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Abstract
THE POLITICAL ECONOMY OF MERGERS IN MANUFACTURING INDUSTRY IN
BRITAIN BETWEEN THE WARS

The work was conceived as an attempt to document an aspect of what has
been called the rise of the "corporate economy" or of "managerial capitalism"
(or, less informatively, the 'mew industrial revolution"): that is the
relative decline of market relations within the system of industrial capita=-
lism and the corresponding growth of economic activity within large
corporations. Though this process of change began in Britain in the late
nineteenth century, it advanced more slowly than the contemporaneous move-
ment in the United States. Hence, it is argued, the interwar years saw the
crucial developments in the structure of industry in Britain, though these
have been underestimated because of the absence of a reliable descriptive
study of this period. Attention is focussed on the role of mergers in this
structural change, since a merger, be;ng a discrete event in the biography
of a firm, throws the causes of these developments into clear relief. The
study is designed as a critical gloss on economic generalisations about
the rise of large scale enterprise based on the propensity to monopolise,
an explanation with no diachronic significance; and on the crude technolo-
gical and economic determinisms dominating the historical writing which add
little to Philip Snowden's classic statement that "trusts ... are inevitable.
They will continue, whatever obstacles we attempt to put in their path'.

Methodologically, the study advances the plea that the disciplines of
history and economics eaéh have something to contribute to the underétanding
of historical changes in the structure of economic decisionmaking. It was
possible to use business histories and other historical sources as the basis
for an institutional description of the industrial economy in its various
aspects: Dbusiness ideology (chapter 2), managerial structure and innovation
(chapter 3), government policy (chapter 4), the capital market (chapters 5

and 6) and the nature of competition (chapter 12). Historical materials
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were also used, in conjunction with the financial press, for the compilation
of a statistical series of merger activity (chapter 7), which, though sub-
ject to various limitations, provides a quantitative basis for the study of
interwar merger waves which previous studies have lacked. It also permits
the examination of the merger record of individual companies and of impor-
tant sub-groups, disaggregated by industry, type, date, and size (chapters

8 to 11, and Appendices).

The statistical findings leave no room for doubt that interwar merger
waves were of historically significant proportions. An examination of the
mergér record of 51 large corporations of 1948 over the previous seventy
years showed that the major merger of almost two thirds of them occurred in
the 1920s and 1930s. Whilst no precise quantitative comparison of interwar
merger waves with more recent waves was possible, the weight of the imper-
fect comparisons of number and value data which can be made renders quite
implausible the view that postwar merger wafes have been of an altogether
different order of magnitude. Moreover, it is clear that interwar mergers
contributed significantly to the increase in the level of industrial
concentration which laid the basis of the modern corporate economy. A study
of the effects of mergers by Hart and Prais, which has been taken to show
the greater importance of internal growth, is shown to be invalid in so far
as it relates to mergers, since it covers less than 1% of all mergers and
less than 20% of large mergers. There are persuasive reasons for believing
that, in the interwar years, as today, ﬁbrgers contributed significantly
both to the growth of large firms and to the building up of monopolistic
positions in a wide range of industries.

The profile of an interwar merger approximated more closely td modern
mergers than to the classical multi-firm mergers of the turn of the century.
Whereas multi-firm mergers (i.e. those involving five or more firms) had in
the 1880s averaged 19.6 firms per merger, by the 1920s they averaged only

9.1 and by the 1930s only 6.9 firms. This does not, of course, mean that
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monopolisation by merger was necessarily less intense, for 71 firms which
were identified as extensive acquirers between the wars were found to have
acquired an average of 16.8 firms each, or 20.5 firms each if a different
basie of caloulation is used. Moreover, the bulk (75%) of large interwar
mergers were horizontal. Only 4% of the large mergers were classed as
diversifying and 21% as vertical; and the vertical mergers were confined
to a limited number of industries and were more prone to disintegration
than horizontal ones. Whilst it is difficult to draw any precise conclusion
about motivation from the dominance of the horizontal merger (for vertical
mergers may also be used to consolidate a monopoly position), some factors
determining the direction of integration, among them resource endowments,
technology and managerial comparative advantages, are suggested.

The positive correlation of merger activity with the trade cycle in
general and with share prices in particular, which has been found in other
countries and in different time periods, was also a feature of interwar
mergers. Merger waves were concentrated at the cyclical peaks of 1919-20
and 1926-9 and the depressed 193%0s registered fewer and smaller mergers
than the 1920s. Industrial cross-section analysis confirms that interwar
merger activity cannot be viewed primarily as a function of depression. The
conspicuously depréssed industries such as textiles and shipbuilding did
merge extensively and in some cases produced spectacular mergers such as
the Lancashire Cotton Corporation, which absorbed 96 firms within the space
of a few years. Yet their merger intenéity was equalled, and on some
measures exceeded, by "new" industries such as chemicals and electrical
engineering. Merger thus appears to have been a well understood option
available to managers wishing to expand the size of their enterprises in a
wide range of industries, and must be seen as part of a general process of
the growth of firms, rather than solely as a function of the depression
mentality of these years.

Yet the feeling that the economic system was unacceptable if it 'created
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depression and unemployment was behind the re-assessment of the structure
of industry, known as the rationalisation movement, which wasc supported in
word (if not always in deed) by press, government and bankers and which
was onthuslastically adopted by businessmen like Sir Alfred Mond who were
behind much of the merger activity. The ideology of rationalisation vali-
dated the capitalist system and encouraged the progressive businessmen who
adopted it to formulate plans for large scale enterprise and managerial
innovation. Public fears of monopoly were subdued by the general belief
that the economy needed large scale enterprises comparable with those of
foreign competitors, and by a belief that the purposeful organisation of
economic activity within large firms would produce benefits outweighing
the disadvantages. Whilst the government did not, in general, intervene in
manufacturing industry to promote these ideas, it preserved an amiable

acquiescence. Laissez-faire well suited both its economic ideoclogy and its

political supporters, and no serious policy for the public control of
monopoly and merger was developed: the antitrust policy of 1919-21 was
merely a political palliative for labour and ministers like Baldwin
Churchill, Lloyd-Greame and Runciman were more concerned to preserve the
privacy of enterprise than to promote the perfection of competition. Mer-
gers were therefore left to the signals of the market and the quest for
profit and power‘by private individuals, with the state preserving a
deliberate disengagement.

In addition to the advantages of mo;opoly and technical scale economies,
there were managerial and financial inducements to merge. Investment
appraisal by the managements of large firms was in some respects superior to
that by investors in the stock market and shareholders benefitted when their
companies retained profits and invested them in acquisitions. Given econo-
mies of scale in the capital market (including the 'Macmillan' Gap) and the

lower transactions costs of profit ploughback, there were further financial

advantages in the aggregation by merger of the demand for capital of several



firms. This typically occurred in a consolidation of a number of unquoted
firms which then sought quotation, or in the acquisition by a quoted firm
of an unquoted competitor; a contrast with the postwar period when mergers
between quoted companies became more dominant. An important reason for the
close positive correlation of share prices and merger activity, it is
suggested, is that valuation discrepancies (rendering sale profitable at
share price peaks) arose because of the more stable expectations of private
owners than of stock market investors. The development of the capital mar-
ket was stimulated by this process and, with the rise of large scale
corporations with dispersed shareholdings, the constraint of individual
wealth and family ownership on the growth of the firm, became a less
important one.

‘There were, however, still important constraints on the growth of the
firm through merger between the wars. Paradoxically, the absence of an
antitrust policy may indirectly have reduced merger activity, for whilst
it permitted merger it also permitted the alternative route to monopoly
through cartels and restrictive practices generally. One advantage of these
over merger was the avoidance of the managerial diseconomies experienced by
firms with too rapid a rate of growth by merger, for only a few firms had
developed the decentralised system of management with central financial con=-
trols which has made p;ssible the growth of large multi-divisional corpora-
tions of the modern type. This is a partial explanation of the decline of
the large multi-firm mergers of the turn®of the century and the shift to a
sequential pattern of multiple acquisition. There were also commercial
advantages to this pattern of acquisition: the impact of monopolisation on
price was more gradual and correspondingly more likely to gain acceptance
from the consumer.

Among other factors inhibiting merger activity, the high gearing

("overcapitalisation") of some companies led in the depression to uncertainty

about the locus of control and thus delayed the reorganisation of the staple
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industries. More generally the costs and risks of contested takeover
bidding were high then, relative to the‘postwar period, because of closely-
held quoted company shareholdings, the strongly entrenched pocition of
incumbent directors and the imperfections of information in the capital
market symbolised by the contemporary scandals associated with the names

of Hatry and Kylsant.

Some of these factors boded well for the successful accomplishment of
the aims of the mergers: the absence of hurriedly consummated takeover
bids and the pattern of sequential acquisition, for example, probably led
to a more intelligent management appraisal‘of the benefits of merger. On
the other hand some unsuccessf&l mergers undoubt.dly made a negative con-
tribution to economic efficiency and the benefits of other mergers were
sometimes cancelled out by the social disadvantages of monopolies (uncon-
strained by the takeover mechanism) and of the unemployment which sometimes
followed rationalisation. However, because of changes in industrial tech-
nique, in the size of the market, and possibly even in the very nature of
competition, it cannot be unequivocally stated that monopoly power in manu-
facturing industry overall increased in these years, and, even if it had
increased, it would not follow that the welfare effects of this were
detrimental, since other sectors of the economy were far from Pareto-
optimality. One thing is, however, clear from this study. By a combined
process of mergers and internal growth the level of industrial concentration
significantly increased in the interwar years, a clear pointer to the
retreat of the market and the advance of intra-firm organisation in the
modern economy. Though the organisation of rivalrous behaviour for purposes
of internal control within the corporation to some extent replicated the
competitive behaviour imposed by market relations, the economic system (and
with it political and social life also) has been significantly modified by

this processe.
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DEFINITIONS

'Acquisition!’ describes the event which occurs when one company

takes over control of another.

'Consolidation' is used when two (or more) companies combine to form
& new company which then acquires control of both of

them,

'Merger' and 'Amalgamation' are used interchangeably to refer to acquisitions

and consolidations collectively.
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Chonter One
MBRGERS IN BUSINESS IISTORY AID INDUSTLIAL BECOICHICS
Just as micronconpic work on cells may throw new light on the
human body, so detailed study of tae growth of particular

business units may add to knowledge of the industrial system.

T.S5. Ashton, An Eighteenth Century Industrialist:
Peter Stubs of Warrington, Manchester, 1939, p. ix.

"The stock of literature on mergers has in recent years grown even faster
than the number of mergers, though the stocic of knowledge on this subject re-
veals little g;:c'owth”:’I thus the gloomy observation of two cconomists survey-
ing from the standpoint of 1970 the recent efflorescence of merger studies.

The aim of this thesis is to add to this stock of literature, and hopefully to
expand the stock of knowledge, in two ways: firstly by describing accurately
the merger waves which occurred in the United Kingdom during the two decades
between the Iirst and Sccond VWorld Wars; and, secondly, by relating taat
description to some of the conventional categories of economic analysis and to
some of the broader themes of the economic history of the period. The approach
is an interdisciplinary one, drawing on the ccchniques and rerspectives of both
business history and industrial economics. This introductory chapter reviews
some of the existing literature on mergers in thnese disciplines in order to
define the nature and tae ;imitatious of the interdisciplinary contribution
which, given the present state of knowledge about the industrial system and its
history, may be realistically aimed at. .

Ultimately the distinction between economics ana economic history is a
trivial one. This becomes clear if one secks to devise contrasting definitions.
It is, for example, no more the case that history can only make non—.
generalisable statements about highly specific series of events than it is true

'that economists are concerned only to develop internally consistent mathematical

1e M. Gort and 7.T". Hogarty, 'New Evidence on Mergers', Journal of Law and
Economics, XIII, 1970, p. 167-
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models which bear no relation to perccived economic behaviour. Economists
and historians may differ in the technical tools of analysis which they have
traditionally wielded and in the chronological distance from the present of
the events which they habituully investigate, but these differences are not
sucﬁ?%o Justify thc separatios of the disciplinec.

The literature of economic history has often described mergers and the
tendency to large-scale enterprise, but the theoretical formulation of the
propositions usually advanced to explain the tendency is usually implicit and
imprecisce. DMoreover, the factual baszis of the generalisations is decidedly
shaky and contradictory assertions abound. Some believe that "concentration
has made measurable progress since the turn of the century".,'l and others
suggest that the increase took place principally in the interwar years,2
whilst, on the other hand, it is stated with equal confidence that "concen-
tration has not significantly increased as between 1900 and the ’19505”.3 In
relation to mergers the literature contains many urcupported statements about
interwar waves of merger activity. Ve are told variously that horizontal
mergers were uncommon, that the main merger movement occurred in the early
1920s, that those mergers which did occur were largely in the old, or alter-
natively, largely in the new industries.h (In fact none of ihese statements
is true.) Unsupported speculation of this xkind has abounded in tre vacuum
created by the absence of a reliable descrintive study.

For a more detailed and suggestive nistorical treatment of mergers on

1. 8. Pollard, The Development of the British Econony 1914—ﬁ950, 1962, p. 165.

2. 3.g. Pollard, op.cit., p. 17%; E.J. Hobsbawm, Ind:stry and Empire, 1968,
p. 180.

%« A. Hunter, "The Measurement of lonopoly Power', in iluater, ed.

Monopoly
and Competition, Harmondsworth, 1969, p. 100.

4. V. Ashworth, An Economic History of En~land 1870—1939, 1960, P- 357;

A. Singh, Tcke Overs, Their Relevance tc :he Stocs Market and the Theory of
the Firm, Cambridge, 1971, p. 17; Huaver, op.cit., p. 99; G.C. Allen, Tne
Industrial Development of Birminchom and the Black Country, 1929, pp. 42728,
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has to turn to the increasing flow of business histories, and to histories
of particular industries based on this literature and other industrial
sources. Although Professor Charles Wilson in the preface to his pioneering

History of Unilever modestly averrca that "it is not neceszsary to claim tnat

business history is history of the highest calibre“,1 his apology noﬂ seenms
unnecessary-in view of his own contribuiion and a run of works of comparable
quality culminating in recent years with Coleman's Courtaulds and Reader's
291.2 Given the distance in time from the events which such histories record,
they are usually able to provide for the historian a franker analysis of
events such as mergers than is available to the student of contemporary
business decisions.

It is unfortunate, however, that much of the writing on mergers in
business histories has had something of an anti-theoretical bias. DBusiness
historians, who in general guite properly ﬁrize their allegiance to the facts
of the individual case, have tascn refuge in the belief that the passive
reaction mechanisms of economic theory have little fo do with the businessmen
in the firms with which they deal. Thus they tend to see events in the
history of t.e firm, such as mergers, as unique, blographical events explicablie
in terms of particular or even accidental concatenations of historical forces.
They rightly reject econometric reasoning as inappropriate to the single case
because based on the law of large numbers, but proceed falsely to disown the
logic of economic theory itseli. VWhailst this avoids the danger of using
business history as mere orchestration for well-established theoretical pro-
positions, it has sometimes inhibited vusiness historians in the rigorous

development of causal interpretations and thus cut them off from mainstream

developments in the economics of industry. Professor Wilson's comments on

1. C. Wilson, His%ory of Unilever, 1954, v.1., p. ix.

2. D.C. Coleman, Courtaulds, An Zconomic and Social History, Oxford, 1969,
2 vols; \W.J. Reader, Imperisi Chemical Indusirics, A History, v.l, 1970.
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economic geueralisations in his prefatory remarks on the merger which laid
the basis of the Unilever group in 1929 will serve as an example:

Tracing patterns in hListory iz an absorbing pactime end onc of its
most popular foras is sccking out apparcnt repeivitions. The trouble
is thac it is all too casy to sce patterns that are not therc. Even
the 'similar situations' that sccm to recur will often on closer
examination prove to be not so similar as they at first appear, and
our historical laws dissolve at a touch. It is, for example, tempting
to see some correlation between the depression which settled on the
world econony in 1929 and the decision, on 2nd September of that year,
to amalgamate Lever Brothers Limited, the Margarine Unie, and its
English counterpart, the Margarinc Union. Such an assumption would be
all the more plausible because it was a fact that the recurrent
periods of aralgamations in the oils and fats industries had often
been associated with economic difficulties. Neverthelccs the assump-
tion would be wrong.

By one of those curious tricks which history is never tired of
playing, this, the largest amalgamation of all, was in fact in the
process of gestation for more than a year before the agreement was
finally signed; more than a year, that is, before the beginning of
the linked series of catastrophes which ended in the Wall Street
panic of the autumn of 1929 aand inaugurated a long period of economic
disasters. The year during wiaich the negotiations went on was, as we
have seen, a time of reasonable prosperity for the oils and fats
trades. Whatever may be true of earlier proposals for mergers, this
onc was not the product of adveruity. If it sprang from a reuliza-
tion that bad times were almost certain to come again, those who
thought so kept their feelings to themselves. There was no conscious
analysis of economic trends behind the moves of 1928-9; rather was
there a general common-sense conviction that alliance wasted less of
everybody's substance than hostility.?

The hypothesis of depression~induced mergers here set up by Wilson only to

be rejected is interesting if not very precisely specified. His one case
cannot, of course, disprove the thesis but it might at least be informative

in generating suggestions as to why merger discussions might, contrary to

the hypothesis, take place at cyclical pe§ks. (In fact there is a double
irony in Wilson's remarks for it is clear that mergers, far from being
negatively related to the business cycle exhibit a strongly pro-cyclical
tendency, and it will later be suggested that this pattern can be rationalised
using some of the conventional tools of economic theory.a) Though Wilson's

chapter is full of suggestive detail, he fails to follow the opening remarks

1. Wilson, op.cit., v. 2, p. 207.

2. pp. 174-86,below.
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through, and thus does not do justice to this difficult and complex subject.

The approach adopted here, by contrast, attempts more ¢ffcctive and
quantitative generalisation from an exnminntion of published busincos hicstories
and the archives of a number of large conponies. Analysic of these sources
sometimes revealed new and Lilhcrto unsuspected relationships and tne analysis
of deviant cases often provided a fruitful source ol modificatioc.s to accepted
generalisations. In the next five chapicrs of the present worx thc
institutional background of mergers is described, and these chapters form the
basis of the subsequent development of a model of merger activity. The
approach is similar to that suggested by irs. Penrose in her theory of the
growth of the firm:

Consistent examples are, of course, no more a proof than are inconsis-

tent examples a disproof of a gencral crgument unless the examples

are presented in sufficiently large nuuvers and selected in such a

way that they constitute a representative samsle ... the examples

presented in the following chapters arc illustrative only. There is

not sufficient acystematic informantion available as yet,.to cnable any

comprehensive tesling of the pcacrality of the theory.
However, in focussing more narrowly on mergers, it was also possible to assemble
some systematic statistical data. v seemed clear that the time had come
for economic historians to use the immense wealth of raw material in published
business histories as a quarry of statistical information which which to
develop generalisations and guantitative analyses. Though business histories
must, as ''biographies", necessarily concern tuacuselves with the single case,
they can also make a cumulative convribution as well as an indivicdual one.

. o. ~ v Rl - e -

Zconomic historians have already derived information from the varied findings
of many business histories, for use in studies of particular industries or of

specific problems,2 and data has also been extracted from company archives for

historical econometric work;3 but we lack any historical study of industrial

1. E.T. Penrose, The Theory of the Growth of the Firm, Oxford, 1959, p. 3.

2. E.g. D.H. Aldcroft, ""The Intreprencur and the British Zconony, 1870—1914",
Econ. H.R., 2nd ser., XVII, 196k4.

3. E.g. R.C. Floud, "The Metal VWorking Machine Tool Industry in England, 1850-
1914 with special reference to Greenwood and Batley Ltd." D.Phil. thesis,
Oxford, 1970.
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structure over time which secks to develop guantified generalisations from
the large number of case studies embodied in buginess nictories. The present
study attempts to do this for an important compenent of :iic modern growth of
the large corporation: the merger acvivity in 2ritish maznufaciuring industry
betwecen the wars. Chapter 7 de;cribcs the construction of a statistical
series for merger activity and in sutscquent chapters this is related, within
the institutional framework described in previous chapters, to zcme of the
economic literature on the dctersinants and effects of mergers.

This literature is now very cxicnsive. Merger and acquisition activity
is recognised as a significant aspect of market behaviour and of tae growth
of the firm, and recent merger vocis in Sritain and the Tnited 3tates have
stimulated much theoretical speculation and empirical enquiry. There are
difficulties in applying the concepts which have teen developcd in these
writings to the present study, for clearly wmcloger is not an entirely homogeneous
phenomenon historically. The mulii-firm amclgamations of unquoted companies
acscribed by Macro:'uy1 require in gome resjpects differcat categorics of analysis
than the takeover bids for and by quoted companies which preoccupy modern

"

. 2 ‘ . . - . - .
writers. A full understanding of interwar merger waves will only be possible

P R S

if{ these institutional changes are taken into account.

.

Nevertheless significant uniformities between the periods do emerge, and

the Tormal categjorics of economic analysis are, in

W
&
[}
H

al, apopropriate to

interwar mergers. I'or example, Coase's account of the determination of the
3 .

boundaries of the firm is rclevent. LHe cofines the market as a place where

supply and demand can be wmediateld by voluntery transaciions, and the firm as
ppLiy 3

an institution in whichi an administrative structure determines the relation-

1. E.W. Macrosty, The Trust Movement in British Industryv, 1907.

2. E.g. R. Marris, The Economic Theory of 'Managerial' Copitalicm, 196k;
Singh, Take Overs.

2
T HE

3. R.H. Coase, '"The Nature oi the Iirn¥,
reprinted in American Economic Association,
1953, pp. 331-368.
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ships of participants. The boundaries of the firm are detwuirmined oy the rela-
tive costs of market and firm, as Susincoomen continuslly adjust the boundur-
ies of their [irms at the margin according to the relative cocts of market
and firm. The deeision to veriically integrate - to ‘ucke it onczelf' rather
than to "buy out" - clearly conforms to this moicl, but it can also be
broadened and applied to horizontal intezration. The private costs to firms
of dealing in markets in which they zre horizontally relaiud (i.e. cellin
the same or closely substitutable products) would include *ne differcnces
between competitive and monopoly profitis, the elfects of overlaLping sales
forces or other marketing exponses, the costs of uacertainty of marxct shares
under imperfect competitim and of extcrazlities which could be internalised,
and, if there are economies of scale, the dificrcace beiween the costs of
operating at the present scale zid con a scale “gual to the size of the mar}cet.1
treprencurial calculations will also taxc into account the cost of using
factor markcts as well as product nmarkets. Tous even where product market
congiderations would su;zest the use ol the market rather than the firm, pro-

aucticn may be orgsaised by cne or Lsore Iirns operating at the optimunm

ial scale il the capital mariket allocates capital inefficiently to small
firvs.
All this is directly relevant to merger and demerger, 1i they are con-

sidered as cuwo-cases of a chaige ia the bouncary of the firm, analysable as

1. Coase docs not himself apply the model in this way to horizontal integra
tion within the firm, but the extension to include these familiar cate-ories
would seem to ve legitimate. It dilfers Ifrom vertical integration in tha*
the unintegrated firmz in the horizontal case are not cnzaged in transactions
with each other. loreover, for botn t.e vertical and horizontal cases, the
model is incomplete cince it abstracts Ifiwa the iatermediate category of
interfirm co-operation, e.;. in cartels or technical arnreements.

