnssensas
Paramount Publix CoTrPe.eccceescscscccoccsocccaccnne
Radio COI’p. Of AMEericCa cescessecnssssevesssscssncen
Warner Bros. Pictures, INC..cssesasesccsescccccses

CHEMICALS

Petroleun
Atlantic Refining COcccesvssseesscssnteccsccccssns
Continental 0il CO..ceeevescencsssasnsscessccesces
Gulf 0il COI'p..ooo.--ooco-ooooooooo-oooooooooooooo
ohio oil co. NN ENENNENE SN ENNER R NN RENE REEYX N N BN NN NNNJ
Phillips Petroleum CO. scceesssvcossesnossnnscoss
Prairie Oil & Gas CO. eecevevessscscssscccsccssce
Prairie Pipe Line Co. 000008000000 0000000800 000000
Pure Oil CO..cvcecvvcsssnsocconsocensssnsssonsscsee
Richfield 0il Co, of California ..e.cesesevevccses
Shell Union 0il COTrPececescccnosccncsssssassnsosesns
Sinclair Consolidated Oil COIPeccceesscncssscnscce
Sinclair Crude 0il Purchasing CO..ceeso0s00esccsaes
Standard 0il Co. of California “s000080000000cvsve
Standard 0il Co. of Indiana eeevseeossssccssncsces
Standard 0il Co. of New Jersey se0cs0ecs0ecsccve
Standard Oil CO. Of New YOI‘k €00e0000000000 0000000
Texas Corp......................................n
Tide Water Associated 0il CO...ooooocooc-oo-oo.-oo
Union 0il Associates 0 0000000000000 080 00000000000
Vacuum Oil COsccvecccacscconnconnsssonesssssssscsne
Other Chemicals, Soap, etec,

Allied Chemical & Dye COI’p. 0000000008800 c000000
Corn Products Refining CO........ooo..............
DuPont de Nemours & Co...-'o-000000000..000.000-00
International Match Corp....n....................
Koppers COvevnnsoconcensacconsnssessscascascncscnse
Procter & Gamble Co 9660000000000 00000000 000000000
Union Carbide & Carbon COTP..ecssecessssvsesccconses

COAL
Consolidation Co8l CO.veeecsccecnsssssannsensocnsss
Glen Alden Coal CO.---ooc-o..o000000..0‘00...000-.
Philadelphia & Reading Coal & ITon COIPeceececccves
Pithsburgh Coal COseeasesssecscossecentscanssosses

1, 1930.
of Dollars

163.4
360.0
124.2
236.7
280.0(est.)
167.1

167.2
198.0

604.7
850.0(est.)
1767.3
708.4
609.8

94.0
300.0(est.)
1@’0
171.5
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Gross Assets on or
Name about Jan, 1, 1930
In Milliona of Dollars

FOOD PRODUCTS, DRUGS, TOBACCO, etc.
Dairy Products
Borden CO. eiececccnscsseessccossssssscsssocsne
National Dairy Products Corp. se00000080080000
Fruit
United Fruit COse.oveccenscccscccsnnssnsescace
Meat
ATOUT & COuceneccesecasassacssrensasenscsccse
Sﬁft & Co.0-0000000000000000-o..’......o.o.oo
Wilson & COceenseccsvccceccocsnsccssscosnnscns
Sugar .
American Sugar Refining COcesassescncassssccsns
Cuban Cane Prod. CO..eeseevssescsesssccensscces
Tobacco
American TObacco CO...........................
Liggett & Myers Tobacco CO.ccevecovcsnsescacas
LOI'illaI‘d (P) Co----o-.ooo.....ooo...’.....on.
Reynolds Tobacco CO.cceoveccssssscososssesssess
Others
National Biscuit CO.ceesoescccocasscesnssccssns
GLASS
Pittsburgh Plate Glass COcvecevsscrssnossnssacs
LEATHER
International Shoe CO..eeeeeesescnscsosessesee
LUMBER
Long-Bell Lumber Corp. 0006088000800 0000000000
MERCANTILE
Drug Inc, (United Drug COo)oo.o.o.ooooootooooo
GI‘e‘t Atlantic & Pacific Tea COC...I..........
Kresge COceetososcsncccnnnesncnesssssossssncese
Macy, ReH., & COvivevsvcvncnscscssesssssannsesas
Marshall Field & COcceeseosssaccncsccnscssesse
Montgomery Ward & COcceseecossscssconssssscece
Sears, Roebuck & CO..eccev000s00c000000scsccne
United Stores Corp. (United Cigar Stores).....
Woolworth & COicesecccessscecsossccssnnssssncce
METAL PRODUCTS
Automobiles
Chrysler COIP..ccscccccsscssssssesesonsscosces
Ford Motor Co....................o......o.....
General Motors Corp...........................
Studetaker Corp.........o.....................

174.0
22445

226.0

45243
351.2
98.0

157.1
101.3

26544
150,3
110.0
163.1

133.2
101.6
111.3
116.1

158.0
147.3
109.5
97.0(est)
137.2
187.5
251.8
161.5
165.4

209.7

761.0
1400.0(est.)

134.2
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Gross Assets on or
Name about Jan, 1, 1930.
In Millions of Dollars

METAL PRODUCTS -Continued
Electrical Equipment
General Electric CO¢ sevececsascssscssncacsssee 9157
Westinghouse Electric & Manufacturing Co....... 253.9
Machinery
Deere & CO.ecsencscosccconscsnssccscsssssssassone 9406
Internationael Harvester CO..ceveeececscnscscess 3840
Singer Manufacturing CO...eecessessssssssessess  210,0(est.)
United Shoe Machinery COIPecesececesscssscscssse 94.1
Others
American 0an COsecceesscescssscrcostsccsssccsnasns 19103
American Car & Foundry COveeosoncnconssnssnscns 119.5
American Locomotive COu..eceeeeesesascsssescces 106.2
American Radiator & Standard Sanitary Corp..... 199.4

Baldwin Locomotive WOTrKS eeccesocecsscssacssscs 98.8
Crane CO..evecossccsesscssccecoscecosncctcscces 115.9
METALS
Aluminum

Aluminum Co. of AmErica csceesscesvscesescsesee 300.0
Copper & Lead
American Smelting & Refining Co.eeeesecesccvees 241.0
Anaconda Copper Mining COccevnecosnnconssccoces 680.6
Kennecott Copper COYPeeessoosssnscscosscssccacs 337.8
National Lead CO.cevevocescesccscssssssccnccnes 10804
Phelps Dodge Corp....o......................... 124-7
Iron & Steel
Anmerican Rolling Mill COccevesoesensconceccscas 104.3
Bethlehem Steel Corp.................-..-...... 80106
Cliffs Corp.........................-....;..... 98.0
Crucible Steel Co. of AMEricCa ceseescecsssceces 124.3
Inland Steel co-‘o.aooo.oo.o.oooooo..o....ooooo 103.2
Jones & Laughlin Steel CorPececcesecesssccsssss 222.0
National Steel Corp....o.o..................... 120.8
RBPUblic Iron & Steel CO....................... 331.7
United States Steel COIP..-o....o.-.....-...... 2286.1
Wheeling Steel Corp.....o.........o............ 128.3
Youngstown Sheet & Tube CO.vveeceocrveccossnces 235.7
PAPER
Crown Zellerbach Corp. ©90000000000000000cs0000 11707
International Paper & Power COooo.ooo-.ooooo.oo 686.5

Minnesota & Ontario Paper CO..ecesrocsccoccesee 90,3
PUBLIC UTILITIES (Grouped according to associated companies)
Communications

American Telephone & Telegraph CO..eveeeecscses 4228.4
Associated Telephone Utilities COesenecvcvecoes 95.9
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Gross Assets on or
Name about Jan. 1, 1930.
In Millions of Dollars

PUBLIC UTILITIES - Continued
Communications - Continued
International Telephone & Telegraph COrPasscecess 521.2
Western Union Telegraph COoo..o....oo'.......o'o- 332'2
Electricity and Gas
American Commonweslths Power COrPeceessccsccssses 184ed
American Water Works & EleC. COeeocseccecsocesses 378.5
Associated Gas & Electric Co..................... 90004
New England Gas and Electric Association....... 108.7
Railway and Bus AssoCiatesS ...ecescesssccccssee 11242
Central Public Sem Cooooo..ooo..ooooolooooooco 19905
Cities Service Co........‘."..Q................. 989.6
Consolidated Gas Co. of New YOYK ..eesecescccoees 1171e5
Consolidated Gas,Elec. Lt. & Power Co. of Baltimore 1359
Detroit Edison CO.cecese0s0000s00s000ce080000s0asce 2%01
Duke Power CO.........u......................-. 21201
Edison Electric I1ll, Co. of Boaton.oaoo...oooono 156.3
Electric Bond & Share COo-co-ooooocaooooocooooc~ 75600
American Gas & Electric COv.cevecsccsccncess 431.0
American Power & Light COvvieevececccscescces 754l
Electric Power & Light COrPecececccccscescss  960.0(est.)
National Power & Light CO..cecevsccocccessss  500.0(est.)
(Insull Group)
Commonwealth Edison 90.......-......-.....-- Wco(eSto)
Middle West Utilities CO. ceeeccsescsaccsess 1120.0(est.)
Midland United CO...oo.ooooonoo-ooo-ooooo-oo 298-1
North Amer, Light & PowWer CO.cecsscecccccses 308.4
Peoples Gas, Light & Coke CO.cevesecscessees 192,1
Public Service Co. of Northern Illimois .... 190.0
(Koppers Co. Group)
BrOOklyn Union Gas CO...........u.u....... 12307
Eastern Gas & Fuel Associates ...eeeccecscee 158.7
Lone Star Gas Corp................o............. 109.0
North American CO.-o'ooooooco-ooooooooooo.o-ooooo 810.3
Pacific Gas & EleC. COcceccesconvessssesccee 428.2
Pacific Lighting Corp.........................u 20304
So. California Edison Co. ,Ltdo-ooooooooooocooco. 340.6
Stone & Webster, Inc..........unou........... 400.0(33*:.)
Tri-Utilities COI'p........-........o.....oo..... 346c0
(United Corporation Group)
Columbia Gas & Electric CorPieesccoesosccsee  529.2
Commonwealth and Southern COI'p.............. 1133.7
Niagara Hudson Power COTPecececcessasesccssse  756.9
Pablic Service Corp. of New Jersey.eeeeesee. 634.6
United Gas Improvement CO.eseesccevcccccccns  802,0
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Gress Assets on or
Name about Jan, 1, 1930.
In Millions of Dollars

PUBLIC UTILITIES Continued
Electricity and Gas Continued
United Light & Power Co. ceconssscsessesessvese 520.1
United States Electric Power COIPe ececceseesecse 1125.8
Utilities Power & Light Corp. 0es00000cscc0ss0 373.1
RAILROADS (Grouped according to associated companies)
Alleghany Corp. 00600000600 000000600008000000 0000 1600.0(eSt')
Erie Rde COcrencvscccseveccoscocsnaseotccsces 560-9
Kansas City Southern Ry. COvsessennecsennses 14601
New York, Chicago & St. Louis Re COsccovcces 35000(95t¢)
Wheeling & Lake Erie Ry. COccovcoccecscccncs 104.1
Atchison, Topeka & Santa Fe Ry, COu.ceececcesces 1135.4
Atlantic Coast Line R, CO.eeseccccscsccectevccnc SA0.0(GSt.)
Baltimore & Ohio Rd. CO.eseosesreccccssscacccces 104008
Chicago & Alton Rd. COscecsccccscetsccescene 161.8
Reading COcceecesececsoscscnsccassecsccescans 565.0(est.)
Western Maryland Rye. COecsescecscocccscscccas 168,2
Chicago & Eastern I1linois Ry. COsecceonvcocccns 97.4
Chicago Great Western Rd. COeceeesccsenscncsacee 14942
Chicago,Milwaukee,St,Paul & Pacific Rde COeseeee 776.1
Chicago & North Western Ry. COceccesececcceaseas ©041.0
Chicago,Rock Island & Pacific Ry, COsceescscoeee 477.4
Chicago Union Station COececessssesccesssccnsns 96.8
Delaware & Budson CO.seeeescccocsccoscccnscsesane 26904
Delaware, Lackawanna & Western R. COeceeeseecese 189,3
Denver & Rio Grande Western Rd. CO¢ececvecsceses 223.4
Florida East Coast Ry. COvsscsscncoscsrcnnsosace 123.6
(Grea‘b Northern Ry. CO..eeseaseseesccscctssssccns 812.4
(Nor‘bhern Pacific l:w. COvevtssssccocasenssscsenns 813.9
Chicago, Burlington & Quincy Rd. COeeesecees 645.4
Spokane, Portland & Seattle Ry. CO..seeeceee 140,23
Missouri-Kansas-Texas Rd. CO..oeeeesscrcssscecsee 314.0
New York Central Rd. COecescescecencscccsccsncos 2250,0
New York, New Haven & Hartford R. CO..oeeessesee 560,8
Boston & Maine Rd. COesesecvcccescecssccaces 25604
Pennsylvania Re COcvtscasonncccccrnccssscssssacc 260000(93to)
Lehigh Valley Rd. COscneccesscstcnscscsccans 226,0
Norfolk & Western Ry. COoo0000000000.0.oooot 497-0
Wabash RY. co...o.-00000000000000000000ooool 334.6
St, Louis-San Francisco Ry. COssecsecasesenccone 439.9
St. Louis Southwestern Ry. COo-oooooooo.oo-.oooo 139.4
Seaboard Air Line Ry. COcseesvasennceesnecsscane 283.1
Southern Pacific COs.eecse00000000c000000000000s0e 2156,7
Southern Ry. COQoQOQQQOQOOQ..l000000......000000 65505

\
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Gross Assets on or
Name about Jan. 1, 1930.
In Millions of Dollars

RATLRCADS- Continued

Union Pacific Rde COs ceveveacesceaccscessssscacsses 1121.1

I1linois Central Rd. COs ceseecccasctccssccccses 680.9

Virginian Ry. Co. $5000000000000000000080000 00000 152.7

Western Pacific Rd, Corp. 0000000000000 ¢00000 500000 15600(est0)
REAL ESTATE

U.S. Realty & Improvement COsescossnscsesscescancccs 12406
RUBBER

BoFe Goodrich COsevecceecccassccascccocsccecccccnces 163.6

Firestone Tire & Rubber COeceeessccsecceccccncsccscas 161.6

Goodyear Tire & Rubber CO.ceecveseceeccscacecoccsces 2,342

United States Rubber CoOeseeccessccssccccecccoccccace 307.8
TEXTILES

American Woolen COsceeeesoccscccccceccscccocoacccces 113.9
TRACTION

Boston Elevated Ry, COccecceetcceccceccseccnacscaccee 109,7

Brooklyn & Manhattan Transit COssescecsccosccesscces 288.5

Ghicago Rys. COseeocccssssentecnecsscstecesscansaccce 108.2

Hudson Manhattan Re COcescccncecetcceccecesncecs-cns 131.7

Interborough Rapid Transit COs seevecesocecescsseces 45806

Philadelphia Rapid Transit COe¢ seceaceccesscccccccns 95.6

Third Avenue Ry. COe ecceeecsscssacsesccnsesccscase 11000(eSt°>

United Rys. & Elec, Go. of Baltimore secseqeserscece 96.7
TRANSPORTATION

International Mercantile Marine COsseeseesescscessee 100,0(est,)

Pullman, INCesesescressceesscteccscsceccacassaveccsve 315.5

4 Largest according to gross assets less depreciation, as repor-
ted in Moody's Railroad, Public Utility, and Industrial Manuals. In
the cases where a consolidated balance sheet was not given in
Moody's, an estircte was mede bzsed on the assets of subsidiaries
and the assets of the parent corporation minus its investments in
affilizted companies. These estimates, while they cannot be per-
fectly accurate are sufficiently so for the present purpose. In
two cases, no balance sheet of the parent was given but a very rough
estimate of the assets controlled was made, based on the bonds and
stocks of the parent company and the assets of certain of its sub-
sidieries, No company is included in the list, a majority of whose
voting stock was known to be owned by another corporation,

1 Berle igd Mgzns - The Modern Corporation and Private Property
pPp. - -
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APPENDIX - IT 2

Assets Held by 200 Largest American Corporations
Grouped According to Size

Size measured by Number of Gross assets held Per cent of

gross assets companies by group total assets
represented
Under $50,000,000 ... 372 $ 7,325,000,000 10.9
$50-$100,000,000- csee 71 4,950,000’000 7.4
Over §100,000,000..q0 130 54 ,714,,000,000 81,7
Total te00000s0e00000 5713 $66,989,000,000 100.C

2 Ibid ~ P,27



APPENDIX - III

Gross Assets of 150 Identical Corporations

Common to Both 1919 and 1928 List of
200 Largest American Ccrporations

FyA

Rail=-
Year roads
1919 18,480
1920 20,535
192 20,186
1922 20,643
1923 20,409
1924 20,839
1925 21,272
1926 21,881
1927 22,462
1928 23,026
Increase
1919-1928 2%
Annual Rage of Growth
1919-1928°  2.4%
Increase
1924-1928 9%
Annuzal te o
1924-19237" 2.3%

211

Gross Assets as of December 31 in Million Dollars®

f Growth

71
Indus~

trials

14,288
16,186
15,590
15,962
17,174
17,703
19,111
20,569
21,154
22,675

58%

5.2%

28%

6,0%

35
Public

Utilities

6,017
6,393
6,745
7,757
8,749
9,814
11,508
13,562
15,580
17,703

194%

12,3%

80%

15,9%

150
Corpo-
rations

38,785
43,114
42,521
44,362
46,332
48,356
51,891
56,012
59,192
63,404

63%

5.6%

3%

7.0%

a Derived from Moody's Railroaed, Public Utility and Industrial Manuals.
b Compounded annuvally,

Ibid

= Pe 34
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APPENDIX = IV 4

Comparison of Growth of Large Corporations

With Growth of All Corporations

200 largest non~financial All non-financial
corporations corporations

. Gross assets as Annuel rate Estimated Annual rate
Year  of December 31 of growth ® wealth as of growth®
(million dollars) (per cent) of Decem- (per cent)

ber 31
(million
dollars)
1909  §26, oeg ; $ 63,303 bg
1919 43,71
1920 48,436 ) o1 ) 3.0
192 47,762 ) 90,507 ©)
1922 49,729 bl (
1923 51,886 be? al 4e3
1924, 54,5337 b 102,658 4(
1925 58,317 7.2 )
1926 63,404 8.7 112,435 °) 4.8
1927 67,165 5.9 117 693 L5
1928 73,139 8.6 124,334 g 5.7
1929 81,074 10,6 131,500 & 5.8
1909"1928 I ENY ) 504 [EEEXX N X} 306
1921'1928 seocse 6.1 seccoce 4.4
1924"19% XEXX) 7.7 (XY XYY ) 409
a Where an interval of more than a year intervenes between

successive flgure,, the annual rate of growth is figured on a
basis which gives a rate compounded annually,

b Estimate obtained by determining the per cent growth in

the capital stocks and indebtedness of all non-financial cor-
porations between December 31, 1909 (Annuel Report of Commission-
er of Internal Revenue, 1910, pp. 69 and 74) and December 31,
1924, (Statistics of Income, 1925, pp. 31, 43 and 46). In the
latter year the fair value of all capital stocks was used, as it
was somewhat larger than total par value even for those
corporations reporting par value. This percentage was then
applied to the estimated wealth of non-financial corporations on
December 31, 1924,
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c Estimate -of non-financial corporate wealth made by the
Federal Trade Commission and based upon the capital stock tax
returns for approximately December 31, 1921, as compiled by
the Treasury Department. (National Wealth and Income, Federal
Trade Commission, p. 134.) This figure includes real estate,
buildings, and equipment as reported and estimates for cash
and inventory. Figures cover all corporations.

a Figures for real estate, building, equipment, cash and
inventory of all non-financial corporations as tabulated by
the Treasury Department (Statistics of Income, 1925, p. 40)
plus an adjustment for wealth of corporations whose balance
sheets were not tavulated, Adjustment was made by assuming
the wealth of corporations whose assets were not tabulated was
in the same proportion to the fair value of their stock as the
wealth of corporations tabulated to the fair value of their
stock (ibid., p. 31.)

e Real estate, buildings, etec. of non-financial corporations
(Statistics of Income, 1926, pp. 360 and 390) adjusted for cor-
porations whose balance sheets were not tavulated., This adjust-
ment was made on the basis of the proportion of balance sheets
tabulated in each income class. As over 99 per cent of all but
the very smallest corporations appear to have been tabulated, the
error in estimation cannot be large (ibid., pp. 356, 358, 360,
and 398).

f Same basis as(e) (Statistics of Income, 1927, pp. 371, 372,
380 and 382).

g Same basis as (e), except that 97 per cent of balance sheets

were assumed to be tabulated. (Statistics of Income, 1928, pp. 32,
380, and 386 and Statistics of Income, 1929, pp. 25 and 332,

4 Ibid - p0360
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APPENDIX - V °

Growth of Large Corporations as Indicated By
Relation of Their Statutory Net Income To

That of All Corporations.?

Estimated net Per cent Estimated Per cent
Net income of all income of 200 by largest net income Dby next

non~financial largest non- 200 cor- of 800 next largest
corporations financial cor- porations largest non- 800 cor-
(million dollars) porations (million financial porations
(million dollars) corporations
dollars) (million
dollars)
1920 $6,899 $2,307 33e4 $1,305 19.0
192 3,597 1,354 37.6 708 19.6
1922 6,076 1,958 32.2 1,151 19.0
1923 73453 2,445 32,8 1,386 18.6
1924 6,50 2,378 36.0 1,247 19.0
1925 8,060 2,993 37.1 1,522 . 18.9
1926 8,337 3,335 40,0 1,564 18.7
1927 75459 2,865 38.4 1,360 18.2
1928 8,646 3,493 404 1,618 18.7
1929 9,456 4,081 4342 1,808 19,1
Average
1920-1923 $6,006 $2,015 33.5 $1,137 18,9
Average
1926-1929 §8,474 $3,444 40.7 $1,587 18.7
a Derived from Statistics of Income for the respective years.

Net income of all non-financial corporations equals statutory
net income of all corporations reporting net income less that of
financial corporations reporting net income. Inceme for the
largest 200 was estimated by taking the net income of all non-
financial corporations reporting income over $5,000,000 including
nearly 200 companies and adding to this an estimate of the income
of additional companies to make the total of 200, In each case
the few additional companies were assumed to have a net income of
$5,000,000, (If the average income of the added companies had
been $4,500,000 it would have lowered the estimate in 1927 only
from 38.4 to 38,2 per cent. In other years the change would have
been very much less. As in each year there were approximately
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800 companies having incomes between 1,000,000 and $5,000,000,
it is unlikely that the average income of the few companies
necessary to make up the 200 largest would have been below
$4,500,000 and was probably closer to $5,000,000. The assum-
ption of the latter figures would not, therefore, lead to
appreciable error.)