2. Demergers appear to te muclh ics
Wilson, Unilever, v. %, p. 293 and
November 1965, p. xxii, for recent
consistent movement of cost advantages in fav
and 3 below) or because of Trictions in tue ne

r

&
prejudice (see Industrial Policy Group, .‘=rrer 2o

than werzers tho*«h seﬁ‘e.g.

;, . ocondic Trends,
aeir scu:c;ty ay e due to a

our of the firam (see ci 5. 2
rizct for assets, and managerial
“icr, 1971, para 24).




alternatives to internal growth .ud declinc i thc adjustment mochonism by
which mealict and firm reach an equilibrium po;;ii:ion.’X Lsuaning proflz
maximisation, mcerger will be preferrud to internal growil whon lhie anticipated
costs of shifting the boundary ol the Iirm oy merger are cxcecded by tnose
of shifting it by dnterazdl grewea. 10 Uhls condition is satisii.d, either
one firm will acgui.é anothcr or the prolfit ovsortunity will be wmediated in
a consolidation. As procice data on relative costs ic norwmelly only available
to deciszion-maltcrs within firss, the process can ucually only oe owserved in-
direcctly. Thae mod.. s therefore untestable, tnouwzh it has a certain heuristic
value in illuminating sitructural choa
The clacsical theorcnc ol nicroccononics were developed essentially to
exp.ain the effects of structure on vchaviour, as i. price theory, which ex-
plains the ellects of particular mariket structurcs, notably wonopoly
competition (both structures with dcierminate solutic.s), on output decisions,
and thus on prices and profits. It is a chort sowep Jfor these to be gresszed

into service as explanations ci the reverse eifect, of berhavicur on sir

H
=
O
ot
K
o
-

as tncy have been in that vast body of eccononic literature which views mer
almost exclusively in terms of the scarch Ior mcropoly power. Tals study
does not add to that weignty literature and the reader may be surprised at

the reticence of the pazes which Iollcw on he subject of moncpoly. Tais

reticence should not be misconstrucd. Dusincssnen more readily admitted
monopolisation as an ain of merger in the devrczsed interwar years (whern
monopoly was little condemncd and oiltin ajpproved,, wad the coniemporary

cormentator who found their prizary purpose to be "the enhoncenent of prolits by

the elimination ¢f competiticon' wmay nave tecn righte. The point here is not

1. Though, being a single, large, discrete change, morger is not a marginal
rechanicn th thercfore suggests disceoatinulity of cost c“““,cs, or, at

least, of adjustments to them. It is, of course, wircalistilc to say of
mergers, chat Mbusinessmen will be ccrnsizantly experluacating, coatrolling more
or less, and in this way, eguilibrium [of marike. and firm] will be maintained®
(Coase, op.cit., p. 330J.

2. Tre Econemist, 9 February, 1924, p. 241.
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that this was not a benelit of mcrger, but that ac an cxplanction of merger
it has no dinchironic significance. The profits of monopoly were always
potentially present: the problem for the historian is to explain the
reluctance or inability of entreprcacurs to capture the predicted profits
earlicr than in the cvent they did. ther cousal voriecwices must therefore
be introduced into the moucl to explain ihe particular confijuration of

firm and market at any one time. The technical csnc institutional vackground
is here very important. Government sets the rules of the gome for market

and firm and it can be argued that because alternative routes to monopoly
were tolerated merzer was discouraged. Capital rerket imoerfectionc

managerial diseconomies of scale, and goals altcraative to profit meximisation
in firms unconstrained by the tareat of takcover could zlcso act as a zijnifi-
cant brake on mergers. VWhen such inctitutional voriaoles crc introduced iiuto
the analysis, the steady but slow prowch of the large corporation wiih
national market powcr becomcs a morce intelligivle plienomcion.

However, even whcen ticse inciitutional changes arc included, it must e
recognized that ithe Coasean equilibrium model is uwliimately inadequate to
describe the complex worlic of eccaonic and nistoricel recliity. Thae theory
of the firm, it has bcen justly sald, is in reality a thacory of the mariet in

which the firm is a mere Teatureless, claptive orzanism wita no internal
3 o

be]

0}
o

EIEVN de sy e T - "~ 3 =~
T re ot S1np.Y meclarlsms resmon-

Fh

structure, no past and no future. IZut
ding to exogenous changes in the “state of tae arts" of organising firms andé
markets, and thus to changes in relative co;ts. Liey are, in addition,
creative units whicn may themselves innovate wintz and produce chanses in
relative costs. Dconomics, like otihcr functionalist interpretations in the
social sciences, can more easily handle systcu-maintaining forces in adjusct
ments between static equilibria or a moving equilibrium than it can comorchend
the timing and nature of the exozenous sourccs of disequilibrium which such

creativity implies. It is the failure of economics to explain fully the

changes wrougnt by creative innovation wailcn nas sometimes led ihe historian
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to reject its analytical categories as inappropricte to his subject. Among
these sources of disequilibrium cnd creative innovaticn arc the macro-
performance of the prevailing eccnomic system, the direction of investment
in managerial and technical problem solving, ctiiical criticicm, social and
political crisis, and fashion (which rnignt be defined oo those changes which
generate preferences othcrwise unciplainebic). It I. with the cperation of
some of these factors between the wars and their effects on the mcrser move-

ment that the next chapter is concerned.
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Cha- -+~ Two
Tily RATIONALISATICIT MOVELDIT
The rapid development of the idca of rationalization hos given rise

to amalgamations ut a cpecd ane to a degree wailch arc aluogetincr
novel.

(L. Urwick, address to section I of thc Iritish Associa®
1920)
Economic depression was a central fact of the interwur exncrience: to the
labourer it meant the dole, to the employer it meant overcapacity; for both
it initiated a process of re-evaluation of the political, social and cconomic
sub-structures of society. The impact of the depression cn the _rowth of

socialism, and on the collapse of thc paradipgzs of classical eccnomics in the

Keynesian revolution has often bveen anzlysccd. Lecs well cove. =l is 1ts impact
at the level of popular business philosopiy, leacing tc the guesiioning among
businessmen of the desirability of the existing configuration of firm and
market. The rationalisation wmovement ~ which _zlincd the attention of taxnucrs,
politicians and trade unicnists as well as of promincat industrialicts between
the wars - was an important aspect of the build-up of dissatisfaction wita the
market. Though the Keynesian revolution ultimateiy demonstrated that the mal-
functioning which they witnessed had a macro- not a micro-solution, this did
notaing between the wars to reduce the tenacity of the telief that the merket
econcny was failin;,’1 and that the process of rationclisation - essentially a
wicro-solution - oIfered the way out.

The word "rationaiisation" lacked any precise meaning. As the Zconcrist

remarked

... as often happens witn a new immigrent to the langucge it is underzoing
a vogue wnich nas led to its use as a cloax for confuced 1ueas, and
times as a badge of respectability for processes of douttiul value.

1. By contrast, the effect of the success of Keynesian policies in the ~
sive revival of the "iheology of the market" in the postwar world is well imow

2. Economist, 7 Dec. 1929, ». 1073. Zor an cxannle of the ragbag of con¢aueu

ideas associated with tae movemcat, see Wol. Davies, Th2 Rational

Industry, n.d. (19282). See also L.i. Urw¢c“, e veonins of R

1929; H. Bolitho, Alfred Mond, Fircs Lor, vt, “I3Z, pe 2903 J.h. Bouie,
Rationalisaticn., 1931; L.J. Baricy, Tne Raticnalisation, 1932; A.C.
Pigou, chairman, "?roblems of Rational; tlon“ (g;gcuss;on; L.d., XL, 1930;
International Munagement Institute, Interim Nevort oo Moncroment Tor s oy

Geneva, 1930.
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To some prominexnt advocates it clearly implicd horizontal amal
view shared by some critics of the rationalicuticn movement who cescribed it
less enthusiastically, as "a new fungzled ters to describe the old fashioncd
device of eliminating competition‘'.'2 “T do not ruch like the word" wrote the

cconomist D.li. Macgregor resignedly in 4920, Yout it has become neccssary to

use it. It is mainly a question of the scale oa which srivote caternrice
5 -
should be urged or compelled to rcorziaise itsell by axalramation'. v is

in this sense that we use the ters. However, we shall not lose sight of its

wider implications, for the more intellipent asostles of raticnclicaticn wore

careful to stress the interrelatedrecs of fhc various aspects of their pro-

gramme and tie insufficiency of merger by itsell as wn autcaatic promoter of
efficiency. Lyndall Urwick, for example, zcrhaps the most consistent and
coherent, though not thc most influential, advocate of rationalisation,wrote
that:

The mere Iinancial combinaticn of bucinesses or the wider application
m

b
ol gcientific methods of manazement To existing units of control, caan neitia

er of them - themzelves ccanurivute eifcctively towerds equ*ﬂjlno
Great Britain with that reorzcunised nationsl economy which is esscrntial
if she is to retain ner place among the Inductrialised rations.t

The two were seen as complementary, not as competing, aims.

[S) ]

The call for cecxperincatation in new forms of crzanizaticn for the firm

1o E.5. Yocmillan Bvi
anulacturerst LAssoclaci

p. 193.

2. Attributed to Professor Gregory in V. Meakin, The New Indis L Revols=don,
1928, p. 131 and L. Watson, 'How far can Ravionalisation Go?", ... ==, AUl

1931, p. 55-

Se DJH. MacGregor, Zaoterprise Purpe

vrpese and 2rofit, Cuford, 974, p.v; see also
Z.A.G. Robinson, The Structure of Compctitive Induciry, 1931 edition, ch. 12

("Rationalisation').

. ~A ) - ~
L, Urwick, Meazning, ». 134 (presen

authorts italics). Ior Uowick's other
Ty

A
writings oz rablu“u*&cut*O“, see hisz "Thc Pure Theory of Orzenisation with
Special Reicrence to Business Interprise’, British lssociation 1930, Tyoeceript
The lcrosement of Tonmorrow, 19373 '"Raticnolisation™, British ..-rn-o--ment Deview
Ve 3, 00. 1, 1975 br“*vu was tne direcvor .. ine Intimational Lanegement

Institute at Geneva, znc, on its demise in tanz 1930s, became a successiul
management consultant.
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including large scale mergcr of interests, motivated as it was Yy the failure
of the marlict economy to producc prosperity and full cuployment, was a worid

. 1 e :
wide phenomenon. In Britain, us elsewhere, the instacility and insccurity
of theue years initiated "a very remarkable change. Zefo: ¢ the First VWorld
Viar:

e+ while it was admitted that the old theory of compciition was not
cking without disudvantage, it was belicved that, &ll over, thcsce
were less cihwn the disadvantages widich might recult from aaytaing

mo

monopolistice... ThLe pocti-war teadency is to crnange this attitude.

N
R

lore complaints of M“overproduction" or Yunderconswuotion' were heard as €ach
industry met problems of overcapacity; and ceompetition was no lcnzer seen

1

as eszcntially benign, but was incrcacin to as ‘'icui-znrcaill,

(o5

reierrc

|_J
<
N

"wasteful", "unfair', "destructive' or Pruincus’t. Tihe world faccithat
"gigantic paradox" latcr to be enunciated by Roosevelt wut already stated

neatly in 1931, by Urwick:

Our control over natural recources is enlargced almost beyoand tne
wildest drcams, even of ezcn preceding decadce The world's capacity

for production has .cen develcped to a fur greater cercree than any
corresponcing increase in sopulatlion, esnecially in the industrialiised
nations. Yet the peoplec of tiiose nations, bty millicnz are eye to ey
witn uncertainty, with went, wita moral degradation and with desitair.
Ve meet under tne shadow of tae gravest economic crisis waich has

threatened the materiel well being ol civilisation Ior a ceniurye.

5
The belief in the inevitability of nrogress throuzn the acticns of individuals
co-ordinated only by thre invisibie nand of the mariet looked, il this interw
world, progressively less conviancing. 1a¢ ascunpiion on wilch it was vased
was:

... that the great co*blcx;cy of ¢ilorT necessary to maintcoin the worlid's

material life cannot ve organised, is beyond fhe control of any form of
positive action which hh@;ﬂltj can devise .

1. L. Urwick, "The International FPositica', svc.zh at the
b} 7 P
British Association, 1937, wenrinted in R.J. laciay, ed., Zusi
b} 9 ? 9
1931; International Fanagement Institute, -~tionalisation an
Geneva, 1933.

2. MacGregor, En*cr-rise. Purrose ond Froilt, no. 125, 27.

3. Urwick, "International Position", r. 3.

L4, Ibid., p. 22.
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This belief crumbled in the face of evidence that the market also was in-
capable of that prodigious feat of organisation which the world required.
The market appeared instead to involve "seventy-five per cent of our best
endeavour ... in unproductive competition, in overlapping and in confused
striving".1

In the place of the market's "automatic" equilibration, which had once
seemed to be its strength, it was suggested that men should substitute a

consciously and deliberately2 fashioned rational system of industrial regu-

lation. "There is abundant evidence", Harold Macmillan told the Management

Research Group in 195#?

... to prove that some form of conscious social direction will have to
supplement the old system under which the regulation of our economy
was entrusted to the method of trial and error in response to the price

indicator.
and this sentiment was widely echoed by rationalisers. !'"The belief that a
more rational control of world economic life through the application of
scientific method is possible and desirable",u thus grew in influence, amongst
men pleased to believe in their creativity and potentiality as co-operators in
extending their power of control over economic life by conscious organisation.
Moderate and reflective economists such as Sir Henry Clay were increasingly
concerned

... to discour;ge the hope that the problem, if left to itself, will

cure itself, and to argue that the necessary reorganisation of the de-

pressed industries will not be affected unless thesinitiative is taken
and the impulse given by some agency outside them.

1. Barley, Riddle, p. 62.

2. BE.g., Urwick, Meaning, p. 62; "A Retort", Business, Mar. 1928, p. 179;
D.H. MacGregor, Industrial Combination, 1906, p. 17k.

3. H. Macmillan, "The Place and Functions of Large-Scale Manufacturers in a
Planned Economy", typescript, read to Management Research Group No. 1, 7 Mar.
1934, p. 3 (Ward Papers).’

L. vUrwick, Meaning, p. 27.

5. Quoted, with approval, in "The Case for Rationalisation", Economist, 12 Oct.
. 1929, pp. 652-3.
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The implication of rationality in the term "rationalisation"1 emphasised
that industry could conform to ideas and values whose proponents were growing
in confidence and strength in contemporary society, and in particular to the

and
growing awareness of/faith in things scientific at the level of popular

philosophy.2 Busihessmen and statesmen accepted the common popular theme
that advances in science and technology were giving men a growing control over
the natural environment and pleaded for a greater recognition that the methods
of scientific inquiry could solve social and economic difficulties also. Thus
Josiah Stamp, ex-economist, ex-director of I.C.I., and chairman of the London
Midland and Scottish Railway, pleaded for a "science of social adjustment",3
and Urwick in the peroration to his address to the British Association in 1930
challenged his colleagues to accept that:

It igs time for a fresh step forward. Let us use the intellectual

conceptions which have given us the great material advances of the

machine age, to resolve the new difficulties which that age has

created. Let us say as a scientific organisation - 'it is

intellectually possible; it is in line with our tradition'.
The doctrine of progress through the rational application of scientific princi-
ples thus aroused expectations of amelioration in face of evidence of unemploy-
ment and instability, strengthening the motive to apply new methods in
industry. "Scientific management" became, within the rationalisation movement,
the obvious parallel to the growing success of science in other fields.5

In this respect, it provided for some businessmen an ideology to replace

the doctrine of competitive free enterprise whose ethical foundations and

1. The etymology of the word is obscure, but the implication of rationality
clearly gained its acceptance, see Urwick, Meaning, ch. 2; but cf. Davies,
Rationalisation, p. 24 who attributes its derivation to "ration", i.e.
restriction of output.

2. For a parallel, see R. Graves and A. Hodge, The Long Week-End, 1941, p. 260.

3. J. Stamp, The Science of Social Adjustment, 1937.

L. Urwick, "Pure Theory", p. 10; see also Bolitho, Mond, p. 307.

5. E.g. Urwick, Meaning, p. 27; Pigou, chairman, "Problems", p. 366;
S. Myers, Business Rationalisation, 1932, p. 50.
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claims to be a gospel of human freedom were being undermined by socialism, a
rival doctrine with which in some respects, the ideology of rationalisation
significantly converged. Competition was disliked by both socialists and
rationalisers, and they both stressed not only sclentific and rational, but
also humane, values: '"the glamour of the perfect, unselfish mechanism hangs
about the system of rat:i.onalisation".’I The business c¢lasses were, of course,
very much aware of the need to provide a political and economic alternative
to socialism. It was their position which was endangered by depression and
it behoved them to revalidate it by showing that those parts of the market
system which were causing trouble could be bypassed by the reorganisation of
private capital. The promise of the rationaliser that "it is intellectually
possible ... it is materially profitable; it will save our economic system
from disaster"2 was not easy to ignore. Rationalisation thus became a defen-
sive reaction to the challenge to the existing structure of power and ownership
in industry which the rapid growth of trade unionism and labour socialism had
posed.3
There was of course an alternative reaction. The inherited faith of
members of the business classes in the "theology of the market" could be self-
validating: it is not difficult to prescribe a remedy for the deficiencies of
the interwar economic system which is consistent with acceptance of an enter-
prise system depending predominately on market allocative mechanisms. Blame
could be laid on the trade unions, for example, for introducing undesirable
monopolistic elements into wage determination, or for causing inefficiency

through "ca'canny'. It could be said that government intervention and the ex-

1. "S.R.", "Advantages and Disadvantages of Rationalisation", Manchester
Guardian Commercial, 18 Oct. 1928; c¢f. MacGregor, Industrial Combination,

pp. 7-8, 108-9, 137.

2. Urwick, "Pure Theory", p. 10.

3. Sir Alfred Mond, "The Rationalisation of Industry", in his Industry and
Politics, 1927; Barley, Riddle, ch. 11; Sir William Seager, "British Industry
must Nationalise or Rationalise', Business, May 1932, pp. 9-10.
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panding public sector had caused a malfunctioning of a system which, had it
been left to itself, wou;d have been perfectly healthy. 1Indeed the vFry
growth of monopolistic combines could be pictured not as the cure but as
the cause of the problem, preventing readjustment by creating price
inflexibility.

Yet the weakness of these diagnoses was that, given the political and
social situation, the costs of the action they implied were estimated to be
high. The Geddes "axe" and the May Report, the Trade Disputes Act and cuts
in local rating for businesses were tried as remedies in this tradition, but
few businessmen viewed with pleasure the prospect of a protracted series of
labour confrontations akin to éﬁe General Strike, and no government could
safely contemplate larger cuts in public expenditure than those of 1931 or
the creation of more widespread distress in already distressed areas.1 By
contrast the replacement of the moral economy of the market by an alternative
modified system of economic rationality (which yet preserved something of the
privacy of enterprise and the principle of profit) could seem attractive.
Conscious action to rationalise industry or to plan the economy, especially
when this involved some increase in monopoly power, thus became the vogue in
advanced business circles. This programme offered the dual advantages of
being at the same‘fime susceptible to collective action (in trade negotiations
or government lobbying)2 and to private entrepreneurial action (as in the
decision to merge). It thus became the common currency not only of a metro-
politan élite of intellectuals as some of its critics were inclined to imply,
but also of businessmen who liked to picture themselves as successful and

hardheaded. Many of their goals - profit maximisation, the growth of their

1. On the conciliatory aspects of business opinion, generally, see H.A. Clegg,
"Some Consequences of the General Strike', Manchester Statistical Society
Transactions, Jan. 1954, p. 25.

N

2. However laissez-faire survived the depression better than faith in com-

petition and the desire to bring the government into the movement was by no
' means unanimous, see pp. 56-8, below.
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firms, or merely entrepreneurial exhilaration and empire building, were com-
patible with and reinforced by the doctrines of rationalisation.

The critics were correct, however, in pointing to quite virulent
opposition to rationalisation, an opposition for which in many cases the
justification is r;adily apparent. There was clearly a faddist fringe to
the movement, "distinguished" - as one rationaliser admitted - "rather by
moral enthusiasm than by effective methods",1 which its critics could
characterise as "cheap, superficial and p0pular".2 The National Confederation
of Employers Associations (an organisation which included many smaller and
medium-sized businesses) in preparing a memorandum on the depression felt
it necessary to warn the Conservative prime minister that criticisms of the
industrial structure and of businessmen emanated from "a movement which seeks
to discredit entirely the existing system for the conduct of industr;;",3 and
others, too, felt that rationalisation came perilously near to socialism.

To this criticism the rationalisers replied in kind, opposing the rebuke that
their philosophy 'thas been met with in many influential circles by obstinate

and destructive prejudice".5 The fact that large-scale organisation was not

growing as fast as rationalisers had hoped led them to examine "the human

forces which make for irrational, illogical, and inefficient organisation".

Entrepreneurs were accused of deriving psychic income from operating a system

1. Urwick, Meaning, p. 127.

2. Mr. Roundway, criticising Professor Sargant Florence in A.C. Pigou, chairman,
"Problems", p. 365.

3. Proposals of the National Confederation of Employers' Associations dated
10 Feb. 1926, Baldwin Papers, v. 28, pp. 183-195.

L, F. Lee, "A Manufacturer's Pointer for British Industry", Ashridge Journal,
March 1932; R. Wilson, Scotch: The Formative Years, 1970, p. 431; M. Rankin,
"The Brewing Industry of Edinburgh", in M.P. Fogarty, ed., Further Studies in
Industrial Organisation, Oxford, 1948, p. 218.

5. Seager, "Nationalise or Rationalise'", pp. 9-10.

6. P.S. Florence, The Logic of Industrial Organisation, 1933, p. 48,
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which, socially, was inefficient, a system which did not maximise profits,
or growth., So the debate raged at a vigorous level of invective and argu-
ment, stoked not only by differing evaluations of the economic efficiency
of large firms, but by radically differing views about the whole future of
the enterprise system. Rival creative images of that future, and not only
cost schedules, were at the heart of this debate and this circumstance
accounts in good measure for its virulence.

Men, in so far as they do choose their ways of life, select the economic
systems in which they organise their working lives not only in response to
their assessment of the relative costs of alternative methods of satisfying
given wants, but also on ideal grounds, that is in response to their views
on whether a particular economic system will produce as well as satisfy wants
which they consider personally or socially desirable. These factors are
potentially as important as technical factors in determining the diregtion of
innovation in economic organisation and thus in inducing movements in the
relative costs of market and firm. The ideologies and self-images of business-
men which can be studied in movements of fashion ahd opinion such as the
rationalisation movement can throw light on this process. However, whilst
rationalising opinions may have influenced the direction of innovations in
market-biased or firm-biased problem-solving, ultimately it was not the rela-
tive debating skills of rationalisers and anti-rationalisers which determined
the structure of industry, but rather the ob%ective changes in the relative
costs of firm and market. Only"if the ex ante desire for a more “rational
control by the firm could be transformed into cheaper ex post costs for the
firm (including the private benefits of monopoly) could the invisible hand of
the market in the long run be expected to make its hoped-for retreat and yield
to the rational brain of the administrator. This balance between subjective
and objective forces can be most clearly seen in the evolution of the economic

structure of communist societies. These societies have exhibited a pattern of
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initial preference for direct management and central control, politically
determined by the advent of revolution; but, as inefficiencies and dis-
economies are perceived, this yields to a more decentralised system of
production management and a closerapproach to market mechanisms. In a
pluralist political and economic system, also, changes in preferences, though
necessarily more diffused and evolutionary than those in a communist revolu-
tion, nonetheless have visible effects. In directing the choice of alterna-
tive futures, for example, the rationalisation movement was able to induce
investment in innovating and building intra-firm organisation, and thus
itself importantly patterned the relative costs of firm and market.