Income for the next largest 800 was estimated by taking
the income of all non-financial corporations reporting statutory
net income of over $1,000,000 (approximately 900 corporations
each year) and adding an estimate of the income of additional
companies to make a total of 1,000, the extra companies being
assumed to have an income of $1,000,000, From the resulting
figure the estimated income of the largest 200 was subtracted.
(Error due to the probability that the additional companies had
an average income of somewhat less than $1,000,000 would be
negligible., If the average in 1927 had been $900,000 it would
have reduced the percentage only from 18,2 to 18,1. As there
were nearly 1,000 corporations having incomes between $500,000
and $1,000,000, the average income of the added companies must
have been more nearly $1,000,000 than $900,000. In other years
the error would have been even less,)
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‘ZS CLASSIFIED BY ASSET SIZE*: 1936-42
ada: Millions of Dollars

GROUPS 1- 4 : TOTAL OF 627 COMPANIES™

FiscAL YEAR NEAREST To CALENDAR YEAR 1936 1937 1938 1939 1940 1941 1942
Net Operating Profit (Before Depreciation) 402.9 | 490.9 | 430.6 | 511.2 | 640.1 | 803.9 | 908 2
Deprecration, Deferred Development & Patent Write-Off s 1068 | 114.3 | 113.2 | 1208 | 145.6 | 187.9 | 2423
Investment and Other Non-Operating Income (Net) 48 2 51.8 49.8 46 9 42 0 45 4 40.0
Bond Interest (sncl. Exchange & Amortization of Discount) 51.8 51.1 49.5 49.7 50.5 50.0 50.3

Net Profit before Income and Excess Profits Tax Provision | 2925 | 377.3 | 317.7 | 3876 | 486 0 | 611 4 | 655.6
Incomeand Excess Profits Tax Prowmsion (ex. Refundable Portion)| 50 3 64.9 56 6 784 | 1841 | 286.4 | 328.5

Net Income to Stockholders 242.2 | 312.4 | 261.1 | 309.2 | 301.9 | 325.0 | 327.1
Forced Sawnng (Refundable Portion of Excess Profits Tax) ~ - - - - - 19.4
Net Income Available for Dividends 242.2 | 312.4 | 261.1 | 309.2 | 301.9 | 325.0 | 307.7
Net Income Paid Out 1in Cash Dividends 196 0 | 233.3 | 247.5 | 238.4 | 233.7 | 234.3 | 227 4
Undsstributed Income (ex Forced Saving) 46 2 79 1 13 6 70 8 68.2 90.7 S0 3

INDEXES BY ASSET SIZE : 1939=100

FiscAL YEAR NEAREST TO CALENDAR YEAR 1936 1937 1938 1939 1940 1941 1942
Net Operating Profit (before Depreciation) Group 1 83 102 88 100 127 156 182
2. 77 89 79 100 122 158 170
3.. 68 85 82 100 124 156 171
4, 69 90 77 100 137 196 227

Total 79 96 84 | 100 | 125 | 157 178

Net Profit before Inc, & Excess Profits Tax Group 1 . 82 107 88 100 125 151 161
2. 71 86 74 100 125 165 175
3. 62 82 77 100 127 165 182
4 60 85 70 100 140 205 24
Total 75 97 82 100 125 158 169
l;fé‘md Pl}Ie:l!E;nd
Income and Excess Profits Tax Provision . . Group 1. 69 91 77 100 225 337 381 (398)
2.. 60 73 65 100 236 390 439 (469)
3 56 72 67 100 263 405 497 (533)
4 56 75 63 100 300 500 669 (725)
Total 64 83 72 100 235 365 419 | (444)
R:;‘lfnd R:ifmd
EPT EPT
Net Income to Stockholders . Group 1 85 111 90 100 100 104 106 (102
2 74 89 76 T00 95 105 104 (96)
3 63 85 79 100 94 106 105 (96)
4 61 87 71 100 96 122 125 (110)

Total 78 101 84 | 100 98 | 105 106 (99)

Cash Dividends . Group 1 83 106 | 103 100 94 93 95
2 84 92 | 106 | 100 | 100 | 108 98
3 60 71 97 | 100 | 111 104 94
4. 72 63 | 147 | 100 | 119 97 91
Total 82 98 | 104 | 100 98 98 95
e |
Undistributed Income . Group 1 . 78 138 22 100 127 162 165 | (138)
2. 50 83 9 100 84 99 118 (91)
3 471 113 42 100 59 109 129 (101)
4 .| 48 118 (**) 100 69 153 169 (135)

Total 65 112 19 | 100 96 | 128 141 | (113)

* These tables cover the same data as that on page 83 of the Oct -Nov 1943 Statistical Summary, except that the railway category is excluded here Depletion
charges and special inventory reserve provision, formerly shown in footnotes, have here been deducted from net operating income. In classifying companies
according to the size of their total assets (less depreciation inventory and bad debt reserves) 1941 was taken as the base year ** Income was over-distributed
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IV—PROFIT STATISTICS FOR 627 COMPA!
Comprled by Bank of

GROUP 1 : ASSETS OVER $25 mm.*: 44 COMPANIES

FiscaL YEAR NEAREST To CALENDAR YEAR 1936 1937 1938 1939 1940 1941 1942
Net Operating Profit (Before Depreciation) 235.4 | 290.9 | 249.8 | 284.1 | 360.1 | 441.8 | 516.0
Depreciation, Deferred Development & Patent Write-Offs 59.2 63.2 63.1 65.2 79.6 | 107.3 15% .9
Investment and Other Non-Operating Income (Net) 38.4 42.5 40.3 35.6 28.7 32.3 26.2
Bond Interest (incl. Exchange & Amortization of Discount) 36.2 35.7 354 357 36.8 36.7 374
Net Profit before Income and Excess Profits Tax Provision 178.4 | 234.5 | 191.6 | 218.8 | 272.4 | 330.1 | 351.9
Incomeand Excess Profits Tax Provision (ex Refundable Portion)| 30.0 39.5 33.7 43.6 979 | 147.1 | 1660
Net Income to Stockholders . 148.4 | 195.0 | 157.9 | 175.2 | 174.5 | 183.0 | 185.9
Forced Savming (Refundable Portion of Eacess Profits Tax) - - — — - - 7.7
Net Income Available for Dividends 148.4 | 195.0 | 157.9 | 175.2 | 174.5 | 183.0 | 178.2
Net Income Paid Out in Cash Dividends 126.2 | 155.8 | 151.7 | 146.7 | 138.2 | 137.0 | 139.0
Undistributed Income (ex Forced Saving) 22.2 39.2 6.2 28.5 36.3 46.0 39.2

GROUP 2 : ASSETS $5-25 mm. : 129 COMPANIES
Net Operating Profit (Before Depreciation) 115.4 | 134.0 | 118.7 | 150.5 | 183.5 | 238.5 | 235.7
Depreciation, Deferred Development & Patent Write-Offs 31.7 33.7 32.6 37.1 44.2 54.9 617
Investment and Other Non-Operating Income (Net) 7.1 6.8 7.0 8.5 10.3 9.5 9.7
Bond Interest (in.] Exchange & Amortization of Discount) 12.6 12.5 115 11.4 11.2 10.7 105
Net Profit before Income and Excess Profits Tax Provision 78.2 94.6 81.6 | 110.5 | 1384 | 182 4 | 193.2
Income and Excess Profits Tax Promsion (ex. Refundable Portion)| 13.9 17.0 15.0 23.2 55.1 90.8 | 102.3
Net Income to Stockholders 64.3 77.6 66.6 87.3 83.3 91.6 90.9
Forced Saving (Refundable Portion of Excess Profits Tax) - - — L. ~ - 7.1
Net Income Available for Dividends 64.3 77.6 66.6 87.3 83.3 91.6 83.8
Net Income Paid QOut in Cash Dividends 50.9 55.6 64.2 60.7 61.0 65.3 59.6
Undistributed Income (ex Forced Saving) 13.4 22.0 2.4 26.6 22.3 26.3 24.2
GROUP 3 : ASSETS $1-5 mm. : 243 COMPANIES
Net Operating Profit (Before Depreciation) 45.6 57.6 33.0 67.4 83.9 | 1055 { 1157
Depreciation, Deferred Development & Patent Write-Off s 13.7 15.2 15.3 16.3 19.1 22 4 24 .4
Investment and Other Non-Operating Income (Net) 2.2 2.0 1.9 2.1 2.3 3.0 35
Bond Interest (tncl Exchange & Amortization of Discount) 27 26 24 2.3 2.3 23 22
Net Profit before Income and Excess Profits Tax Provision 314 41 8 39.2 50.9 64.8 83.8 92.6
Incomeand Excess Profits Tax Provision (ex Refundable Portion) 5.6 7.1 6.7 10.0 26.3 405 49.7
Net Income to Stockholders 25.8 34.7 32.5 40.9 38.5 43.3 42.9
Forced Saving (Refundable Portion of Excess Profits Tax) - -~ — - - - 3.6
Net Income Available for Dividends 25.8 34.7 32.5 40.9 38.5 43.3 39.3
Net Income Paid Out 1in Cash Dividends 16.5 19.8 27.0 27.7 30.7 28.9 259
Undistributed Income (ex Forced Saving) 9.3 14.9 5.5 13.2 7.8 14 4 13.4
GROUP 4 : ASSETS UNDER $1 mm. - 211 COMPANIES

Net Operating Profit (Before Depreciation) 6.4 8.3 7.1 9.2 12.6 18.1 20.9
Depreciation, Deferred Development & Patent Write-Off s 2.2 2.2 2.1 2.2 2.7 3.3 34
Investment and Other Non-Operating Income (Net) D ) ) .6 7 .6 7
Bond Interest (sncl Exchange & Amortization of Discount) 2 3 3 2 .2 2 .2
Net Profit before Income and Excess Profits Tax Provision 4.5 6.3 5.2 7.4 10.4 15.2 18.0
Incomeand Excess Profits Tax Prowision (ex. Refundable Portion) .9 1.2 1.0 1.6 4.8 81/ 107
Net Income to Stockholders 3.6 5.1 4.2 5.8 5.6 7.1 7.3
Forced Saving (Refundable Portion of Excess Profits Tax) - — — - - — .9
Net Income Available for Dividends 3.6 5.1 4.2 5.8 5.6 7.1 6.4
Net Income Paid Out in Cash Dividends 2.3 2.0 17 3.2 38 31 29
Undistributed Income (ex Forced Saving) 1.3 3.1 5 2.6 1.8 10 353
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APPENDIX V11 217
Msllons of Dollars GROUP 4 : ASSETS UNDER $1mm. : 211 COMPANIES
FiscaL YEAR NEAREST 70 CALENDAR YEAR | 1936 | 1937 | 1938 [ 1939 | 1940 [ 1941 | 1942
SOURCE AND USE OF FUNDS
SOURCE OF FUNDS
Net Income to Stockholders (incl Refundable EPT) 36 5.1 42 5.8 56 7.1 7.3
Cash Dindends 2.3 20 47 3.2 38 3.1 2.9
Undistributed Profits 1.3 31 .5 26 18 4.0 4.4
Depreciation Charges 2.1 22 2.1 2.1 26 33 34
Special Wartime Inventory Reserves — — _ _ _ 1 1
Other Non-cash Charges Against Current Income® 1 - 1 - 1 1 2
TotaL Funps FrRoM CURRENT INCOME 35 53 17 47 45 75 8.1
Increase in Bank Loans 2 14 10 .6 1 14 4
Increase 1n Accounts Payable 13 9 20 23 15 2.6 .1
Increase 1n Accrued Taxes Payable 2 3 2 6 32 3.0 4
Issue of Common Stock - - _ 5 _ _ _
ToTAL NET SOURCE OF FUNDS 5.2 7.9 1.5 7.5 9.3 14.5 9.0
UsE OF FUNDS
Investment 1n Plant, Property and Equipment 20 29 18 15 32 34 2.1
Investment in Inventories 1.7 2.8 2.0 1.4 32 51 .9
Investment in Other Companies .2 - .5 - 5 7 7
Investment 1n Marketable Securities - 3 2 1 10 14 3.6
Refundable Portion of Excess Profits Tax - - - - - - .9
Redemption of Funded Debt. 2 1 - 5 3 2 5
Redemption of Preferred Stock - .3 2 2 .8 3 .1
Increase in Accounts Receivable T 14 .9 2.8 31 2.8 .5
Increase 1n Holdings of Cash .8 1.0 - 17 5 .9 2.1
Increase in Misc Assets (less Misc Liabilities) 4 3 3 1 .3 3 -
ToTAL NET USE OF FUNDS 5.2 7.9 1.5 7.5 9.3 14.5 9.0
YEAR-END BALANCE SHEET
ASSETS
Cash 58 68 68 86 81 90 11.1
Marketable Securities 35 3.2 34 3.3 43 57 9.4
Inventories® 18.7 215 19 4 20 8 23 8 287 29.4
Accounts Recervable 12 0 13 4 12 4 15 2 18 3 21.1 20.8
TotaL CURRENT ASSETS 40.0 44 9 42.0 47.9 54.5 64.5 70.7
Plant, Property and Equipment (Net)® 32.3 32.8 32.7 31.8 32.3 32.8 32.1
Investment in Subsidiary Companies (Net)® 1.8 1.4 1.7 1.4 3 1.9 1.8
Investment 1n Other Companies 1.9 1.8 1.7 1.7 1.6 1.6 1.5
Goodwill, Franchises, etc 6.2 4.7 45 4.0 40 4.0 4.0
Refundable Portion of Excess Profits Tax - - - - - - 9
Other Assets® 3.5 3.3 20 21 2.3 2.4 2.4
TOTAL ASSETS 85.7 88.9 84.6 88.9 95.0 107.2 113.4
LIABILITIES
Accounts Payable 7.5 8.4 6.5 8.7 10.2 12.7 12.9
Bank Loans 4.7 6.2 5.1 4.6 4.7 6.1 6.5
Accrued Taxes Payable 1.1 1.4 1.2 17 49 8.3 8.6
Interest and Dividend Accruals 4 4 4 ) 2 .3 2
TotaL CURRENT LIABILITIES 13.7 16.4 13 2 15.5 200 27.4 28.2
Funded Debt® 4.9 48 4.8 43 40 38 3.3
Preferred Stock Qutstanding 14.1 13.8 127 13 2 140 13.8 13.5
Common Stock Outstanding 394 375 371 352 346 34.7 35.0
Earned Surplus and Surplus Reserves® 90 114 118 154 16 9 21.1 27.2
Other Liabilities® 46 50 50 53 55 6.4 6.2
TOTAL LIABILITIES 85.7 88.9 84.6 88.9 95.0 107.2 1134

. See notes on previous pages.

é{%
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GROUP 1: ASSETS OVER $25mm. : 42 COMPANIES Millions of Doj,
§
1937 [ 1938 | 1939 | 1940 | 1941 | jop—

FIscAL YEAR NEAREST T0 CALENDAR YEAR | 1936 |

SOURCE AND USE OF FUNDS
SOURCE OF FUNDS . 3 )
Net Income to Stockholders (incl. Refundable EPT)]  137.7 179.1 138.¢ 5l.4 156.8 164.6 | 1653
Cash DSRGERAS. .o oo onerrrenneeineeannseeens 113.9 143.1 138.1 130.5 121.0 _120.6 173
Undistributed Profits. . ........oovvrieaeiiinans 23.8 36.0 ..2 20.9 32.8 44.0 475
Depreciation Charges..........cooooveivreeene.. 54.1 574 56.1 58..5' 7&.5 79,4 101
Special Wartime Inventory Reserves.............. - - - 1.8 2.6 6.0 9.7
Other Non-cash Charges Against Current Income®’ 5.6 7.7 7.0 7.0 7.7 8.5 85
TotAL Funps FroM CURRENT INCOME. ... 83.5 101.1 655.3. SS.Q 114.6 137.9 159.7
Increase in Bank Loans. . .....covoveereinennven. 5.9 11.8 1;“{_' G-S) . 1 24.9 1
Increase in Accounts Payable.................... 10.0 8.7 Y.5 10.3 .3‘1.1 294 16.8
Increase in Accrued Taxes Payable............... 8.6 9.8 6.1 5.8 43.1 49.2 8.4
Issue of Common Stock..........cocivvienennnn. 1.9 27.9 10.0 18 6.6 3.1 1.0
TorAL NET SOURCE OF FUNDS 98.1 159.3 44.1 112.5 195.3 | 244.5 | 169.2
USE OF FUNDS ) i B
Investment in Plant, Property and Equipment. ... 43.6 ()99 ()l» 4 54.0 6:3.7 81.9 75.8
Investment in INVeNtories. .. ......o.ovreurnenns 17.6 46.3 ()5 12.8 49.0 62.1 22.0
Investment in Other Companies.................. 1.1 10.7 .6 16.7 2.7 4.5 10.2
Invéstment in Marketable Securities.............. 5 12.2 17.0 12.0 1.5 16.5 61.8
Refundable Portion of Excess Profits Tax......... - - - - - ~ 75
Redemption of Funded Debt. ................... 7.4 19.5 5.1 15.4 344 25.2 2.1
Redemption of Preferred Stock.................. 2.2 12.6 - 2.2 .1 - 3.3
Increase in Accounts Receivable................. 17.5 2 104 27.9 27.0 29.5 45.0
Increase in Holdingsof Cash.................... 23.3 1.1 7 7.3 34.4 45.9 33.2
Increase in Misc. Assets (less Misc. Liabilities)..... 7.3 13.4 8.8 23.4 17.5 12.1 49
ToTtAL NET UstoF FUNDS . . . 98.1 159.3 44.1 112.5 195.3 244.5 169.2
YEAR-END BALANCE SHEET
ASSETS
Cash.....cooini i 111.7 110.6 109.9 117.3 151.6 197.6 | 1644
Marketable Securities. . ........................ 109.0 97.0 80.1 68.4 70.1 86.3 | 1483
Inventories®. ...t 236.4 282.5 289.1 300.7 347.7 403.9 | 4233
Accounts Receivable. . ......................... 110.1 110.6 100.1 128.1 155.1 184.6 229.6
TOTAL CURRENT ASSETS. ............... 567.2 600.7 579.2 614.5 724.5 872.4 | 965.6
Plant, Property and Equipment (Net)®.......... .1,615.2 1,620.6 | 1,621.0 | 1,603.8 | 1,589.3 | 1,580.5 | 1,557.2
Investment in Subsidiary Companies (Net)® . ...| 178.9 189.8 193.5 208.6 207.5 196.9 | 180.6
Investment in Other Companies................. 32.1 35.1 26.4 27.2 28.0 30.9 33.3
Goodwill, Franchises, etc........................ 68.0 69.7 60.1 60.1 60.2 60.2 60.2
Refundable Portion of Excess Profits Tax......... - - - — — — 74
Other Assets® .............................. 50.2 47.6 43.5 6+.0 47.7 47.2 | 48
TOTAL ASSETS............... 2,511.6 | 2,563.5 | 2,523.7 | 2,578.2 | 2,657.2 | 2,788.1 Esjﬁ
LIABILITIES
Accounts Payable.............................. 69.0 77.6 68.2 78.6 | 107.2| 136.4 | 1833
Bank Loans................................... 29.4 41.2 27.6 34.2 34.1 58.9 | 590
Accrued Taxes Payable......................... 33.0 42.8 36.7 43.1 88.7 136.0 | 1285
Interest and Dividend Accruals.................. 17.9 16.0 16.1 17.5 17.9 173 11l
TOT.(AGJ). CURRENT LIABILITIES. ........... 149.3 177.6 148.6 173.4 247.9 348.6 | 3579
Funded Debt®................................ 744 .2 724.8 731.0 748.9 715.4 690.3 | 72368
Preferred Stock Outstanding. ................... 251.1 238.5 238.5 240.6 240.5 238.1 | 2348
Common Stock Outstanding..................... 837.6 863.2 86S.4 867.9 873.1 852.5 | 8535
Earned Surplus and Surplus Reserves” , .. .. ... 469.6 497.3 479.7 484.6 516.8 | 588.1| 6079
Other Liabilities®. .. .............. ... . . 50.8| 62.1| 575| 628| 63.5| 705 804
TOTAL LIABILITIES. .......... 2,511.6 | 2,563.5 | 2,523.7 | 2,578.2 | 2,657.2 | 2,788.1 | 2,858
I
(3) Reserves for depreciation and depletion have been deducted. (6) Bonds and Mor s outstanding less bonds held in the sinhing fund.
@ e S Teirale o abndris snd fxed et () lncudencomingensang s eevescapis i nd e <61t
gubsidiaries. portion of the Excess Profits Tax. ot
(5) Includes non-current accounts receivable, bond discount and other de-  (8) Includes mnon-current accounts pavable, accounts pz‘ig]erestzorve%?r:m

ferred charges, deferred development, etc. companies, deferred credits, pension fund reserves, insur
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Mullons of Dollars GROUP 2: ASSETS $5 - 25mm. : 129 COMPANIES
FiscAL YEAR NEAREST 70 CALENDAR YEAR | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1042
SOURCE AND USE OF FUNDS

SOURCE OF FUNDS
Net Income to Stockholders (incl Refundable EPT) 64 3 77 6 66 6 873 833 91 6 90 9
Cash Dindends 50 9 550 641 00 7 610 05 3 390
Undistnbuted Profits 13 4 220 25 26 6 223 26 3 313
Depreciation Charges 310 331 315 36 2 43 5 54 6 613
Special Wartime Inventory Reserves — — - 5 19 27 18
Other Non-cash Charges Against Current Income® 21 26 31 21 24 19 20
ToraL Funps FroM CURRENT INCOME 46 5 57 7 371 65 4 70 1 855 96 4
Increase in Bank Loans 0 117 14 4 3 56 221 29
Increase in Accounts Payable 69 58 06 79 189 253 17 3
Increase in Accrued Taxes Payable 25 34 17 80 29 8§ 34 3 121
Issue of Common Stock 56 57 77 36 16 16 27
TOoTAL NET SOURCE OF FUNDS 60.9 60.9 35.1 89.2 126.0 168.8 101.4
L s1 OF FUNDS
Investment n Plant, Property and Equipment 28 6 39 3 29 2 29 4 38 S 557 30 4
Investment in Inventories 145 53 106 243 527 547 573
Investment in Other Companies 54 2 55 19 30 29 S
Investment 1n Marketable Securities 15 37 32 17 595 9 107
Refundable Portion of Excess Profits Tax - - - - — _ 71
Redemption of Funded Debt 8 19 94 16 71 05 115
Redemption of Preferred Stock 15 11 1 3 15 15 6
Increase in Accounts Recervable 82 92 45 151 226 344 52
Increase n Holdings of Cash 25 98 $5 JEN 38 37 134
Increase 1n Misc. Assets (less Misc Liabilities) 9 18 33 11 16 24 SO
ToTAL NET Usg OF FUNDS 60.9 60.9 35.1 89.2 126.0 168.8 101.4
YEAR-END BALANCE SHEET
ASSETS
Cash 619 716 8§01 947 90 8 96 5 109 9
Marketable Secunties 78 3 74 7 797 817 90 4 100 2 140 9
Inventories® 166 7 171 9 161 1 1850 235 8 2880 2017
Accounts Receivable 721 812 76 7 91 8 114 2 148 7 143 6
ToraL CURRENT ASSETS 3790 399 4 397 6 453 2 531 2 633 4 686 1
Plant, Property and Equipment (Net)® 685 5 688 8 681 9 673 0 665 3 665 5 640 4
Investment 1n Subsidiary Companies (Net)® 54 1 52 4 45 9 451 416 48 1 47 3
Investment 1n Other Companies 221 222 214 234 231 229 230
Goodwill, Franchuses, etc 43 5 41 2 315 339 318 30 6 297
Refundable Portion of Excess Profits Tax - - - - - - 71
Other Assets® 28 9 295 317 26 9 252 252 27 4
TOTAL ASSETS 1,213.1 | 1,233.5 | 1,213.0 | 1,255.5 | 1,321.2 | 1,425.7 | 1,461.0
LIABILITIES
Accounts Payable 451 51.0 44 3 52 2 711 96 3 113 6
Bank Loans 39§ 28 2 26 7 311 366 58 7 559
Accrued Taxes Payable 16.8 206 19 2 27 6 581 93 4 803
Interest and Dividend Accruals 98 11 2 112 129 11 4 12 0 117
TotaL CURRENT LIABILITIES 1115 1110 101 4 123 8 177 2 260 4 261 5
Funded Debt® 240 2 238 6 228 6 2247 217 S 211 2 199 §
Preferred Stock Outstanding 226 2 224 2 222 8 220 4 2119 210 3 2109
Common Stock Outstanding 416 7 4219 4198 | 4250 | 4283 430 9 434 4
Earned Surplus and Surplus Reserves™ 203 7 2220 224 4 248 2 2700 295 4 327 8
Other Liabilities® 14 8 15 8 16 O 13 4 16 0 17 5 20 6
TOTAL LIABILITIES 1,213.1 |1,233.5 { 1,213.0 | 1,255.5 | 1,321.2 | 1,425.7 | 1,461.0
¥ These statistics are for the same companies as were covered tn the tables from all sources and paid out tor all purposes may ne\crtheless be affectcd
on pages 39 and 40 of the Apnl May Statistical Summary with the by purely bookkeeping transactions where these arc not shown separatcly
omission of two companiesin Group 1 _The present statistics are of course in the company accounts or referred to 1n the company reports
subject to all the imitations and qualifications which apply to the account (1) Includes depletion charges patent write offs deferred development chargces
ing statements on which they are based In particular the Source and and amortization of bond discount