We shall return to the question of investment in the management factor
by large-scale firms in the next chapter, but there were clearly other non-
managerial changes in relative costs of some significance. In particular,
market forms of organisation required firms to forego some of the economies
of scale which could be achieved by aggregation. There is compelling evidence
of the existence of plant economies of scale in a significant number of indus-
tries, and rationalisers naturally stressed the access to such economies
which merger could provide by aggregating the demand schedules of two or more
firms in imperfect markets.1 Technical economies of plant size were not the
only significant ones, however, for the widespread existence of multiplant
firms indicates that the postmerger integration of plants was frequently ne-
glected over a long period.2 Contemporaries frequently referred to the

marketing economies of merger which were often considered to be the most

1. J. Hilton, appendix to Committee on Trusts, Report, Cmd 9236, 1918, p. 20;
for a fuller discussion of the benefits of scale economies see pp. 216-9,
below.

2. A, Marshall, Industry and Trade, 1923, p.174. However, K. George, "Changes
in British Industrial Concentration 1951-58", J.I.E., XV, 1967, found that
plant sizes "explained'firm sizes better in Great Britain than in the United
States. See also R. Evely and I.M.D. Little, Concentration in British Industry,
Cambridge, 1960, pp. 165-173; Z.A. Silberston, "Economies of Scale in Theory
and Practice", E.J., LXXXIII, 1972.
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important economies immediately available,1 and there were also important
financial economies.2 The view was also gaining ground that only large firms
could afford the research necessary in modern science-based industry:

The small firm finds it difficult ... to pay for research laboratories

«++ [reported a committee of the Privy Council] we believe that some

form of combination ... may be found to be essential if the smaller under-

takings of this country are to compete effectively with the great trusts

and combines of Germany and America.>

The rationalisation movement can, in one sense, be seen as an attempt to
publicise these economies of scale. The war had already done much to spread
knowledge of the fact that economies of scale were sometimes not achieved be-
cause they were not known to be potentially available. With a large and
predictable demand for a wide range of goods, for example, the Ministry of
Munitions had been able to encourage manufacturers to co-operate and
standardise production in order to achieve an expansion of war materials supply.
This contributed to the considerable merger wave during the war,u and also to
the development of postwar views on the need for larger scale industry.5 Sir
Vincent Caillard, the armaments manufacturer, looked back to the war from the
19208 as a time of:

... co-operation on a marvellous scale ... manufacturers for the good of

their country, threw away their old prejudices and put themselves un-

reservedly at the disposal of one another. Patents, secret processes,

special methods, goodwill, were flung into the melting pot of the common

weal.6
!

1. E.g. Marshall, op.cit., p. 249; Robinson, Structure of Competitive Indus-
try, p. 82; Urwick, Management of Tomorrow, p. 70; "To Amalgamate or not to
Amalgamate", Business, Jan. 1928, pp. 14-15.

2. See pp. 87-9, below.

3. Committee of the Privy Council for Scientific and Industrial Research,
Report for the Year 1915-16, Cmd. 8336, 1916, p. 42; see also Dyestuffs Indus-
try Development Committee, Third Report, Cmd. 4191, 1932, p. 8; M.R.G. Minutes,
Feb. 1935, p. 20 (Ward Papers).

4, J.M. Rees, Trusts in British Industry 1914-1921, 1921, pp. 27-33.

5. J.H. Clapham, An Economic History of Modern Britain, v. 3, Cambridge, 1938,
pp. 121-7. -

6. Quoted, from his pamphlet, Industry & Production by A. Wright, "The New
Phase in Industry", Financial Review of Reviews, XXII, April/June 1929, pp. 42-9,




This was the authentic, exhilarated voice of the rationalisation movement's
plea for co-operation and merger. It is often forgotten that production
functions are not exogenously given but, subject to an ultimate physical
constraint, are formulated by the entrepreneurs themselves. By elevating and
widening the entrepreneurial scan, the enthusiasm of rationalisers enabled the
more skilful managers to take that imaginative leap which was necessary to
gain access to economies of scale,

The experience of foreign countries, where industrialists had reaped or
were supposed to have reaped, the benefits of scale economies, was frequently
held out by rationalisers as exemplary. The competition of German and American
combines, in particular, which had already been a soﬁrce of concern before the
war1 was uppermost in the minds of many wartime and postwar merging companies.2
The House journal of Sperlings, the issuing house and merger promoters,
typifies this mood:

What has been drilled into us in Great Britain as the result of the
general canvassing of our industrial position and prospects in the
light of the war, is that there is far too little of 'Big Business'
amongst us. While Germany and the United States have been developing
huge industrial consolidations, with ample resources, specialised
production, collective agencies for sale and distribution, and with a
full equipment for scientific research, we in Great Britain have been
trying to get along with a multitude of small, rather old-fashioned,
manufacturing units, each maintaining its own selling and marketing
organisations, not at all alive to science, stubbornly individualistic
both in their products and in their attitude towards other firms in
the same industry, conscious that the smallness of their installations
made for inefficiency and waste and yet debarred from scrapping and
rebuilding them on modern lines by the almost prohibitive cost. It is
now being generally recognised that if we are to hold our own in
future we must revolutionise our scale of doing things; in trade

after trade.’
1

1. E.g. "Tariff Commission", Reports, v. 4, The Engineering Industries, 1909,
paras 482, 494, 1070-78.

2. E.g. Reader, I.C.I., chs. 11-16; J.D. Scott, Vickers: A History, 1962,
p. 141; Board of Trade Committee on the Elect rical Trades after the War,
Report, Cmd. 9072, 1918, paras 57-9.

3. S. Brooks, "A British Captain of Industry", Sperling's Journal, Nov. 1921,
p. 19. '
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There was, throughout the 1920s, a flood of literature praising German
rationalisation and American m;ss production, often contrasting Britain's
Aindustrial structure and performance unfavourably.1 The evidence of merger
abroad leading to economic expansion and successful competition with English
firms in world markets weakened lingering memories of the great development

of English trade under small-scale competitive conditions. The conventional
wisdom now suggested that, though in the past competition had yielded bene-
fits for British industry, "it is also true that a great increase [of
production] took place in the U.S.A. and Germany under a condition of re-
stricted competition and trade organisation".2 Repeatedly the public rationale

s

of mergers was the need to catch up with and to "face on equal terms" foreign
competing firms of larger scgle.3
The economies publicised by these comparisons, and by the rationalisation
movement in general, were largely internal to the individual firms, but not
entirely so. In so far as the benefits were external, they did, of course,
reduce the relative costs of the market, and in this sense, the rationalisation
movement can be said to have had ambiguous implicatbns for Coasean equilibrium.

Industrial research, for éxample, as well as other services, could be produced

internally by the firm, but they could also be bought on the market from

1. E.g. Sir Philip Dawson, Germany's Industrial Revival, 1926, p. 10;

A. Meakin, The New Industrial Revolution, 1928; H. Quigley, "The Large-Scale
Organisation of Production'", Manchester Guaydian Commercial, 28 Oct. 1926;

D. Warriner, Combines and Rationalisation in Germany, 1931; B. Austin and
W.F. Lloyd, The Secret of High Wages, 19263 Macmillan Evidence, qq 3883-3892,
2895-6, 8326-7 and v. 2, pp. 147ff. The foreign influence was sometimes more
direct. Sir Hans Renold, Sir Alfred Mond and Sir Hugo Hirst, all of German
origin, were responsible for British mergers in the chain, chemical and
electrical industries. American companies such as General Electric and the
Chase Manhattan bank were also involved in merging English companies; see, on
American capital generally, J.H. Dunning, American Investment in British Manu-
facturing Industry, 1958, ch. 1.

2. "Report of the Subcommittee on the Advantages and Disadvantages of
Competition", appendix A to Federation of British Industries, Report of the
Committee on Commercial Efficiency, privately reprinted with amendments, 1935.

3. E.g. Reader, I.C.I., p. 455; British Electrical and Allied Manufacturers'
Association, Combines and Trusts in the Electrical Industry, 1927, passim.
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specialist suppliers, or, if such suppliers did not exist, organised on a
co-operative basis by government or the firms themselves. The very process
of the growth of markets also weighted the balance in favour of market
dealings by facilitating specialisation and the division of labour between
firms. In some respects, the rationalisation movement aimed to accelerate
and to supplement such improvements in the efficiency of the market. It was
hoped, for example, to produce a better informed market by developing
techniques of market research backed up by improved government statistical
services.2 and the planning movement, which, with the support of the
rationalisers, gained added impetus in the 1930s, was in a sense an attempt
to improve the market by grafting onto it benefits of central control akin
to those available to the monopolised industry;3 These initiatives were
alternatives to merger in the sense that they involved deliberate investment
in cheapening the anticipated costs of the market, but since they involved a
level of co-ordination and co-operation which was difficult to achieve
voluntarily and since attempts to gain government legislative sanctions for
them in the main failed,t+ the treatment of the rationalisation movement as a
factor stimulating investment principally in the firm-based, cost-reducing
innovations is justified.

We have no satisfactory way of observing the dynamic process of creative

1. Marshall, Industry and Trade, p. 165; G. Stigler, "The Division of Labour
is Limited by the Size of the Market", J.P.E., LIX, 1951, reprinted as chapter
12 of his Organisation of Industry, Homewood, 1968.

2. E.g. Barley, Riddle, chapter 9; Urwick, Meaning, pp. 39, 86-9; J.A.
Crabtree, "The Utility of Trade Barometers" in R.J. Mackay, ed., Business and
Science, 1931.

3. See, generally, A. Marwick "Middle Opinion in the Thirties, Planning, Pro-
gress and Political 'Agreement'", E.H.R., LXXIX, 1964. Strictly, planning,
like other forms of interfirm behaviour, lies somewhere between market and firm.
In fact, the Coasean model should realistically be considered in terms of a
continuum rather than as a dichotomy of market and firm. For a general dis-
cussion of interfirm organisation, see G.B. Richardson, "The Structure of
Industry", E.J., forthcoming, 1972.

4, See pp. 67-73, below.
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adjus£ment to Coasean equilibrium which we have sketched, other than by viewing
it indirectly in the evolution of the structure of industry. Nevertheless

there is reason to believe that the rationalisation movement exercised a

strong ideological and environmental influence on the managerial strategies

of a significant number of interwar industrialists. In a catalogue of con-
tributors to the literature and debates on r;tionalisation one has a list of
some of the more important businessmen of the day. Sir Alfred Mond was in-
volved in the Amalgamated Anthracite and International Nickel mergers; Sir
Harry McGowan had presided over the creation of the Nobel combine by a series

of mergers and acquisitions; together, the two men were the architects of
Imperial Chemical Industries. Stamp, Barley and Mitchell were also senior
managers in 1.C.I. and engaged in merging companies in the chemicals and metals
industries. Urwick was the founder of a pioneering and successful management
consultancy which established itself as a leader in the field of advice on
large-scale organisation. Sir Mark Webster Jenkinson, the accountant, Reginald
McKenna of the Midland Bank, and Dudley Docker, an ex-President of the
Federation of British Industries, gave support to rationalisation in engineering,
shipbuilding, steel, electrical and chemical manufacture and they were particu-~
larly influential in the mergers with which Vickers were connected. The approval
of the Bank of England and the government was also secured and this was instru-
mental in encouraging mergers in the cotton and iron and steel trades. Even the
opponents of rationalisation were constrained to admit that "the blessed word,
with its pseudo-suggestion of the scientific has already hypnotised quite a
number of important people".’I The ways in which these proponents of rationalisa-
tion attempted to solve the managerial problem posed by the changes they

recommended are the subject of the next chapter.

1. A.A. Baumann, "An Attack [on Rationalisation]", Business, March 1928,
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Chapter Three

MANAGEMENT AND THE GROWTH OF THE FIRM

Be not frighted, trade could not be managed by those who manage

it, 4if it had much difficulty.
(Dr. Johnson)

Even amongst the industrialists who supported the principle of rationali-
sation and were convinced that there were important scale economies available
to merged companies, there were many who were prey to doubts about the personal
capacities of the men available to run them. ''The most difficult thing at
present'", the Macmillan Committee were told by a banker "is to find a man who
can control 10,000,000 spindles. Find that man and I think you will find five
or six positions clamouring for him".1 As Sir Alfred Mond told the House of
Commons in 1926:

The essential of the matter is 'management'- I have come to the
conclusion that it is impossible for any human being efficiently to
control any industry beyond a certain magnitude. At a certain point
they begin to show the paralysis of red tape; they become so big
that they are like a Government department. In my view it is
impossible,to organise industries on a national basis and keep them
efficient.

Mond is here stressing individualism in management, an idea which remained an
important part of the self-image of the business élite. If he himself was
able some six months later to embark upon the creation of I.C.I., the largest
merger in manufacturing (by market valuation) between the wars, it is nonethe-
less the case that the fear of diseconomies of scale deterred lesser men.

That a merger did not automatically push back the barriers of managerial

diseconomies of scale was a problem often skipped by rationalisers, but central

to the concern of contemporary businessmen and observers. Though there are

1. Macmillan Evidence, q 2356.

2. Quoted in Business, Aug. 1931, p. 50; see also P. Fitzgerald, Industrial
Combination in England, 1927, p. 188; E.A.G. Robinson, "The Problem of Manage-
ment and the Size of Firms", E.J., XLIV, 1934; but cf. P.S. Florence, "Reply",
E.J., XLIV, 1934; and his "Economic Research and Industrial Policy", E.J.,
XLVII, 1937, pp. 193-k. —
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some increasing returns to relative size (in that increased market control
both raises profits and reduces uncertainty, freeing entrepreneurial time
1
for other tasks), past and present experience indicates that considerable
managerial difficulties are encountered when large numbers of companies are
merged. As the Economist sceptically remarked:
The advocates of concentration and combination ... are accustomed

to dwell on the advantages in respect of efficiency and economy of

production and distribution which are derivable from the promotion

of standardisation of output and specialisation of works, the

establishment of uniform costings systems, the interchange of informa-

tion, the combined research, the collective buying of raw materials,

and the joint marketing which are thereby facilitated. That such

advantages are so derivable is beyond question; but, despite some

very striking instances, the fact that.they have been generally so

derived is still far from established.

Management was the crucial factor in the realisation of economies of the type
relating to the relative efficiency of firm and market in integrating economic
activities. The transition from market relations to intrafirm organisation
did not occur costlessly and automatically as a result of merger: it required
considerable investment of time, capital and skill in the creation of an
efficient administrative structure. Only firms with this organisational in-
vestment capacity could embark on an extensive and sustained merger programme
with reasonable prospect of success.

The reality of this awareness among businessmen and its effect as a
constraint on the growth of the firm by merger is shown strikingly in the
internal records of large corporations:

I contend [wrote a senior manager of Ceurtaulds on a proposal to acquire

other rayon companies] that our present Board and our present organisa-

tion, is and will be for a considerable time incapable of running a

monopolised industry.... Before therefore proceeding with the idea of

trying to obtain control of either the viscose or acetate producers or
both, I consider that we should put our own house in order.”

1. Cf. the remark attributed to Henry Ford in Business, Sept. 1928, p. 129
that "time given to the study of competition is time lost for one's own
business'.

2. '"The Trust Movement in Great Britain : VI", Economist, 9 Feb. 1924, pp.
24o-41. T

3. Quoted in Coleman, Courtaulds, V. 2, D. 238.
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On this advice the programme of acquisition was abandoned and it was not
until 1957 that Courtaulds acq;ired its main competitor, British Celanese.
Again, when the government was investigating the possibility of mergers in
the light castings trade, it naturally looked to the largest merged firm in
the industry, Allied Ironfounders, to act as a managerial nucleus, but, here
too, the original merger of 1929 had imposed so great a managerial strain on
the company as to rule out further acquisitions for some years. '"Any further
concentration'", it was reported, '"could probably best be carried out through
this Company but they feel that it would be unwise to start negotiations for
this purpose until they have consolidated their present position“.1

Two pieces of evidence, however, counsel caution in the use of managerial
diseconomies of scale as a blanket explanation of the cautious approach of
some entrepreneurs to mergers and company growth in the interwar years.
Firstly, there were a number of very large companies in various industrial
fields which showed no evidence of chronically overstretched management. It
is clear that organisations such as the Post Office (with 200,000 workers)
and the L.M.S. Railway (250,000 workers) could function efficiently at a large
scale, and as W.H. Coates of I.C.I. (which employed about 50,000 people in
the U.K.), pointed out:

There is no industrial combine, so far as I am aware, registered

under the Companies Acts which has a number anywhere approaching

those figures. The speeches of the Chairman of the L.M.S., and also

the results of the Company notwithstanding statutory and other

conditions under which they have to work, show that you can have

efficient management for such an organisation. It is hard to say

that those economic units are too large.<
Secondly, and clearly related to the first point, there was a trend to larger
firms in many industries between the wars, and many of them could claim,

with the Distillers Company, that 'this company has been a series of amalga-

mations. Its birth was the result of an amalgamation and the company has

1. PRO BT 56 37, Office of the Chief Industrial Adviser, "Industrial
Reorganisation', p. 27.

2. M.R.G. Minutes, 27 Feb. 1935, typescript, pp. 12-13 (Ward Papers).
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gone on amalgamating ever since".1
It would thus appear to be more realistic to postulate a managerial

limit to the rate of growth (rather than the size) of the firm, a modification

which is gaining acceptance in the theoretical literature.2 Where managerial
skills were highly developed it was realised that the managerial constraint on
growth need not be a significant one at all.3 The important variable was
management. The analysis of the means by which barriers to growth were

pushed back as the skills of companies in digesting acquisitions and in
managing large extended organisations were evolved therefore offers an impor-
tant key to the merger process and the development of the modern firm.

The co-ordination difficulties of large organisations have been analysed
in considerable depth by managerial tlfleoris’cs.t+ It is generally accepted
that an executive can conveniently control only a limited number5 of
subordinates: expansion cannot efficiently be achieved by adding to his span
of control above this number; instead an extra hierarchical level must be
added. However, a very large firm employing this principle needs a long
hierarchy of command, and control loss increases as the chain of command is
extended, partly because of the decreasing éfficiency of communication, and,

further, because of the expanded field of discretionary behaviour for

1. Quoted in Wilson, Scotch, The Formative Years, pp. 396, 440.

2. See e.g. Penrose, Theory of the Growth of the Firm; G.B. Richardson,
"The Limits to a Firm's Rate of Growth", OEP, new ser., XVI, 1964. An
alternative is to postulate a change in the capacity of the "representative
. entrepreneur", see F. Lavington, "Technical Influences on Vertical Integra-
tion", Economica, VII, 1927, pp. 30-1; or that large firms exhibited
managerial diseconomies which were overridden by monopoly benefits.

3. See e.g. Florence, "Reply"-
L., TFor a recent review of this literature see O.E. Williamson, '"Managerial

Discretion, Organisational Form and the Multi-Division Hypothesis", in R.
Marris and A. Wood, eds., The Corporate Economy, 1971.

5. Six is often suggested as the optimum, though variables such as personality,
team spirit and the complexity of the decision situation will, of course,

permit a higher number (or dictate a lower number) in particular circum-
stances.
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at the time of its formation of over G0 millions‘.’1 The cospany continued to
grow both internally and by acgquisition, and no insurmown.uvle monajerial
barriers to expansion seem to have becn rcached. The manngorial cteucture of
I.C.I. should, then, offer scmc incicaticns of the expedicnts by which large
organisations were ablce to overcome uwi.aaserial limits both to the avoolwte cise
and to the rate of growth of :he f;rm.a

Its managerial structurc scems to have owed most to the largest pariner
in tie merger, Nobel Industrics Limitcd. Bruancr Mond, which was in the throcs
of o managerial reorganisation at the time of the merger, cnviscagsed a sonewnat
looser framework of control but zlrecacdy in the provisicnal a_reement <o ner
it was accepted that the ncw coupany would adont a Hooel-ty_ ¢ structurc.

Nobels had its origin in the Sritica end of tue Hobel Dyunamite Trust wihnch,

-
|

naving been split off Irom its German counterpart in the Iirst World Var

P

1. Icouomist, 30 Octe 1920, ». 721.

2. Ihe analysis or the managericl structure at Nobels and I1.C.I. which follows

is largely vased on the Icllowing puvlicicd materials:

Reader, I.C.I., chapters 14, 77-
C

J.H. Jones, Jo 1 Stoor, 158k, Tpe “10-3.

finone, I.C.l. Lid.. and Its Tounding Commanies, v. 1, 1938.

Stamp, "imalgamations" in his Some Zceonormic raccors in Fodern Life,

2., darcdie, The Chemical Industry in W4":os, 1950, pu. 203-6.

Reh. Lynex, “"Imperial Chemicel Zadusiries" in G.E. Milwerd, ed., Lorsc Scele
Crozaisation, 1950.

iled. sitcrell, '"Methods of Inculcating lModern tHanazement Principles in

o ERN

Scale un&er~~:1n~~”, Sixtn International Consress of Scientific .z
went, Develensont Section Fonersz, 1935, mp. 32-30, and his
pol “c¢qtlonshlp bet,beu Headqguariters Depariments and the Opercting Groups of
Imperial Chemical Industrics Lid.', Ccventh Interﬂatlonal Congress of
Scientific lanagciacat, Adr
Econonist, 15 April 1933, np. ¢1
1928, . 96-7.
In addition the following maruscript sources proved particularly useiul:-
(from the I.C.I. Lrchives):
H.}. Bunbury, ilistory of I.C.I.
“.J. Reader, I.C.I.. V. 2, chapeer 7.
T L. - N.I.L. Home Aflfairs File.
snaging Director's Reports to N.I.L. Directo
I c.l. Departmental annual Reports 1527-1929.
I.C.I. Finance Commlvtce Minutes 1927.
Sir Harry licGowan, '"Thc Crzanication of a lodern Large Scale Unit in 'Ind:
typescript, read 7 Dec. 1935 at Asnridge.
(from the Ward Paters):
MRG Minutes, 27 Feb. 1935, 'Vanagenent Probliems connccted with the teking over
of existing Concerns by a warge Organisation', pp. 14-17 (W.H. Coates).
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amalgamated with its main Britica competitors - some 30 or mor: companies in
all - to form Explosives Trades Limited, the company changing itz nome to
Nobel Industries Limited in 1920. Centralis.tion of these separate inwcrcsts
was [lrut requ.occed and it was for this purpoce that the Nobel structure was
originally devised. Within six yecars of the merger, a central rescarch de-
vartuent had been ecstablisihcd at Ardeer, and production hud been centralised
in the most efficient facvories, the remainder being closed down and sold off
or transferred to other uses. This secms to nave been achieved by the efloris
of H.J. Mitchell, aided by Join Rogers and Joscial Stamp, in creating a ceatral
office structure at liobel House in LonGon which could handle the meragerial
problems of consolidation and growth. Routine functional responsibilizics
such as central purchasing, personnel, puvlicity, legal, taxation and invest-
ment matters were centralised at Nobcel ioucc. Tne legal form of control for
the original subsidiarics and for ncw acquisitions (of which there were mcay)
was for Nobel Industries to beccome tize sole director and for a delesate board
to be appointed, responsible to the liotcl directors wino served on ithe main
working committees of the Nobel Board - the lManagement Committee and the
Finance Committee. The assessment of the performance of the subsidiaries was
facilitated by a unified systcm of merger accountancy which was developed by
Josiah Stamp at a central Secretarial Lepartment. This was Tully operatiional
by 1923, showing the financial results of all cornpanies in the group oa a
common basis. Two other central departments - the Development Department
under Todhunter (which investigated proposals for diversification and technical
innovation) and the Central Ixecutive and Advisory Department under Mitchcll
(which acted as the board secretariat and supcrviscd trading agreements ..d
commercial intelligence)~had important entrepreneurial roles. In varticular
they jointly (and sometimes with the assistance of outside acccuntants),
assessed potential acquisitions in their financial, comiercial and tecinical
aspects. The skill of their premerger asscssmenvs, together with the centra

post-merger control, facilitated the ascimilation of acquisitions and the
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release of synergy in the mergers which were undertoken. Growth wzz thus
self-sustaining as the financial and managerial ''surpluses' generated were
made available for further cxy nsion.