Use of Funds’ statement, which 1s designed to show net cash received (2) Special wartime inventory reserves have been deducted
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GROUP 3 : ASSETS $1-5mm. : 243 COMPANIES Millions of Dollar,
FIScAL YEAR NEAREST To CALENDAR YEAR | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | {045
SOURCE AND USE OF FUNDS
SOURCE OF FUNDS ‘
Net Income to Stockholders (incl. Refundable EPT) 25.8 34.7 32.5 40.9 ‘38 5 43.3 429
Cash Dividends . . . . . e 16.5 19.8 27.0 27.% 30.7 258.9 95.9
Undistributed Profits. ..................oooent 9.3 14.9 5.5 13.2 7.8 14.4 17.0
Depreciation Charges...............coooveeeonnns 12.4 13.6 13.8 14.g 17.9 21.4 23.5
Special Wartime Inventory Reserves.............. - - - = 1.3 1.7 1.1
Other Non-cash Charges Against Current Income™ 1.6 2.0 1.9 2.0 1.9 1.4 i
TotAL Funps FrRoM CURRENT INCOME ... 23.3 30.5 21 :) 300 28.6 38.9 429
Increase in Bank Loans......................... 1.3 2.2 1..1 .3(3 3.4 3.7 3.7
Increase in Accounts Payable.................... 3.2 1.3 4.3 6.8 ?.6 14.1 7.4
Increase in Accrued Taxes Payable............... 1.5 1.9 3 3.2 15.9 13.8 3.1
Issue of Common Stock.......... ...t 9 2.0 1 9 B .2 _\4
ToTAL NET SOURCE OF FUNDS 25.8 37.9 15.0 44.5 57.0 70.7 51.3
USE oF FUNDS :
Investment in Plant, Property and Equipment. ... 11.5 17.9 12.2 14.6 15.7 19.3 14.2
Investment in Inventories................ccovvn. 4.5 9.0 6.6 12.4 18.5 258.9 7.9
Investment in Other Companies.................. 2.8 1.5 1.1 1.4 2.4 2 8
Investment in Marketable Securities.............. 1.6 1.1 4 S S.2 7.3 14.0
Refundable Portion of Excess Profits Tax......... - - - - - - 3.7
Redemption of Funded Debt.................... 1.5 9 2.2 1.6 .9 1.3 3.1
Redemption of Preferred Stock.................. 3.5 4 1.1 .3 1.8 1.1 6
Increase in Accounts Receivable................. 2.8 1.7 3.6 10.3 12.6 10.6 2.4
Increase in Holdingsof Cash.................... .3 2.6 6.7 2.1 1.0 2.1 1.6
Increase in Misc. Assets (less Misc. Liabilities) ... .. 1.1 - 1.5 1.0 7 3 1.6
ToTAL NET USE OF FUNDS. . . 25.8 37.9 15.0 44.5 57.0 70.7 51.3
YEAR-END BALANCE SHEET
ASSETS
Cash.......... ... 30.3 32.9 39.7 41.7 42.7 44.8 49 4
Marketable Securities. . ........................ 18.5 19.6 19.7 20.5 28.7 35.9 49.9
Inventories?. . ... ..., 75.0 83.8 77.0 89.2 106.4 133.3 139.9
Accounts Receivable. .......................... 38.6 43.3 39.7 50.1 62.7 73.3 75.8
ToTAL CURRENT ASSETS................ 162.4 179.6 176.1 201.5 240.5 287.3 315.0
Plant, Property and Equipment (Net)®.......... 233.7 236.0 231.6 229.9 228.7 225.2 215.0
Investment in Subsidiary Companies (Net)® . . . .. 13.7 13.5 15.4 15.2 16.0 16.5 15.0
Investment in Other Companies. ................ 6.4 6.2 6.3 6.0 6.2 6.3 6.8
Goodwill, Franchises, etc........... e 32.1 29.4 27.6 25.0 23.2 224 22.4
Refundable Portion of Excess Profits Tax......... - - - — - - 3.7
Other Assets® ............. .. ... ... ... ..... 19.5 17.9 16.7 {. 18.1 15.1 15.2 154
TOTAL ASSETS............... 467.8 482.6 473.7 495.7 529.7 572.9 593.3
" LIABILITIES
Accounts Payable.............................. 23.1 24.3 20.0 26.8 35.4 49.5 56.9
Bank Loans................ooooouiiiiiiiii... 12.7 15.0 13.3 16.9 20.3 24.0 217
Accrued Taxes Payable......................... 6.4 8.3 8.1 11.2 27.9 43.2 38.8
Interest and Dividend Accruals.................. 34 3.8 3.3 1.0 3.9 4.6 44
TotaL CURRENT LIABILITIES. ........... 45.6 51.4 44.7 58.9 8§7.5 121.3 127.8
Funded Debt®. . ........................... 50.6 50.1 47.0 44.6 43.7 41.4 | 394
Preferred Stock Outstanding. ................ L 87.8 87.0 82.6 77.1 74.0 73.1 727
Common Stock Outstanding..................... 199.2 199.4 199.1 200.8 201.3 200.7 { 2010
Earned Surplus and Surplus Reserves™. . ........ 74.0 83.7 89.1 103.6 110.6 122.0 137.5
Other Liabilities®. .. .. ........................ 10.6 11.0 11.2 10.7 12.6 14 .4 14.9
TOTAL LIABILITIES. . ......... 467.8 482.6 473.7 495.7 529.7 572.9 | 593.3
(3) Reserves for depreciation and depletion have been deducted. . (6) Bonds and Mortgages outstanding less bonds held in the sinking fund.
®) D, it ol Tl o e SN ) o s o e

i i o t
(5) Includes non-current accounts receivable, deferred charges, bond discount, (8) Includes non-current accounts _pavable, accounts payable to YDaT:t“C
deferred development, etc. companies, deferred credits, pension fund reserves, insurance resarves, €t
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Mllions of Dollars TOTAL OF 625 COMPANIES
FiscAL YCAR NEAREST T0 CALENDAR YEaR [ 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942
SOURCE AND USE OF FUNDS

SOURCE OF FUNDS

Net Income to Stockholders (incl Refundable EPT)| 231 4 296 5 2415 285 5 284 2 306 6 306 5
Cash Dundends 183 7 2205 2340 2222 2195 2179 206 1
Undistributed Profits 477 76 0 75 63 3 64 7 88 7 100 4
Depreciation Charges 99 5 106 3 103 5 111 3 135 2 158 8 189 0
Special Wartime Inventory Reserves - - - 25 590 10 5 58
Other Non cash Charges Against Current Income" 95 123 121 11 2 121 119 119
TotaL Funps FroM CURRENT INCOME 156 7 194 6 123 1 188 3 217 9 269 9 307 1
Increase in Bank Loans 76 38 17 7 140 90 520 13
Increase in Accounts Payable 214 16 7 224 27 2 60 0 71 3 41 6
Increase in Accrued Taxes Payable 12 8 15 4 183 17 6 920 100 4 233
Issuie of Common Stock 67 356 179 67 87 49 42
ToTtAL NET SOURCE OF Funps | 190.0 266.1 92.6 253.8 387.6 498.5 330.9

USE OF FUNDS
Investment 1n Plant, Property and Equpment 8657 1300 104 7 99 5 121 3 160 2 128 5
Investment 1n Inventories 38 3 63 3 127 509 123 4 1>0 9 301
Investment 1n Other Companies 05 120 4 3 16 2 32 12 10 8
Investment in Marketable Securities 36 151 112 96 191 350 1201
Refundable Portion of Excess Profits Tax - - - - - -~ 191
Redemption of Funded Debt 53 222 64 87 427 332 17 2
Redemption of Preferred Stock 29 143 15 17 20 29 33
Increase in Accounts Recervable 29 2 156 19 4 301 054 T 415
Increase in Holdings of Cash 26 3 12 4 14 » 257 311 47 132
Increase 1n Misc Assets (less Misc Liabilities) 97 11 4 131 254 14 8 14 5 11 2
TorAL NET USE OF FUNDS 190.0 266.1 92.6 253.8 387.6 498.5 330.9

YEAR-END BALANCE SHEET

ASSETS
Cash 209 6 2220 236 5 262 2 293 3 347 9 334 7
Marketable Securities 209 3 194 5 183 0 174 0 193 3 228 2 348 5
Inventories® 496 8 559 7 546 6 595 7 713 7 853 9 884 3
Accounts Recervable 232 8 248 5 2290 285 2 350 4 427 6 469 8
ToTAL CURRENT ASSETS 1,1485 11,2247 | 1,1951 | 1,317 1 {1,550 7 | 1,857 6 | 2,037 3
Plant, Property and Equpment (Net)® 2,566 6 | 2,5783 | 2,671 12,5386 (22,6155 |2,56039 |2,444 7
Investment 1n Subsidiary Companies (Net)® 248 5 257 1 256 5 270 3 268 4 263 5 253 7
Investment 1n Other Companies 62 5 65 3 557 58 2 590 61 8 64 6
Goodwill, Franchises, etc 149 8 145 0 126 9 123 1 119 3 117 2 116 3
Refundable Portion of Excess Profits Tax - - - - - - 191
Other Assets © 102 2 98 2 93 9 1111 90 2 90 0 900
TOTAL ASSETS 4,278.1 4,368.6 4,295.2 4,418.4 4,603.1 4,894.0 5,025.7
LIABILITIES
Accounts Payable 144 7 161 3 139 0 166 3 223 9 294 9 336 7
Bank Loans 86 7 90 5 728 86 7 957 147 7 149 0
Accrued Taxes Payable 57 3 731 65 2 836 179 5 280 9 256 2
Interest and Dividend Accruals 314 315 310 349 33 4 343 335
ToTAL CURRENT LIABILITIES 320 1 356 4 3080 371 5 5325 757 8 775 4
Funded Debt® 1,0399 11,0183 | 1,011 41,0225 980 9 946 7 966 1
Preferred Stock Outstanding 579 1 503 6 536 5 551 3 540 4 535 3 531 8
Common Stock Outstanding 1,4930 (15220 | 15244 [1,6289 (1,5373|1,5188 {1,523 9
Earned Surplus and Surplus Reserves(” 756 3 814 3 S05 0 851 8 914 3 1 ,026 5 1,100 3
Other Liabihties® 8§97 94 0 899 92 4 97 7 108 9 128 2
TOTAL LIABILITIES 4,278.1 | 4,368.6 | 4,295.2 | 4,418.4 | 4,603.1 | 4,894.0 | 5,025.7
* These statistics are for the same companics as wcre covered 1n the tables from all sources and paid out for all purposes may nevertheless be affected

on pages 39 and 40 of the April May Statistical Summary with the by purely bookkeeping transactions where these are not shown separately
omussion of two companiesin Group 1 _The present statisticsare of course in the company accounts or referred to in the company reports

subject to all the hmitations and qualifications which apply to the account (1) Includes depletion charges patent write offs deferred development charges
ing statements on which they are based In particular the Source and and amortization of bond discount

Use of Funds statement, which 1s designed to show net cash recelved (2) Special wartime 1nventory reserves have heen deducted
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6
APPENDIX - VIII _

Stockholdings by Management

Officers' and Directors' propcrtionate holdings of common
and preferred stock in 1922 by industries arranged in order
of holdings for comparison with size of corporations in=-
volved.2

Approximate number Total par value Average par value of

of companies of stock held by total outstanding stock
ranagement per corporation __
Common Preferred  Common _ Preferred
4, Steam railroads 1,2 1 $52,402,000 $11,799,000
22 Gas l.4 A 8,063,000 4,079,000
36 Qther mining and
quarrying 1.8 8,2 7,777,000 17,000
378 Trans. & other
public utilities 2.1 o7 7,839,000 1,858,000
46 Electric Light &
Power 4.2 108 4)457,000 l ,675)000
132 Mining and quarrying 4.5 6.2 4,419,000 681,000
102 Telegraph and tele-
phone + 503 13.4 1,4-41,000 46,000
53 Petroleum mining 543 2.7 3,686,000 775,000
24 Electric railroads 544 844 3,390,000 399,000
6 Chemical =nd allied
substances 6.3 3 138,546,000 2,889,000
43 Coal mining 8., 9.4 2,989,000 1,064,000
4367 All industries 10,7 5.8 1,715,000 361,000
16 Metal and metal
products 1.4 12,0 35,729,000 15,084,000
1363 Manufacturing 15.0 9.6 2,367,000 547,000
275 Food products 17.5 5¢3 1,392,000 443,000
1203 Finance 22,0 23,1 433,000 18,000
698 Other manufacturing 22,7 10.6 1,408,000 506,000
140 Other public utilities 234  24.7 354,000 23,000
13 Rubber,rubber goods,
etc, 39.0 2.1 7944000 1,705,000
192 Textile products 42,9 17.2 363,000 €9,000
41 Leather products bhee 6.1 645,000 387,000
950 Trade 8.4 19,7 224,000 25,000
172 Service 49,7 21,6 106,000 14,000
70 Agriculture and re-
lated industries 55,9 61,2 146,000 3,000
122 Lumber and wood
products 56.9 37.3 250,000 18,000
99 Construction 67.6  46.3 107,000 14,000
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+ Does not include the largest telephone or the largest
telegraph company.

p Mostly petroleum mining, The figure is presumably
dominated by one of the Standard 0il units.

a Derived from Federal Trade Commission, National Wealth
and Income, p, 159, Table 90. The table is based on data
furnished to the commission from 4367 representative corpora-
tions,

b. Approximated by applying percentage of corporations
reported by Federal Trade Commission, ibid. pe 145, to number
of corporations reported by Treasury Department, Statistics
of Income, 1922, p. 16,

6 Ibid - p. 51
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APPENDIX - IX !

Estimated Number of Book Stockholdersa

of American Corporations - 1900 - 1928
Total Capital Stock Average Estimated No. Annual

of all Corporations No. of of stockholders rate of

Year in the United States $100 par in the United increase
value States (Compounded
shares per annually)
stockholder

1900 $61,831,955,370 140.1 4400 ,000

1910  64,053,763,141 86.3 7,400,000 5.2%

1913  65,038,309,611 87.0 7,500,000 5%

1917  66,584,420,424 77.3 8,600,000 3.5%

1923 T1,479,464,925 49.7 14,400,000 642%

1928  91,881,243,985 b 51,0° 18,000,000 4e5%

8 As compiled and computed by H.T. Warshow (op. cit.,
Pe28) for 1900-1923 2nd compiled by the present writer for
1928 on a comparable basis, The relative accuracy of Mr,
Warshow's estimate is suggested by the estimate of the number
of book stockholders in 1922 made by the present writer on the
basis of quite different basic figures compiled by the Federal
Trade Commission (see Table IX). By interpoclation, Mr,
Warshow'!s figures indicate 13,600,000 book stockholders in
1922, The Federal Trade Commission figures covering approx-
imately one eighth of corporate capital indicate 13,564,000,
While the almost identiecal results must be locked upon as
fortuitous, the figure arrived at is not likely to be wide of
the mark,

be Statistics of Income, 1927, p. 373.
Ce The wide use of no-par stock mskes both the figure for

total stock of all corporations and the estimate of the average
shares per stockholder less reliable than in earlier years,

70 Ibid - po 56.
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APPENDIX - X

Section 498A of the Criminal Code of Canada
Price Discrimination

498A, Every person engaged in trade or commerce or industry
is guilty of an indictable offence and liable to & penalty
not exceeding one thousand dollars or to one month's
imprisonment, or, if a corporation, to a penalty not exceeding
five thousand dollars, who

(a) is a party or privy to, or assists in, any
transaction of sale which discriminates, to
his knowledge, against competitors of the
purchaser in that any discount, rebate or
allowance is granted to the purchaser over
and above any discount, rebate or allowance
available at the time of such transaction
to the aforesaid competitors in respect of a
sale of goods of like quality and quantity;

The provisions of this paragraph shall not, however,
prevent a co-operative soeiety returning to producers or con-
sumers, or a co-operative wholesale soclety returning to its
constituent retail members, the whole or any part of the
net surplus made in its trading operations in proportion to
purchases made from or sales to the society;

(b) engages in a policy of selling goods in any area
of Canada at prices lower than those exacted by
such seller elsewhere in Cenada, for the purpose
of destroying competition or eliminating a
competitor in such part of Canada;

(¢) engages in a policy of selling goods at prices
unreasonably low for the purpose of destroying
competition or eliminating a competitor.



APPENDIX -

An Act to provide for the Investigation of Combines,
Monopolies, Trusts and Mergers

Chapter 26 of the Revised Statutes of Canada, 1927
As amended by Chapter 54 of the Statutes of 1935 and by
Chapter 23 of the Statutes of 1937.

Short Title

l. This Act may be cited as the Combines Investigation
Act,

Interpretation
2. In this Act, unless the context otherwise requires,

(1) "Combine" means a combination having relation to any
commodity which may be the subject of trade or commerce,
of two or more persons by way of actual or tacit contract,

agreement or arrangement having or designed to have the ef-
fect of

(a) limiting facilities for transporting, producing,
manufacturing, supplying, storing or dealing, or

(b) preventing, limiting or lessening manufacture or
production, or

(¢) fixing a common price or a resale price, or a common
rental, or a common cost of storage or transportation
or

(d) enhancing the price, rental or cost of article, rental,
storage or transportation, or ‘

(e) preventing or lessening competition in, or substantially
controlling within any particular area or district or
generally, production, manufacture, purchase, barter,
sale, storage, transportation, insurance or supply, or

(f) otherwise restraining or injuring trade or commerce;

or a merger, trust or monopoly; which combination, merger,
trust or monopoly has operated or is likely to operate to the
detriment or against the interest of the public, whether con-
sumers, producers or others,

222
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(2) "Commissioner" means the Commissioner of the Combines
Investigation Act appointed as hereinafter provided.

(3) "Corporation" includes "Company.™"
(4) "™Merger, trust or monopoly" means one or more persons

(a) who has or have purchased, leased or otherwise acquired
any control over or interest in the whole or part of
the business of another; or

(b) who either substantially or completely control, through-
out any particular area or district in Canada or
throughout Canada the class or species of business in
which he is or they are engaged;

and extends and applies only to the business of manufacturing,
producing, transporting, purchasing, supplying, storing or
dealing in commodities which may be the subject of trade or
commerces Provided that this subsection shall not be conetrued
or applied so as to limlt or impair any right or interest
derived under The Patent Act, 1935, or under any other statute
of Canada.

(5) "Minister" means the Minister of Labour.

(6) "Special commissioner" means a temporary commissioner
appointed as hereinafter provided for the purpose of conducting
an investigation.

3. No proceedings under this Act shall be deemed invalid by
reason of any defect of form or any technical irregularity.

4o Nothing in this Act shall be construed to apply to com-
binations of workmen or employees for their own reasonable
protection as such workmen or employees,

Administration

5¢ (1) The Governor in Council may appoint an officer to be
known as the Commissioner of the Combines Investigation Act,

(2) The Commissioner shall perform the duties and exercise
the powers conferred upon him under this Act and shall report
directly to the Minister as required by this Act.

(3) The Commissioner shall, before entering upon his duties,
take and subscribe before the Clerk of the Privy Council, and
shall file in the office of the said Clerk, an oath of office
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in the following forms-

"] do solemnly swear that I will faithfully, truly and
impartially, and to the best of my judgment, skill and
ability, execute the powers and trusts reposed in me as
Commissioner of the Combines Investigation Act. So help
me God."

(4) The Commissioner shall be paid such salary as may be
from time to time fixed and allowed by the Governor in Council.

6. (1) An Assistant Commissioner of the Combines Investigation
Act may be appointed in the manner authorized by law,

(2) When the Commissionmer is absent or unable to act, or
when so authorized by the Commissioner with respect to any in-
vestigation or matter, the Assistant Commissioner, or, if he
also is at the same time absent or unable to act, another officer
designated by the Minister, may and shall exercise the powers
and perform the duties of the Commissioner,

7. (1) The Governor in Council may appoint, from time to time,
one or more persons to be special commissioners under this Act,

(2) It shall be the duty of a special commissioner to con-
duct an investigation into and concerning any alleged combine
indicated in the Order in Council signifying his appointment.,

(3) Every special commissioner shall have, with respect to
and for the duration of the investigation which he is appointed
to conduect, the powers which are conferred on the Commissioner
in sections fourteen to twenty-four, both inclusive, of this
Act; and wherever the word "Commissioner" occurs in sections
fourteen to twenty-four, both inclusive, and thirty-three to
thirty-six, both inclusive, of this Act, it shall be deemed to
include the words "special commissioner,!

(4) The exercise of any of the powers herein conferred upon
special commissioners shall not be held to limit or qualify the
powers by this Act conferred upon the Commissioner,

8+ (1) The Commissioner may, with the approval of the Governor
in Council, employ such temporary, technical and special as=-
sistants as may be required to meet the special conditions that
may arlse in carrying out the provisions of this Act,

(2) Any technieal or special assistant or other qualified
person employed under this Act shall, when so authorized or
deputed by the Commissioner, inquire into any matter within the
scope of this Act as may be directed by the Commissioner,
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9. (1) Any special commissioner and any temporary, technical
and special assistants employed by the Commissioner shall be
paid for their services and expenses as may be determined by
the Governor in Council,

(2) The remuneration and expenses of the Commissioner and
of any special commissioner and of the temporary, technical and
special assistants employed by the Commissioner, and of any
counsel instructed by the Minister of Justice under this Act,
shall be paid out of such appropriations as are provided by
Parliament to defray the cost of administering this Act.

(3) The CIVIL SERVICE ACT and other Acts relating to the
Civil Service, insofar as applicable, shall, except as other=-
wise provided in section five of this Act, apply to the Com~
missioner and to all other permanent employees under this Act,

10, It shall be the duty of the Commissioner

(a) to receive and register, and, subject to the provisions
of this Act, to deal with applications for investigation
of alleged combines;

(b) to bring at once to the Minister's attention every such
application;

(e) to conduct such correspondence with the applicants and
all other persons as may be necessary;

(d) to call for such returns and to make such inquiries as
he may consider to be necessary in order that he may
thoroughly examine into the matter brought to his atten-
tion by any application for an investigation;

(e) to make reports from time to time to the Minister;

(£) to keep a register in which shall be entered the par=
ticulars of all applications, inquiries, reports and
recommendations, and safely to keep all applications,
records of inquiries, correspondence, retwrns, reports,
recomnendations, evidence and documents relating to
applications and proceedings conducted by the Commissioner
end when so required to transmit all or any of such to
the Minister;

(g) to supply to any persons on request information as to
this Act or any regulations thereunder;



226

(h) generally to do all such things and take all such
proceedings as may be required in the performance of
his dutlies under this Act or under any regulations
maede hereunder.