When this centralised system had been successfully developed it appears
that some devolution of responsibility onto t.c monulacturing units was
attcnpied, Mitchell aiming at ''"the retention at H.G. only of ihc ulfinntc
control and of certain specialised service departments”.’I The metal monu-
facturing subsidiaries were orzunised {rom LDirmingham rather than Irom lobel
House and although financial control and rationalisation of capacity was en-
forced, they were kept on a loosc rein. Although the major ingredicntisc of a
financially centralised group with decentralised divisional management wnich
later developed in I.C.I. were present in this structure, they were thecre
only in germ. It was only with thc increase in size alter the I.C.I. merger
that a full system of divisionalisation cumcr;cd.Zven then, however, Tu.l
centralisation of I.C.T. itselfl was to precede the programme of deccniralisa-

tion.2

Although Sir Allrcd dond became tane Jirst chairman of Z.C.I. when it wa

8]

b

formed in 1926, men ironm llobels occupied strategically important positions I

F

tne new company. The considerable managerial Psurplus' of the Nobel groun

(indicated by the reported drying up of attractive investment possivilities

in its Development Department's Reports) was now released upon tiic tasik of

organising I.C.I. Investment management was soon ceniralised in the Tinance
.

Committee, and an Executive Committce, consisting of directors with Juncticnal

responsibilities, controlled all new capital expenditure cad provided a cenvral

1. I.C.I. Ltd and its Founding Comranies, v. 1, . 240.

2. It appears to have been the vicw of the Nobel dircctors that suc!
of centralisation and decentruiisation was necessary in a nerger; cont
“.on initially providing unilied accouating and persomncl policies an
followed by decentralisation to encourage local managerial initiative g
efficiency, see, e.g. licGowan, 'Large Scale Unit''; J. Stamp "The Management
and Direction of Industry', 1930 broadcast reprinted in his Criticicm an
Other Ezcaoys, 1931.

i

o, 0F
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forum for policy making. Banking, purchasing, comncrcial, staff, aad
statistical control policies were very quickly standardised and cecntralised.
In short, an enlarged central office of sorvice dcpu;LantG and strabegic
entrepreneurial committees was developed similar to that wuich had ciotaincd
in Nobels. The rationalisation of production capacity oa ine basis of
technical and financial reports on subsidiary factories had by the late 15205
been applied to the whole range of I.C.I. manufactures. Expansion coatinued
as new products were manufactured and new subsidiaries were acquired (alter
investigation by the central Development Department) in the metals, [criilicer,
dyestuffs and general chemical fields. The system of regional sales oliices
originally developed by Brunner Mond was taken over by the group andlbecame
the sales offices for the majority of I.C.I. products.

This centralisation brought lower costs through enhanced buying powecr and
rationalised production, Jjoint distribution and selling, better financial
control and improved cash flow, and better use of scarce research, conmcrcial

oon

0}

intelligence, and other managerial talent. Nevertheless the structurc

showed signs of the wealmesses oif centralised decision-making, and tcuwe

O
(@]
3

1929 and 1931 manufacturing was decentralised to 8 "sroups', each with a
chairman and a delegate board consisting of local executives and liaison
officers from hecad office.

The model for the groups was the Birmingham end of the business which had
been inherited from Nobels and supplemented Py the acquisition of furtirher non-
ferrous metal companies. Traditionally independent in Nobels, this group was
in 1928 reorganised and each of the four companies in it was also decencra-
lised. This was soon recognised as an appropriate model for the larger
chemical subsidiary companies also and the other groups were set up in the
following yeare.

Inter-group policy was co-ord%nated by a Central Administration Committee
on which the group chairmen sat together with the senior I.C.I. functicral

officials; and, formally, two subcommittees of the main Board, the Finance
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Source: H.J. Mitchell, "Methods of Inculcating Modern Management Principles
and Practices in Large-Scale Undertakings'". Sixth International
Congress of Scientific Management, Development Section Papers, 1935.

Committee and the General Purposes (formerly Executive) Committee, exercised
ultimate control. Channels of communication were thus established by the
common membership by central and "group" (i.e. local) executives of central
committees and "group boards'". The main Board's authority was exercised
through control of capital expenditure on the basis of past results (assessed
by the unified accounting systems and interdivisional market pricing which had
been introduced during the centralisation phase), and of future prospects
(assessed by technical and commercial experts). Finance thus remained cen-

tralised and, through performance measurement and annual budgeting, controlling.

.
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By the 1930s, then, the company had clearly developed into apyodern deccn-
tralised, divisionalised corporation with a functionally cpecialised head
office exeréiéing overall financial control and providing managerial and
Tinancial services to the divisions (Ygroups"). It could be secen as a
federation of semi-independent firms with the central office providing «
highly efficient capital market, management consultancy, and service ajcicy.
The full logic of such a structure had not by the close of the intcrwir
period been fully worked out at I.C.I. The chairman, by now Baron licGowan
of Ardeer, maintained autocratic central control and insisted, for exarile,
on central office control over pricing policy, so that individual prolit
centres were not in fact wholly autonomous, and the "groups" themzelves could
not therefore be held fully responsible for commercial results whica crancted
from company not ''group" policy. The "'groups' were thus concerned principaliy
with efficient works management and it was in the sphere of production ratrer
than of commercial affairs that decentralisation was really effective. Ilione-
theless, for all its limitations the structure clearly conformed to the
paradigm of the multi-divisional corporation. Aided by more favourable cemand
conditions and more successful participation in cartels than many less
fortunate companies experienced in the depressed 1930s, this structure en-
abled I.C.I. to undertake profitable expansion, both internally and by
acquisition, without the operation of the serious managerial constraint
which, as we have seen, limited the rate of growth oi other corporatiocns of
comparable size.

Although other firms were developing towards a structure of deceatralised
divisions in the interwar years, I.C.I. appears to have advanced further *han
most, and it would be guite wrong to take its success in solving problems of

diseconomies of scale as typical. A full analysis of this question must await

a definitive study on the lines of Alfred D. Chandler's classic description
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of the evolution of enterprise structure in the United States,1 though it
would appear that (as Chandler found for the United Stales), the general
adoption of a divisionalised structure was delayed until the postwur period

in Great Britain.2 Nevertheless interwar management literature and inter-
firm contacts did help to spread knowledge of budgetary control and divisicna-
lisation. Accountants were quickly familiarised with the problems of imposing
uniform accounting procedures on a merger and of controlling capital expcendi-

3

ture by forward budgeting” and management specialists frequently discussed the

desirable level of decentralisation.q The experience of American decentra-

5

lised management was well publicised” and large British businesses interchanged

1. This was the first historical work to develop the multi-division hypo-
thesis systematically, see A.D. Chandler, Strategy ond Struccure, Chapters in
the History of Industrial Enterprise, Cambridge, as55., 1902. There is a
close parallel with Britain in that in the U.S.A. also it appears that a firm
in the chemical industry - Du Ponts - led these changes, though they happcned
in the early 1920s there. At that time it appears that Icbelc were in fact
adopting the Du Pont centralised structure of 1919 as Du Ponts were abandoning
it, see Reader, I.C.I., p. 390. Clearly, however, the I1.C.I. structure of <he
1920s closely resembled that at Du Ponts. L.F. Haber, The Cremical Incustry
1900-1930, 1970, pe. 341, takes the view that the committee structure of I.C.I.
importantly differentiated it from Du Ponts. In so far as it was not until
1944 that single I.C.I. directors (as opposed to members of the Central
Administration Committee) were made formally responsible for the resultis of a
single group which they headed, the committee system did represent lingering
centralisation. However the similarities of the evolution of decentralised
enterprise in the two countries seem more striking than the differences.

It is quite plausible that both I.C.I. and Du Pont worked out the solu-
tion independently (as various American corporations did) though the two
companies co-operated closely on other matters. V¢ await the second volume
of W.J. Reader's history of I1.C.I1. for a definitive study of this question.

2. For the extent of decentralisation in 1957-58 see R. Harris and M. Solly,
4 Survey of Large Companies, Institute of Economic Affairs, mimeo, 1959.

%« =Z.g. De Paula, Dcvelopments, chapter 13.

L. E.g. A. Plant, "Centralise or Decentralise" in his Scmc Modcrn Business
Prevlens, 19373 L. Urwick, T.G. Rose and X.G. Fenelon, 'Discussion on
Problems of Amalgamation and Decentralisation', British Association mecting,
morwich, 1935.

5. J.J. Raskob, ""Management Policies that Built General Motors", Business,
Oct. 1928; A. Sloan, "What I have Found Most Important in Management',
Dusiness, June 1930. )
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information on management mcthods.’l Nevertheless the crcation of a contral
office and the adoption of a divisional structure with central {inasncial
controls was by no means universal. In smaller and wcdium-sized conjpanics
direct centralised control of all subsidiaries seems to have rerzined
possible and decentralisation of responsibility was limited.2 The majority
of the larger mergers seem to have adopted a decentralised system more oy
default than, as at I.C.I., by choice after an initial centralising phusc.
Where no crategy of decentralisation developed, the holding company iorin of
control was most commonly used and internal competition of an adiinistered
kind was allowed to persist with only minimal policy and financial contirols
being exercised from head office. In this sense a decentralised syctem was
the natural form of management in a company growing by acquisition,3 though
there was great variation in the degree of control which was adopted.
Associated Electrical Industries, which had been formed in 1928 by the
consolidation of British;Thomson-Houston and Metropolitan Vickers, continued
to run them separately for many yecars, with loose connections through staff
meetings (for exchange of information rather than managerial co-ordination)

and a central financial control which was very much at arm's length.4 Other

1. DEspecially through the Management Research Groups, one of which (no. 1)
wos reserved for large companies. Also when the Lancashire Cotton Corgporation
foundered because of managerial diseconomies, its executives were advised by
managers from Dunlop on decentralisation, see Lancashire Cotton Corporation,
ain Board Minute Books, 1931-1932, passim (L.C.C. Archives) and correspon-
dence with Dunlop and L.C.C. in Bankers' Industrial Development Company

Archives.

2. "How Far Should Managers be Managed? How e Work from Head Office by the
Chief Executives of 19 Firms", Business, Feb. 1930, pp. 72-k4.

3. W.G. Hiscock, '"Centralisation or Decentralisation', British Mar--cment
Review, v. 4, no. 3, May 1940; see also Sir Gilbert Garnsey and T.b. Robson,
Holding Companies, 3rd ed. 1936, ch. 4. Mr. L.M. Davies investigating the 80
largest U.K. nonfinancial corporations in 1935 found that 23 were purely
holding companies, 571 holding and operating, and only 6 purely operating, see
P.S. Florence, "Science and the Social Relations of Industry", Sociolorical
Review, 197%9.

4, G. Walker, “"Development and Organisation of A.E.I. Ltd.", in R.S. Edwards
and H. Townsend, Business Entervrise, 1958, pp. 309-313; R. Jones and O.
Marriott, Anatomy of a Merger: A History of GEC, ALI, and Englich Zlectric,
1970, p. 150.
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companies described as looscly-run confederations of suLsidiarics with little
ceniral control include Tube Investments, Imperial Tobacco, Tootal Eroadhurst
Lee, Hawker Siddeley, Guest Keen and Nettlefolds, and Electrical and Hucical
Industrios.1 If this looser structure prevented the full realisation of all
the organisational economies of rationalisation, it nevertheless gave then
access to the benefits of pooled overheads, risk-spreading, the interchange
of commercial and industrial methods, collusive pricing policies and sorm¢
degree of co-ordination of new investment. Provided that no disecononics re-
sulted from their large scale, these firms could justify their decisions to
merge on the grounds of such benefits.

However, many firms which failed to develop an appropriate balance of
centralisation and decentralisation failed to create the managerial sur ius
and profits stream which was necessary if acquisition activity was to ove
sustained. Indeed in some cases, not only did they take time off to wiprct
their growth but some were also obliged to engage in partial demerger to in-—
prove the digestion problem. Thus Lever Brothers sold off some of their less
manageable assets worth 511/4 millions in 1925 and Vickers divested themsclves
of their interests in motor cars, electrical engincering and non-ferrous
metals, as well as their Canadian subsidiary, in a far-reaching reorganisation
in the late 19205.2 Others foundered so badly that even this kind of exten-
sive surgery was inadequate and their merger careers ended in bankruptcy or

3

dicintegration. However the majority of companies which found initial

managerial diseconomies after merger of interests - such as English Electiric,

1. Edwards and Townsend, op.cit., pp. 66, 220-7, 29%; G. Turner, Business in
Britain, 1969, pp. 52, 352; M.C., Tobacco, pp. 38, 158; Economist, 51 Got.
1931, p. 825. Unilever, especially under Leverhulme in the early 1920s was
also run as a loose confederation, see Wilson, Unilever, v. 1, ch. 19.

2. Wilson, Unilever, v. 1, p. 298; Scott, Vickers, pp. 167-8.

3. E.G. Amalgamated Industrials, Harper Bean, Armstrong Whitworth, Britisha
Glass Industries, STD Motors, Northumberland Shipbuilding. However, some of
these cases were complicated by non-managerial factors such as promotional
fraud and overcapitalisation.
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Unilever, and the United Steel Companies - were able to recr;unice, and even-
tually, by the imposition of appropriate managerial and financial contrslc,
enabled themselves to embark upon a further programme of significant
acquisitions.1

The rate of growth of larze firms by merger (and indeed by internal
growth) was, then, significantly constrained by the management variable.
Thoygh Nobels could, in a multi-firm merger, double in size in 1918, then
continue a programme of consolidating and diversifying acquisitions over the
next eight years, and subsequently by merging with three other companies
triple in size to become I.C.I., which then itself expanded by further acqui-
sitions, the majority of companies had to accept a more leisurely pace of
growth. Multifirm amalgamations had been common before the war, but, imply-

ing as they did growth rates for the largest "core" firm in the merger ¢

by

perhaps twenty or thirty times, had met chronic managerial problems.2 It is
probably for this reason that multifirm amalgamations (which one might define
for these purposes as mergers involving more than a quadrupling in size in
relation to the largest partner) were rare between the wars.3 A prominent
and significant exception was the Lancashire Cotton Corporation, a merger of
almost a hundred small firms, which predictably ran into management problems.

Even a merger of seven companies, could run into grave problems. A committee

1. Jones and Marriott, GEC, pp. 120, 1383 Wew Management Raises Profits
£200,000", Business, April 1932, pp. 7-8; P.d.S. Andrews and E. Drunner,
Capital Development in Steel, Oxford, 1951, pp. 121ff, 162ff; Wilson,
Unilever, v. 1, pp. 297ff; A.L. Musson, Enterprise in Soap and Chemicals:
Joser Crosfield and Sons Ltd., 1815-1965, Manchester, 1965, pp. 287-97.

2. Macrosty, Trust Movement, passim.

3, This definition excludes a merger such as Nobels (Explosives Trades) in
1918 uhich, thougn including many Iirms, only involved a doubling in size at
the time of merger, the former Nobels company acting as the nucleus of the
merged group. Nobels performed the same nuclear function in the I.C.I.
merger. Cf. pp. 145-9, below.

L4, Lancashire Cotton Corporation, Main Board Minute Books, 1929-1937, »oosin

(L.C.C. Arcnives); correspondence relating to L.C.C. in the archives of <ne
Bankers' Industrial Development Company.



- 45 -

of enguiry into Crosse and Blackwell in 1924 had to recomncnd the writing down
of the capital by £23/4 millions, finding:
... scrious duplication and overlapping in managcmeat [and] that the
benefits which had actually been derived from cowbination were oo
few as to be practically non-existent; and, worst of all, that the

associated firms had been competing with one another as ctrenuousiy
as ever.’

There could be no more impressive testimony to the fact that rationalisers
could give far too little attention to the managc..ent factor for the subse-
quent health of their creations.

On the other hand, the firms which did solve the problems of large-scale
organisation and of discontinuous digestion of acquisitions were able to
achieve high growth rates through merger, involving a doubling or tr%pling of
firm size in a year. Companies like I.C.I., Reckitts, Fisons, Metal Box,
British Plasterboard, Distillers, Tube Investments and many other leading
acquircrs in the large and medium company size ranges could and did grow
rapidly, though they rarely attempted to acquire more than one large or three
or four small or medium~-sized companies in a year, preferring to keep their
rate of growth to a manageable level. Such companies, and especially those
like I.C.I. which had solved the current organisational problems of merger,
were already approaching rationalisation, monopolisation and company growth
with increasing confidence. They were active in important sectors of the
economy and other industries were exhorted to follow their example. In 1935
the Industries Group of P.E.P. sugzgested thay:

Now that the technique of large scale production is much nearer

solution owing to the realisation that the advantages of centralised

control can only be achieved through functional and administrative
decentralisation it cgnnot be overemphasised Fhat Ehe industry must
face up to the necessity of further amalgamations.

The management developments which were thus both an inspiration of and a re-

sponse to the merger waves, were an integral part of the rationalisation

1. Quoted in Fitzgerald, Industrial Combination, pp. 193-4.

2. Political and Economic Planning, Industries Group, Revort on the Britizh
Cotton Industry, 1934, p. 108.
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movement and a condition of its success. As firms solved tuecse proulens,
cconomic co-ordination by competition and the muriket vegnn its retreat. 1T
a misquotation from Burke be permitted, sophisters, economists and calcula-
Lors were coming in the large decentralised corporation to supplement and

/
partially to succced the more inchoate signals and disciplines ol the muract.



Cranter Tour

THE ROLE OF GOVERNMENT

-»» the function of the State is not to prescrve the competitiive
system ...

(J.H. Jones, Social Economics, 1920, p. 192)

Government interest in mergers is not as old as other forms of intervention
in trade and industry but it hac a respectable ancestry. The werger in 1707 of
the two East India Companies, for example, was made desirable by government
action and éided by a parliamentary reorganisation of capital,1 and in the
nineteenth century government had inevitably been involved in the regulation
of '"natural monopolies'" such as railways and in the amalgamation of companies
specially incorporated by Act of Parliament.2 Nevertheless, radical
abhorrence of "monopoly" did not focus on manufacturing industry, for it was
not until the latter decades of the nineteenth century that a permanent ten-
dency to merger and increasing scale in manufacturing industry was noticed.

By tne interwar period, however, these questions were at the forefront of
political and economic debate.' It was inevitable, then, that the role of
the government in the process should begin to be more seriously discussed.
The recent opening of much public and private archival material to scholars
provides an opportunity to reassess the impact of this evolving awareness of
mersers on public policy and the impact of that policy on private decision-
maxting. .

It is paradoxical that Britain, the first industrial nation, was not
among the first to take powers to control that growth of merger and concentra-

tion of econo.anic power which is typical of mature industrial economies. In

1. W.R. Scott, Joint Stock Companies to 1720, Cambridge, 1912, v. 1, pp.
378-9; v. 2, p. 17k,

2. LE.g. He Parris, Government and Railways in llineteenth Century Britzin,
1965; P.M. Williams, '"Public Opinion and the Railway Rates Question in 1086",
E.H.R., LXVII, 1952; Departmental Committee on Railway Agreemcnts and
Amalgamations, Revort, Cmd. 5631, 1911.
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the United States there have been antitrust controls since the Shermzn Act
of 1890 ang Germany also had a system of public supervision of monopolies and
cartels from 1923. In Britain, by contrast, there was no general and pcrian-
ent public control of monopolies until the 1948 Monopolies and Restrictive
Practices (Inquiry and Control) Act. British mergers were not subject to
general statutory control until the Monopolies and Mergers ict of ’1965.1
Whilst the extent of merger and monopoly was almost certainly smaller in
Britain than in some foreign countries, Britain did experience large waves of
merger activity and the gap is long - for example, 58 and 51 years respectively
between the United States' Sherman and Clayton Acts and the parallel Eritish
Acts of 1948 and 1965 - than one would expect from any international diifer-
ences in merger rates. Some explanation is, then, required for the historical
abseAce of merger legislation. In practice this question cannot be separated
from the general absence of an "antitrust" policy (that is including, in
addition to merger control, the surveillance of monopolies and restrictive
practices), for they were the product of common influences and of common
attitudes towards government action which often failed to distinguish tetween
the three components. Furthermore, it will later be argued, the absence of
the antitrust package as a whole had an ambivalent effect, and the interaction
between its three components was, in its consequences for merger activity, a
complex one.

The freedom which English common law aldowed to actions in restraint of
trade is a commonplace and interwar case law development merely confirmed the

general toleration of industrial restrictive practices.2 The common law

1. Though there were previously powers under exchange control regulations to
prevent mergers with companies abroad, and also controls over the public
utility sector. ‘

2. A.L. Haslam, The Law Relatir: to Trade Combinations, 1931; W.A. Lewis,
“onopoly and the Law', lodern Law Review, VI, 1945, reprinted in his
Overhead Costs, 1949; :M.C., Collective Discrimination, Cmd. 9504, 1955;
A.F. Lucas, Industrial Reconsiruction and the Control of Competition, 1937,

pp. 350-56.
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abhorrence of "combination in restraint of trade™ had Ior practical purposes
disappeared. Tradec associations could fine mcmbers for price cutting, con:rol
their output) use the boycott or fighting company, and eliminate external coms
putitors by exclusive dealing arrangements, rigid tying contracts or deferred
rebates, with no interference from the law. There was onv weakness in thncir
lecgal position: '"“they cannot prevent their members from leaving ther, wad
they cannot always, even while he remains a member, enforce the contruct
against him”.1 The denial of legal enforceability to contracts in restraint
ol trade placed Britain in an antitrust position somewhere midway betwecn
Amcrica  (where cartels were proscribed) and Germany (where cartel congira.is
were fully enforceable). The British law could and did act as sufficient cis-
couragement to some cax‘tels,2 but the disability was not a continuing one, Ior
whilst a number of associlations did in fact break up because of tnis in the
deprescion, court decicions showed Ma definite movement from the protection
of individual economic freedom to the recognition of the legitimate purposes
of group control".3 The judiciary showed no disposition to increase the
severity of the law against restraintc of trade, no coudt sharing Lord
Chancellor Haldane's pre-war view that competition "may, if it is not con-
trolled, drive manufacturers out of business, or lower wages and so cause
labour disturbanceﬁjand thus may not be synonymous with the public interest.

A fortiori no change occurred in the leggl view of "combinations'" which
toox the form of financial unification. The amaligamation of previously inde-

pendent and competing entefprises was not abhorred by the law. I have been

1. F.D. Simpson, "How far does the law of England forbid Monopoly?", Law
Quarterly Review, XLI, 1925, p. 395.

2. L. Davis and D.C. North, Institutional Chanze znd American Zconomic Crowtn,
Cambridge, 1971, p. 178; G.D.H. Cole, Next Ten Yecurs in British Social nnt
Economic Policy, 1929, pp. 121-3; Lucas, Inuustrizl Reconstruction, n, 19<;
H.i. Marquand, Dynamics of Industrial Combinavion, 1931, p. 30; LCC Archives,
Board Minute Books, 1931—37! passin, ’ )

3. W. Friedmann, "The Harris Tweed Case and Freedom of Trade", Modern Law
Review, VI, 1942, p. 13.

k. N.W. Salt v Electrolytic Alkali Co., A.C. 461, 469, quoted in R.B. Stevens
and B.C. Yamey, The Restrictive Practices Court, 1965, p. 31,
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able to trace only one attempt by a judge to prevent a merger: the case of
John Stephens Limited, in vhich lir. Justice Eve, a gentleman whosc jucicial
acrimony appears to have fallen impartially on all financial bureaucracics,I
attacked a consolidation on the grounds that it was "a most villainous and
wischievous form of finance'" which was "against the public" because it would
. . 2 .

raise prices. He was so obviously misguided and ill-tcmpered that his
Judgment was reversed after only two days by the Court of Appcul:

... the court was not concerncd to see how the ulterations would

affect persons outside the company, and, so long as combination

was not illegal, it was not for the court to enquire whether the

interest of the purchasers would be injuriously affected.”
As a lawyer subsequently commented:

The huge transactions frequently involved [in a merger] may give

scope for the best brains in Iinence, accountancy and conveyancing,

but they seldom call for the interpretation of legal principles

by our courts.

Any scrious control of rcstrictive practices or of merger betwecen lhe
wars wWould therefore have to depend not on the common law but on the statutory

>

creation of a policy. The nearest approach to this came with the many

committees on trusts which deliberated at various times between 1918 and 1921.
!

The first, the Committee on Trusts appointed by the Ministry of Reconstruction

corly in 1918 to review the problem of trusts after the war, noted the rapid

cxpansion of trusts both before and during the war, and recommended coatrol by

publicity, a prescription endorsed by the Committee on Commercial and Industrial

Policy.6 However both committees also stressgd the benefits of the activities

1. Cf. Reader, I.C.I., p. L47.

2. Quoted in W.D. Esslemont, ?Some Legal Aspects of Trade Combination',
Scottish Law Review, XLIV, 192C.

3. Ibid.
L4, Ibid.
5. Cf. Sir John MacDonnell, 'Notes as to the law Relating to Combinations",

in Comnittee on Trusts, Feport, Cmd. 9236, 1918, pp. 31-k.

6. Committee on Trusts, Roport; Committee on Commercial and Industrial Policy
after the vwar, Final Zzzort, Cma. 9035, 19%0.
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of trade associations and combinations and were ilmpressed vy the nced for
large scalc organisation to meet German and Americun compctition, and by

the beneficial effects of concentration, and of co-operation amongst manufac-
turers for the purposes of standardisation and production plamning, which had
been cncouraged by the Ministry of Munitions in the War. This ambivalcnt
approach to mergers, deriving from the concurrent incidence of social benelits
and social costs, was to be present in later discussions of merger policy, and,
of course, remains today as the central dilemma of antitrust policy.

During the War a system of government price restriction and control of
industry had grown up, as a necessary adjunct to the policy of co-operation
with labour in the transformation of the economy to a war footing.’l There was
a gengral feeling in government circles at the end of the war that such con-
trols should be abandoned, typified by Winston Churchill's statement, four
days before the Armistice, that:

Our only object is to liberate the forces of industrial enterprise,

to release the controls which have been found galling, to divest

ourselves of responsibilities which the state Lus only accepted in

this perilous emergency, and from which, in the overwhelming

majority of cases, it had lar better keep itself clear.?

The price controls were a limited safeguard against unwanted public cutcry
against profiteering and wonopoly, but between 1919 and 1921 most of them were
in fact abandoned.3 However, by the Proliteering Act of August 1919, the
earning of "a profit which is, in view of all the circumstances unreasonable!
was made a punishable offence., Though mergers could not under this Act be
invectigated cus mergers, they came within ils penal clauses if they charzed

"unreasonably'" high prices. The Standing Committee on Trusts which was se® up

1. See, e.g., Acquith Papers, 14-f17, Askwith to Asquith, 10 March 1915.

2. Quoted, from the Report of the War Cabinet, 1918, in A.C. Pigou, Aspects
of British Economic History 1918-25, 1947, p. 121; sec also R.H. Tawney, "inac
Postwar Abandonment of Economic Controls 1919-21", Econ. H.R., st ser., XIII,
1943, -

%. Pigou, op.cit., pp. 129-130.

k. As a subcommittee of the Central Committee at the Board of Trade which
operated the Profiteering Act.
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to administer these provisions began its meetings in the optimistic belief
that it was the harbinger of wider legislation. Its Chuirmon, Charles licCurdy
(formerly Food Controller and a Coalitionist Liberal M.P.) reminded its
members at their first mceting October 1919 that:

--. We are asked to set up machinery for the purposcs of starting a

general bureau of information on the subject, and ... the government

have already started with legislation on these lines which will ue

made permanent in the Autumn.
Fifty-seven detailed reports on trusts and prices were to be published in the
next two years but McCurdy's hope of permanency was to prove illusory. As
Beveridge judged,2 the Act was essentially a window-dressing device, and lasted
only as long as it was useful in that capacity. It became a pawn in a political
Girategy which saw no permanent place for government intervention in industiry.
With men like Bevin, Hobson and Webb as members it placated the left and those
who had been members of the original Committee on Trusts, but the quality of
the membership was a guaruntee of nothing more than the provision of informution
of a usable kind. The Committee was maintained essentially as a safety valve
and, given its meagre powers, could provide no coherently articulated antitrust
policy. In the Lever Brothers case, for example, it could not have reversed
the process by which Lord Leverhulme had built up his dominant position in the
soap industry by acquisition of competitors. The Committee proncunced not on
the merits or otherwise of this process of acquisition but on the demerits of
the subsequent price increases. With its initially small powers fast ebbing
away it soon lost all credibility anc even laéked the power to reguire the pro-

L3

duction of information which it considered relevantv. It is hardly surprising

1. BT/55/55, Minutes, 6 October 1919.

2. W.H. Beveridge, Britich Food Control, 1928, pp. 257-9.

3. TFor a review of the weaknecces of the comuittee, based on its published re-
ports, see Rces, Trusts in British Incdustiry, ca. 11. The surviving minutes of
the committee (BT/55/55) coniirm the gradual ebbing away of the political
support and power of the committee.  See also Wilson, Unilever, v. 1, pp.
247-8; Jones and Marriott, GIC, p. 31.
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that antitrust was not an important factor in business Gccisionmaking, and
merger activity, far from being reduced, reached a peak in ’19’19-—19.20.,1

The history of the Coﬁmittee on Trusts, though in the cvent an historical
cul-de-sac, is worth inspecting because is does help us to understand the tusic
political determinants of the peculiarly retarded development of monopo.y
policy in Britain. The political origin of control under the Profiteering Act
had been a desire to avoid the social unrest which would follow rapidly rising
prices.2 In April 1920 the Cabinet went on to consider a Trade Monopolies 2ill
and plans for extending and strengthening government powers in that ficld.
Thouch the Bill was in fact deferred to a later session (and in the event never
became law) the cabinet debate on the subject is illuminating. It centred round
two conflicting political pressures; on the one hand there was '"the widespread
expectation of the public that the evils of profiteering would be vigourously
csicl hancled" and, on the other, "the effect of the newly introduced Zudzet
on the business interests representecd in the House of Commons and their attitude
t0 the new taxation proposed, and generally, to any undue interference with

3

trade'. The balance of these considerations was calculated to favour acquiescence
in labour demands for control of proliteering, for, as they had decided at a
previous meeting, they "could not afford to take risks with labour. If we did,

we should at once create an enemy without our own borders and one which would be

: L
better provided wiih dangerous weapons than Germany'. By early 1921, however,
b

food prices had been falling for some months ahd the political initiative was

1. P.126, below.

2. Special Report of the Select Committee on Hiph Prices and Profits, with the
Tvidence, Cmd. 166, 1919; PRO/CAB/23/11 [ August 1919, discussion of
Prolitveering Bill]; and cf. the genesis of the German cartel law in the infla-
tionary conditions of 1923, seé XK. Liefmann, Cartels, Concerns and Trusts 1932,
v. 100.

%, CAB/23/21 [20 April 1920].

L. CAB/23/15 (quoted in 4. HMarwick, 2ritain in the Century of Total Vaor, 1968,
p. 147). Middle class disquiet at rising prices was incidentally provided with
a safety valve, see R. Henriques, Marcus Samuel, 1580, pp. 633-6, [Profiteering
enquiry into petrol.]
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shifting away from the interventionist liberal coalitionistc . .ad their Conser-

vative allies to laisscz-faire and Manti-waste' elements. The Profitcering Act

wus allowed to lapse in May 1921. The protests of the Utanding Committee on
’I‘rusts’1 and subsequent pleas for the machinery to be resurrected2 fell on the
deaf ears of the ministefs at the Board of Trade.3 The Act L. i been part of
the mechanism by which wartime controls were abandoned by a government which
had no taste for intervention in the private sector except where decontrol
would menace social stability. By 1921 many Conservatives were taking the view
that "propaganda" against profiteering was doing more harm than good and even
that it had caused the depression through a 'consumers' strike“,q Thus, even
if the government itself had had the will, it was increasingly undesirable
politically to adopt an interventionist line in these relatively new areas of
state activity.

The position achieved in 1921 wuc preserved intact throughout the intcrwar

5

period. Althouga the possibility of antitrust laws was considered, the Ealfour

Committee reflected official opinion when it concluded that there was a
danger tha a Bill, even if carefully constructed and safeguarded

in its scope, might easily be so changed in Committee as to become
either a formidable impeciment to industrial development, or alterna-

tively a dead letter ...

and that

1. BT/55/55, minutes of the 65th, 69th and 71st meetings, April-May, 1921.

2. E.g. Royal Commission on Food Prices, I'irst Renort, Cmd. 2390, 1925,
paras zhz-b.

3. Sir Prilip Lloyd-Greame, 139 E.C. Deb. S5s., cols. ¢02-3. He did, however,
nromise legislation on trusts in a future session, but no legislation was in

fact introduced though he remuined at the Board oI Trade for most of the next
decade. The view that his assurance was not honoured becauce he fell fron

power with the Lloyd George coalition in October 1922 (see Political and Economic
Planning, Industrial Trade Asczociations, 1957, p. 19) appears then to be wanting.
It is a change in the underlying situation not a c.ange of régime which explains
this policy development. -

L, E.g. H.G. Williams, Politics and Economics, 1926, p. 159. Williams later
became a junior minister zt the Board of Trade.

5. Though there were residual price survelllance powers in dyes and explosives,
and the prices of buildings and food were reviewed.
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-«. the case for immediate lcgiclation for the rectraint of such
abuses as may reoult from cowbiautions cannot be suia to Le an
urgent one.

The allegation that Parliament, becuuue it might do too much (or, apparently
a matter of equal concern, too little!) should not attempt to legislate, was

placidly received by a predominantly li-rnecz-oire Parlioament which acquiccced

in this view of its own limitations. Throughout the interwar decades thc
business lobby, which had been prominent in the Cabinet's calculations on anti-
trust policy in 1920, remained important, scue 39/ of Conservative M.Ps in

that period being busincsumcn.z In 1938, of the 415 M.Ps supporting the
Nutional Government, 181 possessed a total of 775 directorships and many oI

the rcmainder had family and personzl connections with businessmen and wide-
spread investments.3 The Federation of British Industries maintained close
links with between 70 and 80 i.Ps, seeking to neutralise criticism in the

House of member finas such as J. & P. Coats wnich occupied monopolistic

5

s L i .
positions. Industrialists regularly addressed the 1922 committee,” and by
the 19205 the tradition of businesswmen serving on a Loard of Trade advisory
committee was firmly established and welcomed by the Cabinet.6 However, it

was via the House of Commons more crucially thun on advigory committees that

buzincss groups such as Docker's Cirmingham group could exercise power and

1. [Balfour ] Committeeon Industry and Trace, Final Revort, Cmd. 3282, 1929,
oo. 191-2. The committee did suggest that an lavestipgating tribunal wignt te
valuable, however, and two minority reports stwressec the need for more
positive action.

2. J.4. lcIwen, Conservative and Unionist ¥.Ps5. 1G7%-19329, Ph.D. Thesis,
London Uailversity, 1959, ch. Z.

3. S. Haxey, Tory M.P., 1939, p. 37 and nasaim.

L., P. Mathias, History of tho FZI, typescript, pp. 33-4, &44.

5. E.g. Baldwin Papers, v. 32, p. 179 (Sir Harry McGowan, 1934 address on the
advantages of mergers).

6. Lord Swinton, I Zcmerbder, n.d. (19482), p. 27.
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. 1
influence. In such an atmosphere of businessmen's government, o iscez-Toire

and capitalism were naturally and uncritically acccepted as the idecl form of
economic organisation. The debate on capitalism versus socialism generated
myths and dogmas strengtheﬁing the adherence of the right to a weclies,
already outdated by structural cnange, that the competition of disagpgregated

business units validated capitalism and laissez-faire. It was sufficient to

express a languid faith in the virtues of the competitive private enterprise
system without inquiring too closely whether the conditions necessary for the
successful operation of such a system were present. Thic lame ideology, which
ignored the economic changes wrought by the growth of mergers and monopoly,
could survive because of the consensus on the right that socialism was oad,
and the sufficiency of that consensus as a unifying principle. It did not go
unnoticed by businessmen that socialists and trade unionists had been among
the earlier advocates of antitrust and were now pressing for increased govern-
ment intervention in the market economy. In this situation anti-socialist
credos were not critically evaluated, certainly nct sufficiently so for any
suggestion to be entertained of the government's duty to enforce competition
as a wecans not of destroying but of strengthening the case for capitalism.
This is not to say that Eritish businessmen did not see some advantages
in maintaining the existing structure of industry, in preserving competition
and in preventing the further growth of big business.; Businessmen naturaily
Gisliked monopoly conditions among thelr own syppliers anc sometimes took pri-

.. . . 2
vate action, for example by acquiring cupnliers, to circumvent monopoly powers.

1. As was recogniced by civil servaats in economic departments (Interview, Lord
Hurcomb, 22 April, 1970). The statement by D.P. Swann and D. O'Brien (Inforrma-
tion Agreements, Competition and Zfficiency, 1968, p. 37) that antitrust
legislation was delzyed because of '"the influence of industrialists upon [the
Calfour Committee] wio, not surprisingly, would ot be anxious to call down Lhe
~rath of Parliamcnt on their heads' represents, taen an oversimplified model of
the nature of parliamentary action.

2. There was, for example, widespread criticism of the increasing monopolisation
in the steel industry in the 19205 Irom steel-using industries; see Investors'
Chroricle, 4 Dec. 1937, p. 1315; 11 Dec. 1937, p. 1386. For zcquisitions to
circumvent monopoly, see ii.C., Electric YWiring Harnesses, p. 26; .C., Cab.es,
p. 4%; R.M. Barton, The History of the Cornish China Clay Industry, Trufgr—fggé,
p. 19%; Investors' Chronicle, 22 Sep. 1928, p. 502.
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Furthermore, like their American counterparts, cmall businccomen often oo +o2d
the creation of large firus by merger1 and no doubt if aniitrust laws nud
existed they would have used them wus a competitive weapon.2 Small entcrprise
was valucd, as in lhe United States, for its social virtues, but thiz led, ia
contradistinction to the Americon cxperience, to oppesition to acmtitruct lawes
on the paradoxicul ground that by tolerating restrictive practices the govern-
meat ensured the survival and profitability of the emall firm without the

3

nccessity of merger. It has been ulleged that, by contrast, American

businescmen were convinced that antitrust policy was wise and that competition
was an economic and social ideal worth preserving by state action, 4 but it
seems clear that the majority of British businessmen considered antitrust to be
a baneful policy and placed a hizh value on frecdom from competition and price
stability.5 Any ldealistic or opportunistic desire to invoke antitrust was sub-
merged by the spectre of an alticrnative government based on an organised luzour
movement pledged to rnationalisation. The socialist critiguce of private indus-
try which formed the backdrcp of contengorary attitudes is an important key to

the configuration of political debate. British popular sentiment against the

rbines in todern Industry, 1934, p. 147,

2. Lucas, ov.cit., p. 282; cf. the use by businessrea of railway rates lesis-
lation, and . Hull, "honopoly Policy™ in D. \orswick aad P.H. Ady, eds., The

British Economy 1945-1¢50, Oxiord, 1552, p. 4CO.

(@]
Q]

%, F. Lee, "Will the Big Business Laso?M, ~ofirdilee Journal, Sept. 1933%;
Fuyle, "Trude Comblnautions'", Edinburan Review, CCRZXK, July 1979.

L, 4. Letwin, "The Past and Future ol the American Businessman', Daednlius,
YCVII, 1969; L.W. Hawley, The Mew Dcal and the Problen of lonopoly, Frinceton,
1966, p. 52. 4s Hawley shows, nhowever, American businessmen were not averse to
ronopolistic schemes and this olten resulted in precsurc for the revision of
antitrust laws. R.F. liimmelbery, "Business, antitrust Policy, and the Indus-
trial Zoard at the Department of Commerce, 1919", E.H.R.,XLII, 1968, shows how
tr.e American Government resisted cuch pressure. )

5. G.C. Allen, "Monopoly and Competition in tie United Kingdom" in E.H.
Chamberlin, ed., Fonopcly. Cossetition nnd their Re-ulation, 1954, p. 104;
“inutes, 5 Dec. 1933, p. 7 (Sir George Scharrel); Hall, "Monopoly POlle"
p. 400; though, for an exception, see S. Courtauld, "The Future Relation of
Government and Industry", Z.J., LII, 1942, pp. 3, k. "

AA.

6554-6407; Lucas, Industrial Reconstruction,
o

G'



- 58

concentration ol social, economic and political power iocussc. not on the
individual "robber barons' of Ahmcrican antitrust lore, but oa Lrivatc capital
and the business class as a whole. LZcrle and eans appcarcd in Bngland in
tho person of Tauwney, who altacked the concentration and divorce of cwnership
and control in large corporations, not so much in itself as becuuse of the
noral state of society whicn followed from it.’1 “he reaction of small business-
men was predictable. Even a moderate suggestion that the government should
sponeor a council to publicise monopolistic pricing could be characterised as
a step on the "slippery slope of socialism".2 As a contemporary management
consultant regretfully recorded, the reaction "has gone beyond all rcasonablie
vounés, and inhibits the majority of businessmen from exercising any reascnadle,
intellectual judgment in matters where tic action of a Government departacnt is

3

concerned!. witn this convenient configuration ol opinion, monopolistic firi-
could continue to rely on thc spectre of state "interference' with their
wonopoly position as a remedy waich ia the long run ”might be worse than the
disea;e”l+ not only for them but for all businessmen.

Lo other pressure group with an interest in the control of monopoly or
rergers really developed in the interwur years sufficiently to have an impact
on policy. There was no consumers' rovement and the co-cperative movement and
toe Labour Puriy were powerless to gala acceptance for legislation permitiing

investigations.5 Civil servants ‘were orougat up in and for the most vart still

1. Z.g. ®.H. Tawney, The Acguisitive Society, 1921.

2. T.H. Rylond, minority report, in Royal Commission on Food Prices, First
Renort, p. 173.

%, Urwick, The loonin~ of Rationalisation, p. 12k.

o o o
L, Comuittee on Industry and Trude, rinal Report, p. 199; see also British
Electrical and Allied “anquctureru' ascoclation, Combines and Trusisin tiic
Electrical Industry, p. 27.

~

5. 45 is witnessed by a failure of the Labour Government's Consumers' Council
Bill of 1931, which would xave created a council of seven to investigate re-
strictions of competition and have endowed the Board of Trade with price-fixing
nowers, see Economist,4 April 1937, p. 720; 253 H.C. Deb., 5s. cols. 2105-200.
For the f-operative viewpoint, see Mzcmillan Ev1ocnce, ag 633L-6.

A




_59_

. . . I L . .
adhere[d] to the luisses-fuire tradition" and were timid in icawsicial affairs.

The press, though somctimes admitiing the logic of a syctem of pudblic control

2 . . . .
of monopoly,” emphasised also the value of rationalisation and thc need for a
restructuring of industry. Merpgers were generally welcomcd as a nositive cizn
of industrial vigour, and only in the luter 19705 did doubts really arise as
opinion begun to turn against cchemes of rationalication which showed rno regard
for the public intcrcst.3 The general acceptance ol the business viewpoint on
antitrust was probably strengthened by the hish level of uneaploywment and the
declining prices of the time, as official and public opinion reacted with
syuwpathy to the actions of producers iryinz to improve their lot in acmitrealy
difficult times. “Sympathies are morce with the producer now'', commented one
economist, Yas with the consumer [forr:.erl;/]",L+ Thus mergers, monopoly and re-
strictive practices could be tolerated not so much Locause they were felt to be
wholly good, but because in a period of low profits it was hard to brand tacm
as narmiul. Thls wus, after all, an age when the League of Nations and world
statesmen attempted to raise the interiaational price level for the common good
and when a government report on economic policy - periaps the best cne of
these ycars - recommended British sunport for these attempts.5 It was rela-
tively casy to confuse a rise in the general price level with the achievement

of nigher monopoly prices in one sector through a merger or cartel, and the

confusion was no doubt present.

1. J.ii. Keynes, "Democracy and Zfficiency", Mew Ztistzomun, 28 Jan. 1939, p. 233.

2. E.g. Zconomist, 7 June 1919, pp. 1040-1; 12 Feu. 1921, p. 273; 26 March
1921, p. o443 2 May 1936, pp. 2kS-9.

3. Howuever, even when strongcly condemning trustis the Economist opposed U.S.
style antitrust laws with all their “difficulties and complications"
Zconorist, 16 Mar. 1939, p. 552 (""The Cartelisation of England').

, see

L, D.H, MacGregor, "Rationalisation of Incustiry', Z.J., XXXVII|, 1927, p. 319;
see also Econormist, 22 Dec. 1928, p. 1150.