Applications

11, (1) Any six persons, British subjects, resident in
Canada, of the full age of twenty-one years, who are of the
opinion that a combine exists, may apply in writing to the
Commissioner for an investigation of such alleged combine,
and shall place before the Commissioner the evidence on which
such opinion is based.

(2) The application shall be accompanied by a statement
in the form of a solemn or statutory declaration showing

(a) the names and addresses of the applicants, and at
their election the name and address of any one of
their number, or of any attornmey, solicitor or counmsel,
whom they may, for the purpose of receiving any
communication to be made pursuant to this Act, have
authorized to represent them;

(b) the nature of the alleged combine and the names of
the persons believed to be concerned therein and privy
thereto;

(¢) the manner in which, and where possible the extent
to which, the alleged combine is believed to operate
or to be about to operate to the detriment or against
the interest of the public whether consumers, producers
or others.

Investigations

12, The Commissioner shall on application made under the last
preceding section, or on direction by the Minister, cause an
inquiry to be made into all such matters with respect to the
said alleged combine as he shall consider necessary to enquire
into with the view of determining whether a combine exists or
is being formed,

13, (1) If, after such preliminary inquiry as the Commissioner
deems the circumstances warrant, the Commissioner is of the
opinion that the application is frivolous or vexatious, or does
not justify further inquiry, the Commlissioner may decide that
no further inquiry is justified and shall inform the applicant
of the detision giving the grounds therefor.
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(2) The Commissioner shall thereupon make a report in
writing to the Minister showing the inquiry made, the in-
formation obtained and his conclusions,

(3) On written request of the applicants or on his own
motion, the Minister may review the decision of the Commission-
er under this section, and may, if in his opinion the circum-
stances warrant, instruct the Commissioner to make further
investigation,

1l4. The Commissioner may at any time in the course of an
inquiry, by notice in writing, require any person, and in the
case of a corporation any officer of such corporation, to make
and render unto the Commissioner, within a time stated in such
notice, or from time to time, a written return under oath or
affirmation showing in detail such information with respect

to the business of the person named in the notice as is by

the notice required, and such person or officer shall make and
render unto the Commissioner, precisely as required a written
return under oath or affirmation showing in detall the infor-
mation required; and, without restricting the generality of the
foregoing, the Commissioner may require a full disclosure of all
contracts or agreements which the person, named in the notice,
may have at any time entered into with any other person,
touching or concerning the business of the said person so named
in the notice,

15, Repealed,

16, The Commissioner shall have authority to investigate the
business, or any part thereof, of any person who 1s or is
believed by the Commissioner to be a member of any combine or

a party or privy thereto, and to authorlize a representative on
his behalf to enter and examine the premises, books, papers and
records of such person,

17. Every person who is in possession or control of any such
business, premises, books, papers or records as are referred
to in the last preceding section shall give and afford to the
Commissioner admission and access thereto whenever and as often

as demanded,

18, All provisions of the INQUIRIES ACT not repugnant to the
provisions of this Act shall apply to any inquiry or investiga-
tion under this Act, and the Commissioner shell have all the
povwers of a commissioner appointed under the Inquiries Act,
except in so far as any such powers may be inconsistent with
the provisions of this Act,
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19, No person shall in any manner impede or prevent or )
attempt to impede or prevent any investigation, examination
or inquiry under this Act.

20. All books, papers, records or things produced before
the Commissioner, whether voluntarily or in pursuance of an
order, may be inspected by the Commissioner and also by such
persons as the Commissioner directs, and coples thereof may
be made by or at the instance of the Commissioner.

2l. Repealed.

22, (1) The Commissioner may order that any person resident
or present in Canada be examined upon oath before, or meke
production of books, papers, records or articles to, the
Commissioner or before or to any other person named for the
purpose by the order of the Commissioner and may make such
orders as seem to the Commissioner to be proper for securing
the attendance of such witness and his examination, and the
production by him of books, papers, records or articles, and
the use of evidence so obtained, and may otherwise exercise,
for the enforcement of such orders or punishment for dis-
obedience thereof, all powers that are exercised by any
superior court in Canada for the enforcement of subpoenas to
witnesses or punishment of disobedience thereof,

(2) Any person summoned before the Commissioner shall be
competent and may be compelled to give evidence as a witness,

(3) Every person who is summoned and duly attends as a
witness shall be entitled to an allowance for atiendance and
travelling expenses according to the scale in force with
respect to witnesses in civil suits in the superior courts of
the province in which the inquiry is being conducted,

(4) The Minister may issue commissions to take evidence
in another country, and may make all proper orders for the
purpose and for the return and use of the evidence so obtained.

(5) Orders to witnesses and all other orders, process or
proceedings shall be signed by a commissioner,

23, (1) The Commissioner may accept or require evidence upon
affidavit or written affirmation, in every case in which it
seems to him proper to do so.

(2) The Commissioner and all persons authorized to ad-
minister caths to be used in any of the superior courts of any
province may administer ocaths in such province to be used ia
applications, matters or proceedings before the Commissioner,
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(3) All persons authorized to administer oaths within
or out of Cansda, in or concerning any proceedings had or
to be had in the Supreme Court of Canada or in the Exchequer
Court of Canada, may administer oaths in or concerning any
application, matter or proceeding before the Commissioner.

24. No person shall be excused from attending end giving
evidence and producing books, papers, or records, in obedience
to the order of the Commissioner on the ground that the oral
evidence or documents required of him may tend to criminate
him or subject him to any proceeding or penalty, but no such
oral evidence so required shall be used or receivable against
such person in any criminal proceedings thereafter instituted
against him, other than a prosecution for perjury in giving
evidence upon such investigation, inquiry, cause or proceeding;
nor shall any such documents be used or receivable in any
criminal proceedings except proceedings under this Act or
under section four bundred and ninety-eight of the Criminal
Code,

25. The proceedings before the Commissioner and any special
commissioner shall be conducted in private, but the Commissioner
may order that all or any portion of the proceedings shall be
conducted in public. All preliminary investigations shall be
conducted in private,

26, TWnenever in the opinion of the Commissioner the publiec
interest so requires, the Commissioner may apply to the Minister
of Justice to instruet counsel to conduet the investigation
before the Commissioner and upon such application the Minister
of Justice may instruct counsel accordingly.

Reports

27. (1) The Commissioner at the conclusion of every investiga-
tion which he conducts shall make a report in writing and with-
out delay transmit it to the Minister., Such report shall set
out fully the conclusions reached, the action, if any, taken,
and any other material which may be required by regulation under
this Act,

(2) The Commissioner shall at the same time deliver into
the custody from whence they came, if not already delivered, all
books, pepers, records and other documents in his possession as
evidence relating to the investigation, but before doing so the
Commissioner may extract from such documents and certify as true
copies such relevant parts thereof as he may deem to be necessary
for any purpose of this Act, whereafter such parts, so certified
shall have and be accorded in all courts the same probative
force as the equivalent parts of the originals of which they are
coples,
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(3) Every special commissioner at the conclusion of the
investigation which he conducts shall mske a report in
writing which he shell sign and transmit to the Commissioner,
together with the evidence taken at the investigation,
certified by the special commissioner, and all documents
and papers relating to the investigation remeining in his
custody; and the Commissioner shall without delay transmit
the report to the Minister,

(4) The Minister may call for an interim report at any
time, and it shall be the duty of the Commissioner or special
commissioner, as the case may be, whenever thereunto required
by the Minister, to render an interim report setting out the
action taken, the evidence obtained and any conclusions reached
at the date thereof,

(5) Any report of the Commissioner or of a special com-
missioner, other than an interim report or a report of a
preliminary inquiry under section thirteen of this Act, shall
within fifteen days after its receipt by the Minister be made
public, unless the Commissioner states in writing to the
Minister that he believes the public interest would be better
served by withholding publication, in which case the Minister
may decide whether the report, either in whole or in part,
shall be made public.

28, The Minister may publish and supply copies of any report
in such manner and upon such terms as he deems proper,

Remedies

29, Whenever, from or as a result of an investigation under
the provisions of this Act, or from or as a result of a judg-
ment of the Supreme Court or Exchequer Court of Canada or of
any superior court, or circuit, distriet or county court in
Canada, it appears to the satisfaction of the Governor in
Council that with regard to any article of commerce, there
exists any combine to promote unduly the advantage of manufac-
turers or dealers at the expense of the public, and if it
appears to the Governor in Council that such disadvantage to
the public is facilitated by the duties of custom imposed on
the article, or on any like article, the Governor in Council
may direct either that such article be admitted into Canada
free of duty, or that the duty thereon be reduced to such
amount or rzte as will, in the opinion of the Governor in
Council, give the public the benefit of reasonable competition,

30. Repealed,
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31. (1) Whenever in the opinion of the Commissioner an
offence has been commltted against any of the provisions

of this Act, the Commissioner may remit to the atiorney
general of any province within which such alleged offence
shall bhave been committed, for such action as such atiorney
general may be pleased to institute because of the conditions

appearing.

(a) any return or returns which may have been made or
rendered pursuant to this Act and are in the
possession of the Commissioner and relevant to
such alleged offence; and

(b) the evidence taken on any investigation by the
Commissioner or by any special commissioner and
the report of the Commissioner or special com-
missioner,

(2) If within three months after remission aforesaid, or
within such shorter period as the Governor in Council shall
decide, no such action shall have been teken by or at the
instance of the attorney general of the province as to the
Governor in Gouncil the case seems in the public interest to
require, the Attorney General of Canada may on the relation
of any person who is resident in Canade and of the full age
of twenty-one years permit an information to be lald against
such person or persons as in the opinion of the Attornmey
General of Canada shall have been guilty of an offence against
any of the provisions of this Act.

(3) The Minister of Justice may instruct counsel to
attend on behalf of the Minister of all proceedings consequent
on any information being so laid.

Offences and Penalties

32, (1) Every one is guilty of an indictable offence and
liable to a penalty not exceeding ten thousand dollars or to
two years imprisonment, or if a corporation to a penalty not
exceeding twenty-five thousand dollars, who is a party or privy
to or knowingly assists8 in the formation or operation of a
combine within the meaning of this Act.

(2) No prosecution for any offence under this section shall
be commenced, otherwise than at the instence of the Attorney
General of Canada or of the attorney generel of a province,

(The next six sections provide additional penalties for
refusal to give evidence, refusal to make written returns, or
impeding an investigation in any other way,)
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Procedure

39. When an indictment is found against any person for any
offence against this Act the accused shall have the option to
be tried before the judge presiding at the court at which the
indictment is found, or the judge presiding at any subsequent
sitting of such court, or at any court where the indictment
comes on for trial, without the intervention of a jury; and in
the event of such option being exercised the proceedings sub=-
sequent thereto shall be regulated in so far as may be
applicavole by Part XVIII of the Criminal Code, respecting
speedy trials of indictable offences,

Regulations

40. (1) The Governor in Council may make such regulations,
not inconsistent with this Act, as to him seem necessary for
carrying out the provisions of this Act and for the efficient
administration thereof.

(2) such regulations shall be published in the Canada
Gazette, and upon being so published they shall have the same
force as if they formed part of this Aet,

(3) The regulations shall be laid before both Houses of
Parliament within fifteen days after such publication, if
Parliament be themn sitting, and if Parliament is not then
sitting, then within fifteen days after the opening of the
next session thereof,

41, The Commissioner shall, annually, report to the Minister
his proceedings under this Act and he shall lay such report
before Parliament if it be then sitting, and, if it be not
then sitting, within the first fifteen days of its then next
session.