5. [Macmillan] Committée on Finance and Industry, Report, Cmd. 3397, 1931,
paras 266-273.
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The economics profession wos also unsuited to adopt its i.ter role as

"

advocate of antitrust. Thou_h it would scem that Lic cirpie doctrine of price
competition hardly needed elaboration, one economist, W.H. ilutt, was able to
accusce his professional collcarucs of aburdoning their cicwardoip of the
corpetitive ddeal in a scarch for nolitical fortune and lucrative busincss
commissions. This was a scmcwhat inflated view considering the disianterccted
broadsides which the belief in competitive cquilibrium hud sustained in the
previous decade, but economists often confessed their microeconomic work to be
hicnly abstract and were uneasy about its application to real economic situa-

. 2 . . . .
tions. Others, whilst acceptirng the economic loric of control, were generally
unwilling to see control other than by the free adnizsion of competition aad oy

3 -

puolicity, many of thcx condemning the previous British Profiteering iAct and

the Arnericon antitrust statutes as ill-founded, harmful, or ineffective.

it is now generally accepicd thut a rigorous antimerger policy can signi-
Licantly affect the level oi mergjer activity and industrial concentration, but
tois was not evicdent to observers vetwecn the wars. "among the inteliectual
inlluences on convemporary policy', Robbins sadly noted in 1939, "there are
o ey

prooably few which have been so potent as belief in the inevitability of mono-

poly”,5 and many politicians certainly believed, with Philip Snowden, that

1. W.H. Rutt, Economists and the Public: A4 Stucy of Comx:ctition and Opinion,
19363 cf. the review by L.M. Frazer, Z.J., ZLVii, 7937, p. 99.

2. J. Roobingson, Economics ol Imperfect Comnetition, 1933, p. 327; though cf.
Florcance, Y"Ecoaonic Research and Industriul Policy'.

~ ~
3. Z.z. Robertson, The Control of Indusirv, p. 1103 laclregzor, Enter:
Surroce and Profit, p. 60; c¢f. Liberal inducirial In nquiry, Eritain's
— TEST 5 T I [N ~er staternent insoired | AV
Future, 1920, p. 90 for a slightly sStronger statencent inspired by Xeynes.

4. E.g. H. Clay, "The Authoritarian Zlerment in Distribution", IZ.J., XXXVII,
1927, p- 1; &.C. Pigou, The Econorlcs of Welfare, 1924, pp. 300—13.

5. L. Robbins, Economic Ezsis of Class Conflict, 1939, p. 5.
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"trusts ... are inevitable. Thecy will continue, whatever obstacles ve atvewpt

to put in their path”.1 It is then worthwhile ackinz the question: would the
2 A

adoption of an antitrust policy have made any difference to the trends in

mergers and the size of the fira?

Clearly the answer will depend on the counterfactual aantitrust policy
which ye postulate. The effects of the enforcement of a ban on all mericrs
which increased concentration above an arbitrarily defined level woulda o
hypothesi have been to prevent such mergers, but (since concentration can also
be increuscd by the exit of some firms and the internal growth of others) it
would not necessarily have prevented the attainment of the defined level of
concentration. As such results are of limited interest and are mechanically
dcrivable from merger and concentration data,2 we snall take a more realistic
yardsticik by using the antitrust laws of the United States as the counter-
factual proposition; that is we zhall examine the hypothetical effect on the
naustrial structure of the Unitca Kingdom of the adoption of laws simillar to
the Sherman Act of 1090 as improved oy the Clayton Act of 1914k but Lefore the

tricter Celler-Kefauver amendseat of 1950, oxn the assumption that the same

stringency of enforcement would have anplied in Britain. This is the approach

of Stigler,”

who concluded that even the relatively lax enforcement of the
United States antitrust laws prior to 1920 did act oz a deterrent fo mergers
for monopoly, whereas 1n 3ritcin such mergers continued to ve typical. EHe pro-
Guced evidence that in a sample of seven comporaole industiries there was a

stronger tendency to incrcasingcorceatration througn merger in Britain thza in

Amcrica, and that the American wmerger data indicatced a trunsgition between the

1. Guoted, with approval, in R. Boothby et al., Industry «»d the State: A
Conservative View, 1927, p.47

2. On which see chapter 11, below.

%. G. Stigler, "Monmopoly and Oligopoly by ierger', n.k.RX. Poo -
inrs, L, 1920, and his "The Econonic Zfiects of antiirust Law

7w and Economics, IX, 1966; rcirinted as, respectively, cna of
his Orpanisation of Industry. Subsequent page refcerences are to this reprint.
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18905 and the 19205 from mergers explicitly aimed at monopoly to mergers for
oligo,oly.
sovever, there are a nuaoer of srounds for doubiing the reliability of

thicse coaclusions. On the American cide, il secms clear taut Stigler cover-

Laica

-~

esiimuted the tightening up ol the l.w in the sericd aiter the Clayton Act,l
and his treatment of the Lritich comnparizon wouldalso uppear to be provliemutical.
He hiuself recognisco the lisitations of a non-rancoa canple ol seven industriesz
but, eveai if it could be shown that corcentration incrcused nore rapidly over
the whole range of industry on uwveraze in the United Kingdom (and we chall

later suggest that this nmay indeed be so) )the interpretation of this ac an

vifect of the abcence of antitrust law would be problematical. o:iigler jusci-

)

Ties his ceteris paribus assumptions on the grounds trhat toth economies operate

o

in a similar legal environment and in approximctely the sazme state of technology,

but many difficulties remain., lic recojaises the lirst of thesze, that in 1530

Le U.S. cconcumy was larger than thne Eritish econony and that the differentidl

wWwas lncreasing throughout the century; but he undercstimates the magnitude

. C. Zisg, The 1919-19%0 lerper “ovement in Armericon Industry,Pr.D. thezis,
ity University of New York, 196&, chupter 4 and appendix A. His data and
concluczions are summarised in nis article ol tne sane title in Journal of Law
and Zcononics, XII, 1969. Tut cf, for exumples oI tn¢ inhibiting effc
the antitrust laws, W.L. Thorpe, 'lnc Per51suAn e 0I trne rMerger noveme
Aem.R. Zuoeors and Proceedinrts, XD, 1931,

<t Y

o1

cu
ooty

2. "Zconomic mBffects of Anti-Truct Laws', p. §65; troush nhie nevertheless
undercstvinutes the dilficulty ol-interpretation. Oanly two ol his seven
T iiuscries - cewent and cigurettes - =znow nlgacr concentration wia larg
ronopolistic mergers in the U.K.; two - cars and st l - show higher concen-
tration in the U.5.; 1in two more - socap und tyres - there is a rather
inconclusive nattern; whilst in the seventh - glass - although the U.K. shows
higoher concentration, Pilkington's dominunce owed very little to mergers.
Doicing the interwar years separately, the contribution of mergerz to the
Herfindahl index of increases in concentrution is higher in the U.K. than
in the U.0. in only four ol the seven ianwustries; see his appendix, op.cit.,
op. 271-291.

4. P. 63, n. 2 and chapter 11 below.
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P . 1 . . . . . .
0 this c¢ifect, Clearly, if the ojptivum oize of Jlru ic upproximascely equal

in both countrics at any onc timc, a lower initial level and a icoo steeply
rising (or morec steeply deelining) tread of concentration wo ld be expoccted in
Aascrica, even under icentical antitrust provisions. If the optinum zize of
Jirm vere actually lower in Britain - acc with a slower wiopiion o0 ncw tzchn-
nology or of new munagcment techaiques this is not totally impluusiblie - this
erfect might be expected to be cven stronger. A further conplication is thut
tie two economies prooably stuartea at different levels of concentration,2 fate!
tact there were objectively fewer opportunities Zor monopoliscing mergers in
the United States than in Britain.3 For all tlhiese wmethodological reasons, tae
cxamination of comparative levels of concertration can tell us very litile

aoout the effects of antitrust laws or of their absence.

s
&
[
by
}J.
O
o
0]

‘rere i1s a furtae criticism of Stigler's study: the United

Kirgdom not only lacked an sntimerger policy, it «lso tolerated collective

restrictive practices which coulu ve un altcrnative to merger and which were

outlawed by American aantitrust laws. Zrice theory offers no key to predicting

1. Stigler (oc.cit. p. 263) zu-se

Eritish econony ian 1900 to four times tne
value of manulacturing procduction, we get in billions of deollars at 1955 prices,
6.58 for Britain against 1%.71 for Amcrica in 1899 (twice the size), rising to
19.1 acainst 91.9 {almost times) alrcady in 1950, see A. laizels, Infustrial
Grov=n and World Trade, Cambridze, 1563, p. 535. The device of using rezional
data for two of tne seven United States' industiries to establish comparsbility
is irzdequate since it can only correct for tne level, not for tae trend.

a rice from twice the size of the
ne British size in 1965. Taking the net

2. P.S. Florence (The Losic of 3ritish and American Industry.19¢7, pp. 132-
125) founa comparable U.S. and U.X{. coaccniration levels for 1935; though G.
Tosenbluti (leasurcs of Concentration' in Universities-HEZX, Business Concen-
and Prices Folicy, Princeton, 1955) Iound hicsher U.XK. concentration in 1935.
There are srewt difficulties of intcerpretation, but since there was a stable
level of concentration in the United States between the end of the nineteentl
century and the 19320s (see e.z. l. adelman, "The lMeasuremernt of Industrial
Concentration', Rev. Econ. Stat., JiXIII, 1951) and an increasing trend in
Britain (seeChapter 11,below) it seems rcasonable to su-sosc that the overall
level ol concentration in the U.X. was lower than that for the U.3. in 19C0.

%. GCtigler's sample of 7 incdustries is therefore nct represcntative in this
respect. In 1900 the U.X. shows lower comcentration in only 2 of the 7 indus-
ries; so that his sample is vilased asainst Lis conclucion.

b] Py O
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wicther firms secking to achicve moncpoly power will do so throuch collusive
action or through merger; monopoly prices are avoiluable thwouarh both alter-
aatives. The concurrent toleratioca of both wi;oat thercfore have ambivalent

-, 1 .
vifoctu, We know little about how the choice betw.en the two was made, but

Presumadly the relative costs of internal company managerent and of cartel
cniorcement were importuat conclucrations. Where munagerisl diseconcmics of

~e ) b . . . . . . A
ccuie were feared, resirictive pracilces woula ve used as an alternative if
there was no fear of prosecution under antitrust luwo. It is significant,
tor example, that the Inglish advisers to an American indisirialist planning

to merge sections of ithe Britisa electrical machinery rarket ia the 1920s were

... not at all sure wnctiher instcad of having one great octopus in
the trade it is not better_to Lave zcveral o. companies with a
close worxing arrangement.

and 1t was indeed on the basis of such a cartel that the industry was organised

Jor tne next three decudes. Thnrougnout Lritish industry there is evidence of

tac wicespread use of restrictive practices ran Irom sales cartels anc

3

,.J
3
C3

e}
2]
[e]
Hy

its pooling agreements” to the co-ordination of price policies throush
4 : A .
interlocking directorates. Paradoxically, thereiore, the absence of anti-

trust mignt, by pernmitting such crraanzexents, nave reroved an important incen-

tive (o merger in tne U.X,

1. A5 was recognised by D.E. lacCrejor, see his introduction to Liefmann,
Cartels, Concerns and Trucis, p. viil. .

2. Vivian Smith, merchant bunzcr to Gerard Swope of American General llectric
in Zngland, quoted in Joncs ¢nd inrriott, GIT, p. 124; sce also v. 57, n. 5,
above. ror domestic merger discussions illustratins the same choice, see R.A.

“r N . - < Z 7oA
Church, ncaricks in Hardware, ljewton .Atwot, 1909, p. 1071.

3. Lucas, Industrizl Recomstruction, »n. ©2-5, 106, 126-143, 194-5, 201-27;
C.A. Oakley, Scottish Industries Todar, Zdinburzh, 1937, up. 100, 147; [Balfour)
Conmittee on Industry anc TruQe, Survey of Metal Indusiries, 1928, pp. 147, 157-
&; A. Brigrs, History of Birmin- Hdm, v. 2, 952, pp. =u=-2; #.C., Cables,

pp. 55-6; A.E. Cutforth, Heihocs of Amolgamation, 1926, p. 75; Political and
Zconomic Planning, Industrial Trode isssociations, .acis; Pianaing, no. 221,
May, 194, p. 20.

L. 4. Hess, Some British Indusirics, 1957, pp. 259-603
A~ 107

F. Sarzznt Florence,
Cwrorsining Control and Success of Lorze Companic: g

-1555, 1901, ch. 4
:i. Beesley, Concentraticn in Midlend Metal Indusiries, ra.De Thesis,
Birmingham, 1950.
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On the other hand, it is arguable tlut some of thcse restrictive practices
themsclves created imperfections of coupctition which induccd companies to
1
rerge. The very proccss of collusion cncouransn firms to know their fl?a*H
anc tnis often blossomed into a full integravion of interests in a mergcr.2
tore cirecily, when cartels [ixc. quotas, firms, if thoy were averce to inc
instability which a [orced renesoiiction of thoir gquotas would involve, could
only cxpund their market share by acquiring existing firms.3 in this sense
restrictive practices should be ccasidercd as complementary rathcr thaa alter-
native to merger- It secms, however, tha:t restrictive practices acting as an
alternative to merger would, in the wgcrezate, nave overridden this cowplencn-
tarity. Their role as an alternative to rerger is strongly implied in the
conte.orary usage of the term 'cowovinution" interchangeably to describe toth
morger and restrictive practices, and is zlso supported by empirical evidence
of firm behaviour wiicn restrictive pructiccs urce unable to contribute to the
objectives ot the firm. The larzcest merger movewmcats ia both the United States
o

and tne United Xingcom have followed legislation which effectively proscribed

collusive pricing benaviour, in tae 1090z iclilowing the Sherman 4ct in America

(]

and in the late 1950s and 1960s icllowing the Restrictive Trade Practices ict
of 1956 in the United Xin~don. Wnilst therc were other factors contributing

to these lcecading merger waves L oot countries, and the evidence that they

were a cdircci result of legislation is unsystcmatic,5 the coincidence of the

1. s, The Eifects of Industrizl Concentration: A Cross-
Section Anuiysis of the Commion Murket, ancterdam, 971, o5. 160-169.,

2. E.z. nacrosty, Trust Keoverent, p. 09

%. E.3. Evely and Little, Conceniraticn in British Incdustry, pp. 188-87, 233-40,
2Ls-L&; W, Minchinton, The British Tinplate Inductry, Oxiord, 1957, p. 201;
Cook and Concn, Effects of lergers, pn. 1Co. ’

L. J.5. Bain, International Differences in Indusirizl Structure, Yale, 1966,
pp. 151-2; R.L. Nelson, Merger Movements in American Industry ﬁ895—1956,
Princcton, 1959, p. 135; G.D. hcwbould, Management ond Merper Activity, 1970,
pp. 19-22; Economist, 711 Feb. 1961, p. 560. ’

. Heath, "Restrictive Practice

. and Alfter", Munchester School, XXIX, 1961,
85-7; Nelson, cp.cit., pp. 134

5. J.B
op.

=
es
~
-
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phenomena is strongly suzgestive of a cauvsal link and individuzl case studies
confirm this 1"1ference.1 Also whern tho costic éf policing cartel nolicy or
the losses induced by "free-riding' no--nmonbar firss iadaced the callaznse of
corvels mergers again appeared as wreforred subsiitute Loanvioure.

It ic thus rot imlausivle that, contrary to Stuigsier, the abvsence ol an
antitrust policy in Zritcin reduced ihe overall level of merzer activity wmore
cIfectively than tac explicit but relatively weok antitrust laws of tnc
United States, by legitinising forms of organication wiich in a real cease

were substitutable for merger. The goncral laisscz-foire approach of

TLe

Critisa governaent Gid not have a Jundamentally more permissive influence
on merger than the desultory United States enforccmcnt of its established
antitrust statutes. In this analysis, the ciffercnces beiween Amcrican and
britvisn antimerger initiatives between the wars lie as much in the contrast
of political rhectoric and public ritual as in substaniial dilferences of
results. If we are to establich thc couplicity of the bBritich goverasent in

interwar increases in concentraticn, then, we must clearly turn our attention

aszide from antitrust to cxamine government policics for promoting mergers.

Te DeBe Dere O‘;:le“ ard D. Swenn, "Inforrmation Azreements. A Problem in
. - _ - wrere O - . -_ e
carcn of a Policy", Marchester School, JILIV, 1966, . 785-6; TFederzl Trade
AN ’ 1 1790, .
Commission, Tnc -ower foverrnn, Wechinglon, 194C, »p. O=14%. CI. W. Zchinndler,

"Die Yonzoentraticacolitilc dn der Z.WGGWY dn L fomdt, Die Konzontration in der

roozhaft, 2er Band, Berlin, 7971.

2. L.g. dacrosty, Trust Movement, p. 14; .C., Cast Tr-on Rainwater Goods,
5. 627 . Hudson, The Fistory of Enclish Chin

e Cl-oo, sewion Aulott, “.u.\1)u/fl
po. Si=c. However, mergcr was also complementary iin the seuse thac it some-
times, by reducing the nunocr of firms, reduced the coosts ol policing or of
free riding and thus facilitated the renewal of OllTOpOllSth collualon or of
restrictive practices, sce Lucas, “struction, pe 17635 P.L. Cook

and R. Cohen, Zifects of G.0e Stigler, “n Thcory of
Ollgopoly", J.P.x., hs in nic Q??ﬂﬂ“ sation of
Irductrvy. In this sense the toleraticn of cartels and restrictive practices
nay have induced mergers, by acding this indirect monopollsulc benerfit to the
obvious and direct benefit of thne reduction of competition becowcen the merger
partners.




Governments may justifly incorvenizon in buciness decuoicas not only, as
in antitrust policy, becauszc thcy belicve Loat ths privote cnua sociel conse-
quences of busincs.men's Aocicions may conllict, out wlso becuuce they welicve
Laey can make better decisions chan private individucls. In terms of our wmore
recent cxperience of povormmon®t inuvorvonbion Ga SnoGo L £y, The sonopcllies
Commicsion may be supplencnted by the Iadustricl Recorganication Corporation:

Lic government may encourage sowe nergers waile discourasing others. It has

oitea been alleged wuat the strongly entrenched laissez- rire ideolozy of the

governnent which we have described was in fuct overridden by the tide of inter-
ventionist opinion in the rationalication movemcnt, wad replaced by a progratic
o action to e¢ncourage mergers and the growil of monopoly. Tlet, whilsi the
interwar years uncdeniably saw an increasing contact of the government anc Jhe
orivate sectors of tic cconony, the inzact of this on manufacturing incdustiry
wius surprisingly swall, and tine soverument was oxirencly reluctant to move

Turtacr towards ctate ccorporatism. Wue Qoctrine thac thcy might know better

tnan vusincssmen when a acerger cihouwld occur wvas, of course, a aifiicult one
for thc governments we ncve descrived to accept. Devertheless industrial
difficulties, and pariicularly taoe niza and increasiag ievel of unemployment,
did create a climate of opinic: ITavouwraoslie to change, ond tac raticnelisation
movenmernt, suprorted as it was by inlornod seciicas of business and academic
oninion increascd tie Pressule OO Uhe JOVeILLent TO Zive more positive sulnori
to merzers. Some of

the younser Congervative HW.Po as well as economic civicers,

pressed the view trat there was rocu Jor grcatcr state intervention in the

]

N

structure of industr«.1 T lcast one senior Conscrvative economic minister
J
Lelt not only that nore merzers were nceded out also that industrial manaze-

2 . . -
ment was incapable of solving the problems whica they posed, a view whiich was

1. E.c. Bootaby et al., Industry and the tatc? cf. "Ihie Case Jor
Rationalisation', Zconomist, 12 Oct. 1529; conomic AcCvisory Council
on thz Cotton Industry, Cmi. 3515, 1930.

2. Stecl-raitland, Minister of Labour 152k-29, see 2= win
pp. 9-17.
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1%

shared by some senior industrial moaa ors with goveranoa’ centacts who doubied
.tw . 1 - - . -. R RN ’1 c - . . - - '
ne capacity of their collicasuces in Ovalr ILilis. ~uca coiticioms could not,

however, be publicly voiced by cenior minicters for fcar of alienating an

- . , ' e . L2 - Lo

important scction of the party's political cupport. Iostead the povernment

tended to look hopelully toindusticliulicis for cvidcace that iacy were in fact

natching avpropriate schemes, zald indusiriclicts lowingly ooliged by pointing
to their proven zeal Tor merger and co-cnerative schcmc3.3 Mergers were thus
in general welcomed by the goverame.t, who, as the Presicent of the _cardé of
Trade admitted, saw "belorc thensclves the modost taslk of clearing awsy

PN

difficulties and of giving the necccoury sunport and shilter to privatc cater-
At A A * - . 1 : s 1" b ™ : i
prise to cope with its problens on _cund principles'. The major concossion
to tne rationalisation lowby was, however, to e not the wholesale prometion
of merzer but the removal of minor disinceavives. 1In the 1927 budzet, for
ample, the payment of stump dutics in cases wiere o now company was Tormed
to merge two or more cuicting coapiailes was remiilted, a concession waich was

generalily comsilderea to accord witn conzen sease anc cguitye This moaest

aoproacn was supporwed by incdustrialists, many of waon were ardent ratvicna.isers

1. Z.z. I.C.T. Archives 7.10.5.D., V.I. Coates, "lerorandum' dated 5 LDec. 19335
criticising a Natlonal Confederation of Lmployers' Crganisations report because
it nad Yassumed that the econcmic Iactor of nmoragoment and organisation in

Zritish industry needs no commeant!

2. 2sldwin Poancrs, ve 30, ool 49-3 Dlemorcndum dated

-\

3. DLE.g. Letter Sir VW.J. Larize to Sir P. Cunliile- -Ligter, cated % Dec. 1925
(Balawir. Zomero, Ve 27, 0. 232).

2 4

L, ©T/55/49, Pol. 6, p. 18. ([3ir P. Cunliriic Listcr, memorandum of 1927].

5. Finance Act, 1927, Section 55; c¢f. P.F. Sinonson, The Law Relatir to the
Recongtruction and Amalramation of Joint Stock Ccrmonies, Srd ed., 1919, ci. 53
2. Mond, "ational Szavinzs, Profits and Doublce Toxation''y in his Industie
Politica, 1927. Although ctamp and capital dutics could amount to ags nuch as
050,000 in a very large merger (Bunbury, 1.C.I., p. 50) znd lauyers andc
accountants stressed the advantaﬁﬁ of the concescion accorded (e.b. A. Cutrforth,
Loemtenmetion ucn,nwj 2ré ed., 1930, 3. 51-2; [Coiwyn] Committee ou liational
ot and Taxatlon, .linutes ol Evidoac:, 1927, ¢ 7636) it did not produce a
flood oi mergers, partlJ becauvse 1t was very rigidly defined and some mergers
5t11l failed to qualify, see R.W. lLoon, .rn-lzarzilcns ond Tekeover Bids, 2nd eG.,

?960, ch. k4.

A
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Sut felt that bunicers rathor thiun the ooverancnt were the crnpronrsiate agency
Voot e e 3 c.
to Liing pressure to Liur on

.,,‘1.;,,4.«"7: FE
mla U D VL L Vi @

Tl e vy s - . RSO dm o e K R a PR . - S e e e [ .
dovey ©othe politicil proonur. for rationslirolion wio loeadlic s aconevhcerce

even il only 1o« indircee woy. Lontern llormon v vec oank of Inrsland vicwad
1t willh dnercasing alarm wid was purcicularly anxiows to n.ua ofl any attempt

m Red T

iraac Focilities Act for the purnose of providing goverrment

support ror mersors. He nogvencd Lo aogurce tue sovernment that adeg

4 . M
CO rcnew the

cr
o

iinonce would Lo availiblic privately Jor woroiwille cxalpamation schemes in
the basic indusirics and beraa tollis with ke Leanvs to cenvass tnlis oo

“ne assurances fell cn willing ears, and the soverancat was grateful to licrman

BN R AT s o g S e o e L PR e R S N R

Lo TLAANS Tae duracn oI IOTCLAl LCIIlrs on ricincCiicant inausiriallsts in Thc
~ ~S L e St s e A o P e D T e

steel and cofton inductirics oul of the Joverizent's Lowills anc cutting it into

tae ncnds of the bonks. Churchill, then Chancellor, used llorman's assurances

in nis 1929 budget crecca to nip crificicm ia the bud,5 and his Labour
succcusors, suowden and Lhomas, were abie to develos tais wpproach whea
Lornia anmounced tiae Jormation, by a concortium o bonxs with Saak of In-land
cackinz, of the Lcunkers'! Industric. Develcepnent Comnoaye.