42¢ (1) Notwithstanding anything in this Act, neither the Com~
missioner nor any special commissioner nor any other person
shall have power to compel the attendance of any witness or

the production of any book, paper, records or article, or the
examination of any person under oath, or have power to exercise
for the enforcement of any order made by such Commissioner,
special commissioner or person or for punishment on account

of disobedience of such order the powers that are exercised by
superior courts for the enforcement of subpoenas to witnesses or
punishment of disobedience thereof, unless and until on the
application of the Minister (which shall be heard and determined
ex parte) elther the President of the Exchequer Court of Canada
or the Chief Commissioner of the Dominion Trade and Industry
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Commission shall have certified, as either of them may, that
it is fit and proper that the action mentioned in the
application should be taken: Provided that when any inves-
tigation under this Act is proceeding in any province and the
Commissioner or special commissioner is desirous of exercising
power to commit to prison or otherwise penalize pursuant to
this Act any person whether for contempt or otherwise, the
application may be made by the Commissioner or special com-
missioner upon reasonable notice to the person concerned, to

a judge of the Supreme or Superior Court of the Province, who
shall for the purposes of the application have the powers which
by this section are conferred upon the President of the
Exchequer Court and the Chief Commissioner of the Dominion
Trade and Industry Commission.

(2) The provisions of this section which relate to the
Chief Commissioner of the Dominion Trade and Industry Commission
ghall apply only whilst such Chief Commissioner is a barrister
of one of the provinces of Canada of at least ten years standing,

(3) Such President, Chief Commissioner and judge, respec-
tively, may, before granting such certificate, require the
applicant to secure and subsequently produce to him any further
evidence or proof of relevant circumstances as he shall deem
to be necessary,

The following section was enacted as section 28 of The
Combines Investigation Act Amendment Act, 1935:-

No person shall be charged with, tried for or convicted
of an offence against this Act, by the same information, upon
the same evidence or at the same time as he is charged with,
tried for or convicted of an offence against section four
hungged and ninety-eight of the Criminal Code. 1935, c. 54,

Se .
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APPENDIX - XIT

An Act to establish a Dominion Trade and Industry
Commission

1. This Act may be cited as The Dominion Trade and
Industry Commission Act, 1935,

Dominion Trade and Industry Commission

3, (1) There shall be a Commission to be known as the
Dominion Trade and Industry Commission consisting of three
Commissioners, of whom one shall be the Chief Commissioner
and another the Assistant Chief Commissioner.

(2) The members for the time being of the Tariff
Board shall, by virtue of holding office as members of the
said Board and by virtue of this Act, be the Commissioners,
and the Chairman and the Vice~Chairman of the said Board
shall be the Chief Commissioner and Assistant Chief
Commissioner respectively.

(3) Each Commissioner shall hold office only during
such time as he continues to hold office as a member of the
Tariff Board.

Price and Production Agreements

14. (1) In any case where the Commission, after full
investigation under the Combines Investigation Act, is
unanimously of opinion that wasteful or demoralizing
competition exists in any specific industry, and that
agreements between the persons engaged in the industry to
modify such competition by controlling and regulating prices
or production would not result in injury to or undue restraint
of trade or be detrimental to or against the interest of the
public, or where such agreements exist and in the unanimous
opinion of the Commission but for their existence wasteful
or demoralizing competition would exist in any specific
industry, the Commission may so advise the Governor in
Council and recommend that certain agreements be approved,

(2) The Governor in Council may, if of opinion that
the conclusions of the Commission are well founded, approve
of any such agreement, and shall meke regulations requiring
the Commission to determine from time to time whether the
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agreement is resulting in injury to or undue restraint of
trade or is detrimentsl to the public interest.

(3) The Commission shall require persons engaged in the
industry to furnish full information relating to operations
within the industry under the agreement and may at any time,
of its own motion end in its absolute discretion, advise the
Governor in Council to rescind the approvel of the agreement
and the Governor in Council may rescind the approval accord-

ingly.

(4) 1In any case where the Governor in Councll has
approved an agreement under this section, no prosecution of
a party to such agreement shall be instituted under the
Combines Investigation Act or under sections four hundred
and ninety-eight and four hundred and ninety-eight A or any
other relevant section of the Criminal Code for an offence
arising in the performence of such egreement, except with
the consent of the Commission (Held invalid by the Supreme
Court of Canada, June, 1936).

Commodity Standards

15. (1) The Commission shall be charged with responsibility
to recommend the prosecution of offences against acts of

the Parliasment of Canada and regulations thereunder, relating
to commodity standards and the Attorney General of Canada may
require the Director of Public Prosecutions to institute
eriminal proceedings for the punishment of any such offence.

(2) The Commission may, -

(2) study, investigate, report and advise upon any
question relating to commodity stendards, the
grading of commodities and the protection of
consumers generslly;

(b) inquire and hear representatives of industry and
trade and of consumers as to the desirability of
establishing commodity standards and grades for any
commodity and report thereon to the Minister.

National Research Council

16, 1In addition to its powers and duties under any other
statute or law, the National Research Council shall, on the
request of the Commission, from time to time,-
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(a) study, investigate, report and advise upon all matters
relating to commodity standards;

(b) prepare draft specifications of commodity standards for
any commodity or grade, and recommend methods of
designating such grade;

(c) analyze and report upon any commodity as to its quality,
properties and content, and as to whether and to what
extent it conforms to the requirements of any
recognized or generzlly accepted standard.

17. (1) The National Research Council shall, in respect of any
commodity forwarded to it by the Commission or the Director of
Public Prosecutions, report

(2) the ingredients of such commodity, in so far as such
information may be necessary to the proper use of the
commodity;

(b) any adulterents and harmful, injurious or deleterious
substances the commodity may be found to contain;

(c¢) its quality and probable performance and efficiency,
and

(@) whether it conforms to any recognized or generally
accepted standard and specification;

and if adeguate information to answer the inquiry is not
already aveilable, the National Research Council shall analyze
or test the commodity.

(2) The report of the National Research Council upon any
analysis or test made under the provisions of this section shall
not be used for advertising or commercial purposes in any way;
and any person who contravenes the provisions of this subsection
shall be guilty of an offence and liable upon surmary conviction,
for each such offense, to a penalty not exceeding one hundred
dollars,

(3) No action or other proceedings may be instituted against
the National Research Council or any officer or employee of the
Council, in respect of any advice, information or report given
or made in good faith under this Act or any other Act of the
Parliament of Canada. '
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"Canada Standard"

18, (1) Notwithstending anything contained in The Unfair
Competition Act, 1932, or any other statute or law, the
words "Canada Standard® or initials "C.S." shall be a
national trademark and the exclusive property in and the
right to the use of such trademark is hereby declared to be
vested in His Majesty in the right of the Dominion of Canada,
subject to the provisions of this Act.

(2) Such national trademark, as applied to any com-
modity pursuant to the provisions of this Act or any other
Act of the Parliament of Canada, shall constitute a
representation that such commodity conforms to the require-
ments of a specification of a commodity standard for such
commodity or class of commodity esteblished under the
provisions of any Act of the Parliament of Canada.

19, (1) Any producer or manufacturer or dealer or merchant

in Canada may apply the national trademark "Canada Standard"
or initials "C.S.," to any commodity produced or manufzactured
or sold by him or to the covering thereof, in such manner as
the Commission may by regulation prescribe, under and subject
to the following conditions:=-

(a) Such commodity shall conform to the requirements of
a specification of a commodity standard for such
commodity or class of commodity established under
the provisions of any Act of the Parliament of Canada;

(b) Where grade designations, whether numerical or
alphabetical or special, have been established under
the provisions of any Act of the Parliament of Canada
for verious qualities of such commodity, the ap-
propriate grade designation for each quality of such
commodity shall be conspicuously applied to the
commodity, or on the covering thereof, in association
with the words "Cenada Stendard" or initials "C,S,"
in such form as the Comnission may by regulation
prescribe: Provided that the Commission mey by
regulation prescribe a list of specific commodities
to which, in its opinion, it is impossible to apply
this paragraph, and this paragraph shall not apply
to any commodity appearing in such list,

(2) Every person who applies the national trademark
"Canada Standard" or initials "C.Se," to any commodity in
violation of the €onditions hereinbefore provided shall be
guilty of an offense and liable upon indictment, or upon
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summary conviction, to a penalty, for each and every such
offence, not exceeding five thousand dollars in the case
of a corporation, and not exceeding one thousand dollars
in the case of an individual and in addition in the.case
of an individuel to imprisonment for any term not exceeding
six months,

Unfair Trade Practices

20, The Commission shall receive complaints respecting
unfair trade practices and may investigate the same and,
either before or after an investigation, if of opinion that
the practice complained of constitutes an offence against
any Dominion law prohibiting unfair trade practices, may
communicate the complaint and such evidence, if any, in
support thereof as is in the possession of the Commlssion
to the Attorney General of Canada with a recommendation
that all persons who are parties or privies to such offence
be prosecuted for violation of the appliceble Act. The
Attorney General of Canada, if he concurs in such recom-
mendation, may refer it with such complaint gnd such
evidence, if any, either to the Director of Public Prosecu-~
tions or to the Attorney General of the province within
which the offence is alleged to have been committed for
such action as may seem to be appropriate in the circum-
stances,

Director of Prosecutionsg

21, (1) The Governor in Council may appoint an officer to
be called the Director of Public Prosecutions with a salary
not exceeding twelve thousand dollars per anmm.

(2) A person appointed as Director of Public Prosecutions
shall be a barrister or advocate of at least ten years
standing at the bar of any of the provinces of Canada.

(3) The Director of Public Prosecutions shall hold office
during good behaviour for a period of ten years from the
date of appointment but may be removed for cause at any time
by the Governor in Council,

22, It shall be the duty of the Director of Public Prosecutions
under the superintendence of the Minister of Justice

(a) to institute, at the instance of the Attorney General
of Canada criminal proceedings for violation of any of
the laws prohibiting unfair trade practices in cases
which appear to be of importance or difficulty or in
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which special circumstances or the refusal or
failure of any other person to institute, such
proceedings appear to render the action of such
Director necessary to secure the due prosecution
of an offender;

(b) to give such advice or assistance to the Attorney
General of any province in connection with the
prosecution of offenders against laws prohibiting
unfair trade practices as appears necessary to
secure the prosecution of such offenders;

{(c) to assist the Commission in the condust of any
investigation where it is alleged or complained
that an offence ageainst any of the laws prohibiting
unfair trade practices has been or appears to be
about to be committed,

Fair Trade Conferences

23, (1) The Commission may from time to time at the instance
of the Governor in Council or at the request of representative
persons engaged in any industry, or of its own motion, invite
persons engaged in such industry to a conference for the
purpose of considering the commercial practices preveiling in
such industry and determining what practices are unfair or
undesirable in the interest of the industry and of any person
engaged in such industry and of the general publiec.

(2) The Commission may make public the general opinion of
the conference or the opinion of the Commission as to and
trade practice considered to be unfair or undesirable,

Co-operation with Boards of Trade

24+ The Cormission may co-operate with and assist in any
manner in which it deems advissble any board of trade or
chamber of commerce in connection with any commercial

arbitration being conducted by or under the direction or
authority of such board of trade or chamber of commerce.,

Economic Investigation

25, The Commission shall, when so required by the Governor
in Council, study, investigate, report and advise upon
questions relating to the general trend of social or economic
conditions or to any social or economic problem of Canada,
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and shall co-operate, when so required, with the Economic
Council, established under The Economic Council of Caneda
Act, 1935, in connection with any economic investigation,

General

26, All the provisions of the Inquiries Act, the Combines
Investigation Act and of the Tariff Act, and of any amend-
ment thereto not repugnent to the provisions of this Act

shall apply to any inquiry or investigation under this Act

and the Commission shall have all the powers of a commissioner
appointed under the Inguiries Act, except in so far as any
such powers may be inconsistent with the provisions of this
Act.

27. (1) The Commission shall within fifteen days after
making any report, recommendation or finding under this Act
make the same public in such manner as seems desirable un-
less the Commission is unanimously of the opinion that the
public interest would not be served by publication or that
the public interest would be better served by withholding
publication,

(2) Wherever possible the Commission shall with the
report, recommendation or finding make public the reasons
and the facts upon which the decision is based.

(3) In the case of any agreement or proposed agreement
for the control and regulation of prices or production, the
Commission shall in such manner as seems desirable make the
same public, and shall fix a date at least fifteen days from
the date of publication aforesaid for hearing representations
b{hany interested persons whether producers, consumers or
others,

28, This Act shall come into force on the first day of
October, 1935,
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