The Labour government of 1929 to 7937 did aot, of course, entirely share
the ideological aversion ol its polivical opronentc to the beliel that sovern-
ment declsions couid be superior to private ones, yet, with ministers of a
deenly consérvavive insitinct on praciical matters, and with sugporterss who

feared that raticnaliscation wight croute wic. loyment, it went little furincr

-
~l

1o Moo 'in Evidence, q 41113 Lucasz, industrial Reconziruction, p. 139.

. 4 {ile of J.H. Thomas, vic inherited this policy in 1929 (BT/S6/14, CIA/
21) states that his nrcdecessors Yazd in nind an acaptation of the Trade
acililties ncis to stimulate amalgaration and reorgcnisation''. It cannot

nave advanced very far. The Trude Facilities lict Loapzed in 7927. For examples
of the opposition to renewal, see Baldwin Pavers, v. 30, D. 13 and on

- » - - - - — &)
Lormiaat

s views see Sir Icary Clay, Loro woo o, 2957, che Ce

%, 227 H.C.Teb. 5s., col. 58.

L, Tor waich see pp. 113-L4,below
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than its predecessors. The view that the Board of Trade should take over
B.I.D.C's functions in order to play a more effective role in merger promotion
was rejected1 though there was some pressure on the government to consider a
more active role in industrial reorgahisation.2 Instead Sir Horace Wilson,
acting as Chief Industrial Adviser, was charged Qith monitoring the progress
of rationalisation in various industries and with stimulating discussions be-
tween industrialists in which he was to attempt, by the use of moral suasion,
to induce them to merge.3 Without the financial powers which gave the later
Industrial Reorganisation Corporation its leverage, his initiatives came to
little. Given the government's parliamentary minority it was obvious, as the
Economist pointed out, that hints of compulsory amalgamation if voluntarism
failed were mere empty 1:hread:s.l+

The fall of the Labour Government in 1931, and the world economic crisis
of that year brought the adoption of the "great policy" of protection in 1932.
At different{ times, it h;s been variously argued that mergers are enc;uraged
both by the reduction and by the increase of tariffs. The admission of foreign
competition is on the one hand likely to stimulate mergers which seek to reduce

5

domestic competition or to gain access to economies of scale” while, on the
other hand, the limitation of foreign competition by a tariff is likely to

enhance the profits of organising the home market monopolistically6 and the

1. BT/56/37, Board of Trade comments on the Mosley Memorandum.
2. BT/56/14, C.I.A./E/551, C.1.A./621; Simch Papers, M/11/16/46.

3. See e.g. BT/S56/43; BT/56/37. In a sense these talks were merely an insti-
tutionalisation by a Labour government of a process which Conservative govern-
ments had been able to carry out more informally because of the personal net-
works of business contacts possessed by men of their social class, see Lord
Chandos, Memoirs, 1962, p. 125; Reader, I.C.I., pp. 251, 447; A.G. Whyte,
Forty Years of Electrical Progress, 1930, p. 93.

L4, Economist, 25 April 1931, p. 885.

5. W.A.5. Hewins, Trade in the Balance, 1924, p. 67; see also Church,
Kenricks, pe 170.

6. H. Levy, Monopoly and Competition, 1911, ppe. 190 308; [Balfour] Committee
on Industry and Trade, Factors in Commercial and Industrial Efficiency, 1927,
pe 70; Macmillan Evidence, q 4041,
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s

cutting off of foreipgn raw mcicri-lo Loy stinulate vertical acqui:itioas.'
The action of the toriff was, tacn, cownliz, but thoerce i no indicotion tnas
it was large. The fact that merjers were at an vnvcuslly low level dn ihe
years dmmedlately following the imposition of a gencral toriff in 1922 onould
not Lo taken as an indication tuat who nopative ollccse of terilis were
strongly opcrative for the low lovel can be caitisfactorily cxrnlainca 1a other
WaYSa Sariffs were important, aowever, in their elfcct on the poyeaololy of
interventioniem, for, tirough thue Isport Dutics idvicory Committice, more posi-
tive povernment procsure on industry was legitimised. In the steel industry,

in particular, the I.D.4.C. woo atle, throush moral suasion and the thrcat of

caucing the level oI torifil proteciion, te encourape restrictive agreements

meined a cautious onc and tic more

AAVCATUrOouS SCLCHcs oY TeorSoililction wire Saclved s tne commitice trod tae

now sround of goverament usurpution of enreproncuricl decigsicammiing powers

&

WOrilYe Whilst the I.DJAWGC. cortanly played a vort in Moreakdng down

wl

individualionm anc cducating ctusincoonon in maay indusirics to work together

N .
S A,

EEpR R e a Sl e N men AT o Ll Ty S mm .
Lazncashire cotton velvet industly, or eXanpic, wae L.0.a.C., cespite Its

threat oi withdrowel of cduty, was no wmore successful in persuading industrial

ists to agree to mergzers than Sir Zoroce Wiloon nad becn in 195357.

1. rinchinton, Tinvplate Indusirr, ». 199.

2. Pp.q7h-c6, Dbelow.

2. ZLucas, ndustrial
aline and Indvetrisl Eece
faniin, A Eistorr of the Eriulsh Steel I ;::qy, Oxford, 1,02, part V.

/

5. Tvide, pp. 125-30. They cid, aowever, by threatening withcdrawal ol a
caln whe adoption of a price agreexmcat: asain a substitute rataer than a
complement to merger.
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Though the Hational Coverancut maintaiacd the policy of 4ellts with irndus-
trialists on mergers which Lad teen initictod Ly odts Lobour p:caccc::ors1 and
even citended this policy through the I.D.A.C., it conlinucd Lo ¢sghow usduc

dictution to privatve entorprice. Wolbtor Zuncinon, 4he ..ow Zrosicont of &

. e
4
Board of Trade, wand Leslic dowe-Selilh, hic poolloncatury scerciary, worc not

enthiascicsts for goveranment intervention and Juncliman was zincore when he told

the Eritish Bankers' Asscociction ian 1934 that he would reoist the vressure on

N

him for more intervestion, addiang thal:
we may easily cxoogerate the importance of were size, and thcre are not
wanting sio that in quartcrs the limits to clze have already
becn rcachcie..e Tho truta is trhat in thcse Goys we nave rather unler-
esilmuced the value of coupetition.

competition e.. that we cal .o n‘;bc“veathe nrospe

prezervetion of
ity of our great

.
H
ot
I,_l
[0}
o

rg o

commercial wnd industrial orocaisccicas.

L

e views of planniny pressure groups cad of interveniionist busincssmen like
lHarold lacmillan mey have hafmoniacd witn the collectivist stircalc in Tory
philosophyj but thneir inlluence on soverament pelicy was minimal. In so ZTar
as it was successiul, it led not so much to mcroer as to restrictionis
scheucs waich, lile voluntary restrictive practices, were an alternative to
Soer ratier than & stimuwluse Lvisn thesc Ioil largely in the agriculiural

>

m A 2 L m LA I S, P A flenn™ AT . R H
&G mMIning i1rnCustTILes waere CLEy WIICG Le.v TO LT oa ‘me.ancaoly RCCCQS‘_’:}[ .

K .- 2o = S P e SRV U N temmn [N + S am Dy
The major cxceptions in manufactiring industry were in the steel incustir
<

wvhere 1.D.A.C. promoted reotrictions, and in the cotton industry where, aflter

t.  Sir Herace Wilson (inteorvicw, 28 Suly 195Y) poinis out that 42 and Sir
Zzoncrd Drewitt coatinucd to v1;1t industriciicis to draw their cotention to
the facilities ofiercd bty baniis, «ad lisised woeckly witn Charles Sruce-
Gordner of B.I.D.C.

2. Speech, 9 Muy 193k, rcported in Tizos, 10 oy, 1934, p. 10.

3. S.... Beer, Modern British Politics,

L, I have been able to trace only cane coce of a
zhe 1930s, the unification o 6 beet cu

~itish Sugar Corporation. The ~overnacnt
subsidies to beet growers and tais motivate
tre Sugar Industry (Reorgcanisation) lLct, 1938,

wnnies to form the
y 1rvolved flnancially in
-

. 266 I.C. Deb., 5s., cols. 1077-70
5 L£.L. Deo
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a decade of private ciperimentation with schuiws for control of capacity, &

N
o

government finally gave legislative sancticn to o lovy Zor the ccrapping of

. 1 . . . \ . .
spindles. The extension of such scheaes Ly a ;- aers) cnabling bi

"gelf-sovernment of dndusisy® wos cinveoosod By wohehelu'o Industrial Dtor -

n
sation League and by Political wad Zconanic Plunnis ™ out facusiricd o .c

v PRSI GNPV
could themcelves not agree that the U111l was desirablce” end 1its apnroaci Wil
in fact totally rejectcd by the overmment. e llational Governnment PSS

predececsors, saw its role ac rouoving minor cbstacles in the way of volun-

P
. e 5 e )
tarist initiative,” raticr thon oo one ol zetive invoivenmcnt in restrict

o

or thc promotion ol monulacturinT ner

> S2T5G e
Yetl it was incvitable that sovernment, cccusyins as it aid the positic.
of the largest consumer in the cconony, should nave zad some influence over

tac competitive conditions in ditc curnirins incustrics. Contracting moinoul

- - s S O T ~ e - J O T IV, BN .
in the services Love Looin sold Lo cacoura e Tin(s &nG monopoly as a counsi-
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‘cation) Act, 19306. A furiner act in 1939
tion in tne cottea lncustry but was never fully Lo-
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%« Coates ocnd Milchcuel of I.C.T. sunsorted tace bilil but a reprosiaict
organication
cormenaed

£ large wusincooes such as e LWLl could not agree end re-

ezd the use oI VoT:nt;“y restritiive coreements.  In tae steed
1isz : Cofj roorocnisation, but the majoeri
ary co-oncration. See also 5.V

txuh Indvsory, Chicazo, 937, 5.

Teb. lv_)o, Pe 297’

L&, Tre¢ cabinet nover seriously cntercaincd the suzzestion, which they Telt
hyrould tave thne cifc of checxing locugtrial ente:n;l e and deve uMent”
o )

c a
(CLE/77/25, discuscicn of lir. Xolson's motion). Sce aiso u;/U“/ 1555,

—~ - T
e L.g Ll el COA.v\/uu.x_O

:u“ued Lo volunitery scacmes of capacity restric-
“ion in Ta¢ Iinance Act, -

6. Only in thco war did the government zive more oolid statutory sanciion 1o

nmany private restriciive ozreencats, sge DX, AldcroZt FGovernuent Control

see
and the Origin of H_ooirictive Trode Praciices in Sritadin', Account-ri st
Yoo, WIVIL 1902,

?

vJ
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s 1 .
quence of monopsonistic power. fiowever, thc co-operution botween munilion

manufacturers which had becn directly encournsed “urins the war had corcly
involved merger” and the goverament in the 70205 rofus-d to comnit iiself to

7
Tincncing the amalgamation ol its wirsils cun-licr: to form Viciers-irisir.. = .”

P
v

The dircct effect of military contractineg or mer

e . - SV~ AeTe e i
oS Lnpe s Liely, taon, L.

nave been gcmall. NevertholcoLs Joveriacat QOpalwacfioi Gol SCACLINGS reeo, Lise
the benefits of rationalisation: the Genercl Post Office tried to reducc
costs by inducing six of the twelve firus wiich supplicd cables to leave thce

L

industry, by merger or otherwisc.
There remains a wholc renze of possitle indircet effccic of EOVeInIitoy
policies wnich were not explicitly aiucd to affect werpers vut waich had sons

influence on cvhexm. Lbove all the tax laws creas

J

2 -7 - D a - a 1 P L ey,
G PDUTCL ZLNCnLCLaL alVLlLCLTes

(‘)

for mergers, stisulating fomlly Jirms to scll out to quoted competitors and

taus contrivuting a cteody triciile to the stircom of interwar merrers > Other
[99)

e

SRANS werc mited only by the ingonuisy of to lawycers: for cxample, com-

penies wilth accunulatod tax losses werce touzat in ordcr to oflset their losses
against the profits ol the acquiring company- sati-vollution laws are suid

b - ~

rocr Uy proviaing a legal tasis or monopoly control of

weter supplics in the cloth Iinishing traces,’ anc soverament regulations in
te R.C. Trebilcock, "& 'Suecial Relaticnsai: bowickaitatcre Hear ALSRT and

the Cordite rlras!,

liTnductrial Kcorgonisatior

BT/56/37,

2. CT.i.me Lloyd, Exzcriments in State Conz-:!, Culord, 1524, p. 351.

%. Scotit, Vickers, p. 165.

-

. ., Cavles, p. 40; o 2ars o

Al*c“ﬁ*t Inaustry 1913-24%, 1909, Pp. Lj)— for the Tailure to
adopt such a policy in aixr procurcnunt. On Government purcihasing g

see J.VW. Grove, Government and Inductry in Britain, 19629 ch. 19.

v)(')
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2. co=7, belov.
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.

5. Committee on Trusts, Z: orv, anpondixz by J. dilton, 5. 207 M.C.y oiizel
z=3 Industrial Gezcz, pe 7=e

7. MacGregor, Incustri:zl Tombination, p. 126; ¥.C., Calico Pririin-~
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the cpirits trade are caid to have had a similar cllcct. CGurcraily, the rnocd
‘o . . .- - . o s z
to deal with governuent paperworii may idcriuse TG Htinum oize of Civr. S

it is nhard to believe that such factors hod rmorc thsa a vory vorpianl Lnfluns

FOSRVRVE PP

on industrizl development.

Vg Ny e N 3 TN ey e ~ e - . 3 -~ -
Laus overasent policy apncars to Love hod oo stron

stimulating or in preventing mergers. Tnils, we have ergaed, ic expliciile in

\.(, e a
terms of the ideolery and motivaticns of the governments of the day. Theyry

[RIPNER N, (RN S — e
COCLTD CONNL v.liT TO &a Cap.‘_ Cle 15T SJSIA,‘.‘

L — -— ~. o IS
were for tiic most wort more corioian ol

o~ T e s Bl B I
as ar as nocsitle free of state favorvo-—

Ziuents at VWorcester in 1927 that Yo cac re

i

w2oe dncustrial problems taen dircctly out ol the hoads of politicicis, who

. oy . i . D . e e
nave never been 1t to Landle then it was notbt mere political rnctoric out a

IR 4 U A~ A s g e = - S mea e PR L N [ RS ELPA -
seauince statenient ol hic personas preference, aad (mziing cn ellowance Zor the
L T~ - iy o A -~ -~ v N el B e e T R e T Sl i — 3 - e, -
Talse modesty aprropriate to such gatncrinzs) aa imvortant sirain of Concorva-—
= Lo tes ~ e e R < - - e em T S R Y ST AR

cLve p.LJ.I-lno, WLACO u.u‘_\“,_/ o [LLS NLNLSoClSS SLATCW and wolcn ma:ny oL TLeLY

cupporters felt vect cerved the intercsts of private capital. In these years

5 - ~— PR P | e L [ T A - LA -
it was not thne icdeal of cu LOCTLULOn DUT TLe Ll X S5 -Talre - &

e 7 m pfml Am e Paam oaer Demw Y - —mem o nral U -
l-Zr-~_n=" .7z which wmeant Iireelci irom eniorced Ler Ser as well as Ireedom from

cnforced competition - which triumzned. I ministers were veing forced by

circumstances into a more forwara ianterventlionist policy in some spheres, many

- - N

- . -~ JORE . R, ERET PR B —n - - fatma e e mee D
of thcn reraineca detersinced To limit 1t anc in The case oI n Toer AL LOLLILCe

. : Ly A o e
CuUring 1nd uStu.J LLZY o owere ,\._A.J SUCCCEZ3S1lUde

hy TR [

Since we nave not atcempted to cuantily the impact, positive and negative,

intentional and unintended, of goverament policy on merjers,we are not atle to

1. ovely and Little, Corcentration in 2ritish Industi~, L. 139.
9 ]

A~ 3 m PR PR, e e~ n N oy
2. oDuwards and Yownsend, Bugliness Entivnrise, De 109.

Se wcported L Thc (U Tanno. LowR, 7 odan.
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prescnt a balance sheet or itc net cifects. Two conclusicrs do, however,
clearly cacrpge. It appears unlikely that thce action of [overnment wes &
systematic variable in the cyclical fluctuations of merger activity: nuch
impact -5 it had was mo.c likely to Le omall and Gillusc. Similarly it :s
implausible that it was responsible Lor £ oli. iu] i 24CTEASE A6 Lng Lovil
of industrial concentratica through ncopur;  indocd L% moy, throush tac
toleratvion of cartels, have reduced tac level of merger activity. Such

uctuations in merger activity and chonges in incdusirial concentration as
did occur were more obviously the result of businessmen's cecisions to ian-
vest internally or to merge, taken in response to thc signals ol the morict
and thc quest for private profit, than of Joverancnt intervo il

Now these conclusions may appéar to conilict witn the coavention.l latoer-

pretation of the period as one of willing, cxucnsive and increusing povoraiont
intervention in the cconony. Fortiy this laterpretulion arose becuvce ou Loc
tendency of hisltorianc and otilcss Lo vicw Uhe lmportance o4 a goverameant's
policy as a pocitive function oI toc anowit o naperwori and speeches wilich

it generated, evidence wihich is more roucily available then that in private

"

busincss archives. It is necczoary to examine such evidence careluily to
climinate examples of failled attempis to Lncrcace the nunver of mergers, of
policy Iwnbling arnd of feints Ly thc government desiganed to mislead critics

of their lack of policy into believing that sometning was in fact being done.

o

N

Contemporaries were, as we have seen, CxXir m»ly sensitive to the extension of

[0}

cl
jay
(o}
b3
O

the state and 1t was a shori but plausidvle step for free

pichee)

0]

marsetecrs whno dislired monopoly to cssert that it arose Jor political zoc
S R . P . S .
economic reascnse Zven moderate orgens oi oninion such as the kconomist,

which recognised the undesirability of tne extreme laisscz-faire position in

the conditions of modern incdustry, became convinced by tae late 1930s that in

Robbins, The Great Devrsssion. 1934; and his Economic Basis of Class
“t, pp. 50-51.
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many fields the government had jonc too far.1 In the postwar pericd, ihen,

it was natural for cconomists and others Lo look back to this period ong cocds
Justification for the campaipn to sccurc an antitrust policy by brandin~ thec
the government itself as the cause of the ills of increased concentrasios.
Some antitrust campaigners believed, quite incorrectly, that the governrzeat

had been a pliant tool in the hoads of manufacturers seeking legislative

. 2 . .
canctions for mergers. This approach nas been strengthened by the interpre

“ FAT ey

tive contribution of Marxist hictorians, who, wiching to establish the autual

N '
{

support of private capital and the boursgcois statc, wrcsented increascd con-
centration as "almost invarially fostered by a benevolent government“.3

The purpose of this chaptcr is not to ccoiiy the correctiness of thcce
views on government action over much of the econcnye. .ad we been COnCirich
wita public utilities, trrnocpori, mining or agriculture our conclusions nisnt
well have coincided for therce was an incrcasing coumitment of rfoverrniiconi
finance and legislative cupporc to procuccrs in thicse industries, wiiosce speclal
economic characteristics or stratezic ingoricnce dictated government involve-

i

ment. In the case of manulacturing industry, however, it wa
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mitted Ty even tne most ardent Irec marketcers that they had litile e¢vidernce

g

of povernment involvement” and tae Zcononis®t, wallst criticising proposals for

-

legizlative support for cartcls in some moniuiactiuriags industries, even argucc

that stronger cicacurcs of compulsory amalgamaticon were reguired. Thus, whilct

i« Compvare the adverse comnenis n Ealdwin‘é cxorene lals
Tooncrist, 12 Jen. 1929, p. 47) with the articles on Y“Ihne New Feudoclicn®
i 2 April, 1938, pp. 2-3) and Y"The Cartelisation of Inzlarnd' (ibid.,

, Pe 107.

and Emnirc

?3construction?
Cf. MacGreoor,
ritizh and Amcricen

5« =Rovbins, nconciic Basis of Class Cov

6. Zconcmict, 8 March 1939, p. 552.
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it is true that many members of the governments of the day approved of irc
tendency to merger and monopoly, policy wac throughout the pericd remarxably
noncommital. However, one clement in the contrast between tne view here nd-
vanced and tho conveontltional vicw haos 1ts orlpin avither dn the hictoricol
persnective nor in the exclusive focus on manufacturing, but in the ifuilurc
in postwar discussions of the growth of economic concentration to dioiinaw.n
vetween the effects of the toleration of restrictive practices and of noriscr.
If we are right in our view of this then the toleration of restrictive prac-

tices, strengthened in the 1930s by positive controls in industries such as

steel and cotton, may, by providing a form of behaviocur alternative to merzor,

have decreased the actual rate of merger below the potential rate in tacze

years.
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Chapter Five

THE DEVELORMENT OF THE CAPITAL MamiZ?
.. the notable deficiency of statistical material of o definitive
charucter

(A.P.L. Gordon, "The Capital Murket of Today', J.Z.0.
N.S. CII, 1939, p. 501)

<
]

Ync explanations of mergers allcged in the literature often depend,
directly or indirectly, on factors operating through the stock market or the
capital market. One of the economies of large-scale operation is cheap access
to finance through the new issue market, which is normally not available to
swall companies. The ability of some companies to raise finance when ciner
cannot,which may arise fro@ imperfections in the capital market,lies beinina
the possibility, through various forus of predatory behaviour, of forcing com-
pctitors to sell out. The fact that titles to assets are reucily saleable in
the stock market has also been sccn as an important ianfluence on mergers. The
growth of the influence of the stocx market may. by spreading share ownership,
facilitate a takeover raid which joes against the wishes of the directors.

AZaln, imperfections in the stock marxket, particularly those of an informational
kind, may undervalue some companics thus providing a profitable opportunity for
acguisition to a highly valued company. The purpose of this chapter and of the
next one is to analyse in detail those aspecis of the financial environment of
Britisn business which might have influenced merger activity. Though the British
Stock Exchange provided one of the most advanced financial markets in the world,
little research was carried out in the interwar years into its operation, and
there are no satisfactory quantitative studies. The present analysis is not
therefore in the modern tradition of econometric testing of financial merger
theories, but must rather be a reconstruction from institutional studies and
case histories of the general nature of the effects rather than of their precise
relative importance. Some statistical data on the relation between mergers and

stock exchange prices will be developed and prescited in chapter 10,
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The main contours of the change in the position of the organised stock mar-
ket in the finance and control of manufacturing industry are relatively clear.
Inspection of the "Commercial and Industrial®, "Breweries and Distillerics! cnu
""Iron Coal and Stecl" sections 6f the Stock Exchange Official List ~ that is,

broadly, domestic industry and trade - reveals a steep rise in the nominal value

of the companies quoted on the London Stock Exchange, as Table 5.7 shows.

Table 5.1

LONDON STOCK EXCHANGE: NOMINAL VALUZ OF QUOTED SE(.':URIT'.[E‘S’l
(in £ millions)

1593 1913 1520 1932 1945 105D
Breweries and 52.1 103.8  120.8 188.0 242.0 561.8
Distilleries
Iron, Coal, Steel 15.4 229.8  413.1  370.0 312.3% 563.0
and Copper
Commercial and 93.3% L38.6  669.2 1215.7 1629.5 5930.1
Industrial
Total 160.8 872.2 1203.1 1773.7 2284.8  73L4.9

Source: E.V. Morgan and W.A. Thomas, The Stock Excharn~e 1962, pp. 280-281.

The trend in nominal values is, of course, a poor indicator of the change in
real values of the assets represented by these securities and there are un-
doubtedly large changes in the market value of quoted companies which are not
reflected in the par value figures of Table 5.ﬂ2 but the expanding role of the
London Stock Exchange is nevertheless unmistakeable.

Some of this expansion of the metropolitan Stock Exchange was at the ex-

1. Supplementary List securities are excluded. This understates the interwar
growth of nominal values, e.g. in 1939 the nominal value of similar securities
in the Supplementary List was £460m. compared with £1,800m. in the Official
List.

2. Though in so far as these resulted in scrip issues, or the writing down of
capital (e.g. in iron, coal and steel between the wars) they are reflected in
the table.
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bense of the provincial stock exchanges which, before 1914, “were almost of
greater importance in relation to home securities than London".1 Although
they remained strong and locally important throughout the interwar years, the
provincial exchanges gradually ceded an increasing proportion of their business
to London as more provincially quoted firms also sought a London quotation.
When the provincial exchanges handled new issues, moreover, they increasingly
did so in conjunction with the London market.2 Many of the new issues in
London represented in the Table, however, were companies which had forumerly
been entirely without a quotation on any stock exchange. Although much of the
increased value is accounted for by newly issued stock of companies already
quoted in London, the importance of new and formerly provincially quoted comi-
panies in the expansion of London's influence is suggested by the rise in the
total number of quoted companies. Hart and Prais found only 60 such firms in
domestic manufacturing and distribution in 1885 (a large proportion of them in
!

the brewing industry), but the number rose to 569 in 1907, 719 in 1924, 1,712
in 1939 and by 1950 had reached 2,061.°

Behind these figures, lie important and continuing changes in the struc-
ture of financial flows in the economy. In mid-Victorian England the majority
of manufacturing firms were small, and, given low tax rates, their capital re-
quirements could often be met by the ploughback of profits or by calls on the

family and a circle of close associates. Local finance from bankers, neighbours,

1. Quoted from G.H. Phillips, Phillin's Investors Annual, 18387, in J.B.
Jefferys, "Trends in Business Orgjanisation in Great Britain since 1856", ri..D.
thesis, London, 1938, p. 340; see also . Lavington, Tnc bnrlish Capital
Market, 1921, p. 203; A.K. Cairncross, Home and Forei n Iavestment 157C-1915,
Cambridge, 1953, pp. 95-102; M. BEdelstein, Y“"Rigidity and Bias in the
British Capital Market, 1870-1913", in D.N. McCloskey, ed., Essays on a Mature
Economy: Britain After 1840, 1971.

>. A.T.K. Grant, A Study of the Postwar Capital Market, 1937, p. 223; F.Z.
Armstrong, The Book of the Stock Exchange, 1934, ch. .

3, P.E. Hart and $.J. Prais, "The Analysis of Business Concentration: =
Statistical Approach", J.R.S.S., ser. i, CXIX, 1956, p. 154. The 1939 figure
relates to firms in the Official and Supplementary Lists combined, the 1950
figure excludes iron, coal and steel companies because of nationalisation.
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customers and suppliers could also be called upon if expansion was rapid, but
capital requirements were rarely large enough to justify a stock exchange issue.
The nineteenth century debate on limited liability and the joint stock company
stressed its managerial and contractual weaknesses, and there was initially no
widespread expectation that it would prove cither a popular or a successful

form of organisation. The adoption of the limited liability form of organisa-
tion was thus a slow pr‘ocess.’l This situation began to be transformed with the
development of company promotions through local bankers, stockbrokers %nd
solicitors on' the regional stock exchanges2 where local firms were well known
and, from the 1890s onwards, with the rise of a national market for large indus-
trial issues in London. The growth of this market not only facilitated, but was
itself importantly stimulated by, the flotation of shares in the large amalgama-
tions of that decade.3 From their beginnings in previous decades in sectors such
as railways, the stock markets now proceeded to channel small, but increasing,
supplies of capital to manufacturing industry. Local private supplies of finance
were thus increasingly constrained as investors realised that the securities
quoted on the London and provincial exchanges could offer greater marketability,
diversification of risks, and sometimes a higher rate of return than local in-
vestments. As this demand for shares increased, industrialists themselves (and
especially those who, given the increasing demands of large scale industry, had
heavy capital requirements) more often looked towards the organised capital mar-

kets for finance. The process was, however, a.gradual one. The traditional

1. See e.g.y H.A. Shannon, '"The Coming of General Limited Liability"™, Economic
History, II, 1937; Cairncross, loc.cit.; A.R. Hall, "A Note on the English
Capital Market as a Source of Funds for Home Investment before 19141, Economica,
N.5. XXIV, 1957; and the debate between Cairncross and Hall in Economica,

N.S. XXV, 1958; Jefferys, op.cit.; Clapham, Economic History of Modern Britain,
V. 2y P 179.

2. Between 1873 and 1912 the number of provincial stock exchanges doubled, see
Edelstein, "Rigidity and Bias in the Capital Market", p. 89.

3. Macrosty. Trust Movement in British Industry, passim.
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private sources of finance did not entirely dry up,1 and the reinvestment of
profits remained (as it still remains) the dominant source of finance for in-
vestment in home industry and commerce. It was estimated that in 1924 some
four-fifths of investment was internally financed.2 Small firms naturally re-
lied heavily on this form of finance, though a few of the larger quoted firms

already financed the greater part of their new investment through the capital

3

market.

Rationalisers were especially quick to point to the unquoted family firm
as exhibiting an irrational unwillingness to merge, lack of enterprise and
inadequate profit motivation. There is much evidence that this was often the
case and that it was also a factor limiting the growth of the quoted sector.
Kenricks, the Midlands hardware firm, ignored the recommendation of their
management consultants,Peat Marwick and Mitchell, that they should merge,

deciding "that it was a very good report but that no action should be

1. D. Finnie, Finding Capital for Business, 1931; 'How New Industries Grow",
Planning, no. 68, Feb. 1936. For the survival of the role of joint stock
banks in providing capital for industry, see e.g., Grant, Postwar Capital Mar-
ket, pp. 184-9; Lavington, op.cit., p. 143; Macmillan Evidence, q 6393.

2. H. Clay, "The Financing of Industrial Enterprise", Trans. Manchester Stat.
Soc., 1931-2, pp. 213-5. The estimate, which is based on W.H. Coates' evidence
to the Colwyn Committee, is only a very approximate indicator. H.W, Richardon's
assertion (Economic Recovery in Britain 1932-39, 1967, p. 149, but cf. idem.,
p. 201) that in the interwar years new issues were a more important souce of
funds than either before or since is problemapical, for the historical data on
the flow of funds is obscure. TFor a review of some of the problems see P.E.
Hart, Studies in Profit, Business Saving and Investment in the United Kingdom
1920-1962, v. 1, 1965; R.F. Henderson, The New Issue Market, 1951, pp. 23-41,
and appendix A; for the pre 1914-period, see Lavington, op,cit., pp. 205-6,
277, 280-1 and the debate between Cairncross and Hall in Economica, 1957 and
1958; for the post-war period, see B. Tew and R.F. Henderson, eds., Studies in
Company Finance 1949-195%, Cambridge, 1959; and "Income and Finance of Quoted
Companies 1949-1960", Economic Trends, no. 102, April 1962.

%. E. Nevin, The Mechanism of Cheap Money: A Study of British Monetary Policy
19%1-39, Cardiff, 1955, pp. 2L6-&. In a sample of 50 companies, new issues
accounted for three times the funds provided by retained profits. The result
is unrepresentative of quoted companies as a whole in that it is drawn from
companies known to be using the capital market and is also biased by the exclu-
sion of depreciation funds. Cf. "How Companies Finance Recovery", Economist,

9 Jan. 1937, pp. 71-72. * —_—
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taken", and with friendly bankers they were able to survive a period of low
profitability without either merging, or going public.1 Such businesses
especially disliked the pfospect of being exposed to the scrutiny of the pub-
lic and of financiers.a As un accountant involved with mergers commented:

Men who have been accustomed to personal domination almost amounting to
dictatorship in their own businesses, do not take kindly to a change of
circumstances whereunder they merely become members of a Board of
Directors, and may find themselves subject ... to the control of others.3

The capitalist market ethic inherited by such businessmen stressed individualist
competition, rather than mutuality, in the conduct of interfirm relations; the
moral foundations of capitalist entrepreneurship implied that the individual's
character and skill determined relative rewards.q Their "individualism" is

hardly surprising in view of this ideological background. Florence well summed
up its implications:

What it actually means is, that they prefer power over their own little
works to having a small share, with possibly very little power, in a
large amalgamation. Secondly, they rather enjoy, as far as I can make
out from talking with them and listening to them, the little game of
competition; they love the secrecy of private enterprise and the sense
of playing for a side; it is possibly a very British instinct; and
they feel there is more zest in fighting against a rival than in com-
bining with him. Thirdly, they like the feeling of running a little
property; it is rather a petit bourgeois point of view, but after all,
men in the Wool Industry or, say the Brass Industry are petit bourgeois
and have been since the middle of the Victorian era in England. Finally,
the most important reason for their wishing to cling on to their own
little business is the feudal idea of handing it on to their family.5

For such men - and they were represented in large areas of British industry - an
increased autonomy from competitive forces in the product market, and an improved

access to capital, both of which could become available in an enlarged quoted

(

1. Church, Kenricks in Hardware, p. 213; and see also pp. 216-7, 247-8, 321,
329; cf. R.E. Wilson, 200 Precious Metal Years: A History of the Shefficld
Smelting Company Ltd., 1760-1960, 1960, pp. 207-5.

2. Mr. and Mrs., F.H. Crittall, Eifty Years of Work and Play, 1934, . 162;
Macmillan Evidence, qq 6368ff; Minchinton, Tinplate Industry, p. 106,

3. Cutforth, Methods of Amalgamation, p. 17; see also MacGregor, Industrial
Combination, p. 63; J. Ryan, '"Problems of Rationalisation", E.J., XLI, 1931,

P-35-
L, Cf. report of speech by Keens in Economist, 21 May 1927, p.1069.

5. P.S. Florence in "Problems of Rationalisation", E.J., XL, 1930, p. 365.
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firm were but poor substitutes for the more personal autonomy and command
relationships in the individual firm.

However, there were a number of pressures which motivated family firms
to accept flotation in a consolidation, or acquisition by a quoted company.1
Of these perhaps the strongest was the threat of disruption of the family
succession by the death of the managerial heir or by taxation. Sons - if
sons there were - were not always able or willing to continue in the footsteps
of the father, and the fqmily firm could often as easily be reconcileg to an
outright sale of control as to the alternative of employing professional
managers from outside. A commonly stated reason for seeking a quotation or
acquisition by another company was a desire to guarantee management succession,2
a problem which wasarising in starker form because of the many deaths of

3

potential family managers in the war- ?his expedient was especially valuable
when there was also a need to raise cash to pay death duties (a concatenation
of family misfortunes which in the nature of things were frequently concurrent).
Although the Colwyn Committee found that only a small number of estates con-
tained insufficient non-~trade éésets to pay this duty, it is clear that it was
often considered an advantage of merger even where it was not the sole cause.
Pressure on small firms to merge could also come from the predatory behaviour

of quoted competitors. By threatening local firms with competitive elimination

through price reductions a public company with superior access to capital (and

1. A large private company requiring access to the capital market could be
floated independently, without a merger occurring, but small firms often chose
the merger path to a quotation because of economies of scale in the capital
market, see pp. 87-9, below.

2. B.g. J.R. Allan, ed., Crombies of Grandholm and Cothal 1805-1960, Aberdeen,
1961, p. 122; M.C., Fertilisers, p. 237; B. Newman, 100 Years of a Good
Company [Ruston and Hornsbyl], 1957, pp. 95-7.

%. Macmillan Evidence, q 3704,

L, Committee on National Debt and Taxation, Report, appendix 20; J.A.
Crabtree, "Structure and Organisation of the Individual Business'", British
Manapgement Review, v. 1, Jan-Mar. 1936; H.A. Silverman, Taxation, its Inci~
dence and Effect, 1931, p. 207.
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thus more staying power in a competitive struggle) may persuade a family firm
to abandon the risk and sell out on favourable terms. The classic case here
is provided by the early United States Standard 0il mergers.1 There were
occasional examples in interwar Britain - in particular the press barons were
accused of using this threat as a means of eliminating competition in the
provincial newspaper world ~ but its incidence was rare and probably
exaggerated.2

Even where such difficulties were not presented to the family firm, the
differential taxation of incomes created an opportunity for gains from selling
out.3 Given the tax differential, a family firm whose owners were paying super
tax had an incentive to convert income into capital gain by capitalising
futur‘eL+ profits in a stock exchange flotation, or, often more conveniently, by
seeking acquisition by another company. The seeking of a quotation or acquisi-
tion might in such cases be stimulated by the additional element of a desire to
realise capital, whether for spending or for risk spreading, either or both of
which might newly figure among family goals as the controlling generations
change. The shareholders of the acquiring company also benefitted fr?m this
type of arrangement, for since thelr profits were free of super tax, the

assets could be acquired cheaply and this would sometimes result in a bonus

1. J. Moody, The Truth about Trusts, New York, 1904, pp. 109-32; G.J. Stigler,
"Imperfections of the Capital Market", J.P.E., LXXV, 1967, reprinted in his
Organisation of Industry.

2. Lord Camrose (W.E. Berry), British Newspapers and their Controllers, 1947,
p. 17; Royal Commission on the Press, Report, Cmd. 7700, 1949, pp. 67-9; see
also M.C., Industrial and Medical Gases, pp. 21-2, 92.

3. J.A. Kay, "The Taxation of Corporate Income and Capital Gains: a Theoretical
Appraisal", privately circulated, May, 1972, has pointed out that, since capital
gains represent a capitalisation of expected future (taxed) income, there is in
fact no such tax differential. However, there will be an opportunity for gain
from selling to shareholders with lower expected tax rates.

4, The Finance Act, 1922 closed up an obvious loophole in British tax laws
which allowed past profits to be retained by closely held corporations and
subsequently capitalised by sale (see L.H. Seltzer, The Nature and Tax Treat-
ment of Capital Gains and Losses, New York, 1951, p. 260), so that this
incentive to merger was reduced. The capitalisation of future profits by sale
was not, however, affected by them.
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share issue or other form of capital gain.1 Evidence on the extent of such
mergers is both scanty and of a rather indirect kind. An American interview
study found that it was a significant factor in United States mergers of the
194032 and it is a plausible inference that it was also a significant factor
in British mergers.3

Small companies could sometimes be deterred from using the capital market
by the existence of financial economies of scale, especially in transaction
costs. The difficulty of raising by public issue capital in amounts of under
£200,000 - the '"Macmillan Ganp"L'L - was well known and must have inhibited many
small firms from seeking a public issue. However, there were some improvements
in their situation between the wars. William Piercy, who had in the 1920s ad-
vised a company to seek outside capital only at the £250,000 level, could in
the 1930s advise them to start at £100,000 or even, on the provincial exchanges,
at £40,000 or £SO,OOO.5 There was in the 1930s a steady stream of small merger
issues, for example one of only £110,000 - the British Pepper and Spice consoli-

dation of 193% - backed by the British Shareholders' Trust§ Nevertheless the

1. T.E. Gregory, "The British Capital Market Since the War" in Harris Founda-
tion, Foreign Investments, Chicago, 1928, p. 150; cf. [Cohen] Committee on
Company Law Reform, Minutes of Evidence, 26 Nov. 1943, p. 126; 608 H.C. Deb.
55.4 cols. 34-40.

2. J.K. Butters, J. Lintner and W.L. Cary, Effects of Taxation: Corporate
Mergers, Boston, 1951.

3, See, for the rates and effects of capital ,gains tax and income tax diffe-
rentials, W. Brudno and L.D. Hollman, "The Taxation of Capital Gains in the
U.S. and the U.K.", British Tax Review, 1958; A.R. Ilersic, The Taxation of
Capital Gains, 1962; R. Lacks, "Income Tax on Capital Profits", Modern Law
Review, VI, 1943; Seltzer, op.cit.; H.B. Spaulding, The Income Tax in Great
Britain and the United States, 1927.

4, [Macmillan] Committee on Finance and Industry, Report,para L4Ok.

5. W. Piercy, "The Financing of Small Business", British Management Review,
ve 3, no. 1, 1938; see also Nevin, Cheap Money, pp. 224, 321; cf. Henderson,
New Issue Market, p. 139; Macmillan Evidence, qq 9084-5,

6. Investors' Chronicle, 25 Mar. 1933, p. 62k.
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cost of raising such small amounts of capital on the market remained high and
Piercy himself felt that they might better have been handled by a special in-
stitution.1 The basic expenses of issue - prospectuses, advertising and the
professional feoes of accountants, brokers, bankers and solicitors -~ amounted
to five-figure sums and, as they were fixed costs, this could amount to as much
as 20% of the sum raised in a small issue.2 Furthermore, the securities of
small companies were less well-known, less marketable, and more riskyinvest-
ments and were capitalised accordingly.3

Financial economies of scale appear to have loomed large for those entre-
preneurs who perceived that these debt and equity financing advantages could be
added to the less spectacular scale economies of aggregation of inventories and
liquidity and the benefits of cheaper overdrafts and internal banking.q The
existence of such economies could itself induce firms to merge to achieve the
appropriate scale. As Sir Josiah Stamp wrote:

The average small unit will find it difficult to get finance for
rationalisation either cheaply or at all. But in as much as the
agglomeration of such units may be big enough to command public com-

pany finance in London ... the only hope for rationalisation in the5
small unit industries is a further merging on a considerable scale.

1. Piercy later helped to establish the Industrial and Commercial Finance
Corporation to fill this role.

2. Lavington, English Capital Market, pp. 223, 168-9; and also T. Balogh,
Studies in Financial Orpanisation, 1947, pp. 294-7; Henderson, New Issue
Market, chs. 4, 5. Stock Exchange placings and introductions could be cheaper
but were less common and after 1931 were discouraged by the Stock Exchange
Committee, see Balogh, op.cit., pp. 291-2; Henderson, op.cit., pp. 89, 91-4,
120-5, 146-8, 156-61; D. Finnie, Capital Underwriting, 1934, pp. 183-90.

3. Henderson, op.cit., pp. 106-113; Macmillan Evidence, qq 1526-7, 3950;
Nevin, op.cit., pp. 211, 214-5.

4., Lord Melchett, "The Rationalisation of Industry", I.C.I., Mag., April 1927; J.
Stamp, The Relation of Finance to Rationalisation, 1926, p. 5; Grant, Postwar
Capital Market, pp. 186-9; Balogh, Financial Organisation, p. 79; A.E. Musson,
Enterprise in Soap and Chemicals, 1961, p. 297. There is growing evidence in
modern merger studies that the financial economies of merger have been given

less attention than they merit, e.g. J. Kitching ("Why do Mergers Miscarry?",
Harvard Business Review, XLV, Nov-Dec. 1967) found in an interview study that

the synergy from merger was felt to be greater in the financial and organisa-
tional fields than in production economies.

5. Stamp, op.cit., p. 25.
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Firms, whether quoted or not, thus found that by aggregating their separate
demand schedules for capital, they could make new issues to finance investe
ment more cheaply.

The private profitability of a flotation could also be enhanced by the
instability of the expanding demand for shares. As share ownership spread
more widely and control was increasingly divorced from ownership, the way was
opened for serious imperfections of an informational kind to develop. In the
absence of a well-aeveloped financial press and of reliable professional
advice, the shareholder's knowledge of the investments he holds (and,‘g
fortiori, of those he does not hold) is likely to be poor and his decision-
making accordingly inadequate. Furthermore, as individuals seek to counteract
risk by diversifying their portfolios, their capacity to absorb reliable infor-
mation on their range of investments declines. The high marketability of
titles to assets in a developed stock market also tends to change the focus
of investors' decisionmaking from the long to the short term and, though this
effect was discouraged by the high transactions costs (imposed by ta#ation and
monopolistic imperfections), increased marketability enhanced the propensity
to speculate. The unflattering comparison by Lord Keynes of the Stock Exchange
to the casino1 had its Jjustification in the erratic speculative movements of
share prices, both absolutely and relative to each other, which was a conse-
quence of high marketability and informational imperfections.

The high marketability was an innovation, which was central to the stock
market's functioning and remained as a source of instability, but the demand
for improved information did result in better legal disclosure requirements and
financial reporting services of a higher quality.2 However, the provision of

reliable professional advice on investments in home industry was only slowly

1. J.M. Keynes, The General Theory of Employment, Interest and Mon;y, 1936,
p. 159.

2. N.J. Grieser, "The British Investor and his Sources of Information", M.Sc.
thesis, London, 1940, passim.
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developed and, though the institutions of the London capital market were well
attuned to the supply of finance abroad, they played only a small part in
domestic capital for‘matior.x.,l It was not until the 1930s that the world
economic recession turned attention to domestic business and the supply of
advice and financial services to domestic investors and industrialists even
approached an adequate level.2 The number of mergers financed by merchant
banks and other financial institutions then grew larger,3 but the process was
a slow one.

The informational gap was partly filled by company promoters who provided
investors with "advice" and persuaded industrialists to merge, ostensibly to
gain access to economies of scale, monopoly power and other benefits. How-
ever, their profits were derived from the ex ante expectations of these
benefits rather than from their ex post realisation. Many promoters therefore
attempted to inflate the value of expected gains from postmerger integrations
and to capitalise these in a public issue at inflated prices which reflected
these exaggerated claims, thus enhancing their own profits.k This had the
effect of stimulating rather than controlling the erratic movements of the
market.

The speculative booms which were thus intensified did, however, offer a

clear profit opportunity to the important sector of owner-managed ‘'family"

1. Cairncross, Home and Foreign Investment, pp. 95-102; H.S. Foxwell, "The
Financing of Industry and Trade", E.J., XXVII, 1917; Lavington, English
Capital Market, pp. 207-19; Committee on Finance and Industry, Report, para 399.

l
2. D.H. Aldcroft, The Interwar Economy: Britain 1919-193%9, 1970, p. 265; H.
Burton and D.C. Corner, Investment and Unit Trusts in Great Britain and America,
1968, appendix A2; Grant, Postwar Capital Market, pp. 169-96; Henderson, New
Issue Market, appendix B; Nevind, Cheap Money, pp. 265-7.

%, Among the beneficiaries of these new interests of the City were British
Plasterboard, whose acquisitions were backed by Hambros, and the Rootes
Brothers, whose expansion by acquisition in the car industry was largely
financed by the Prudential.

4, H.0. O'Hagan, Leaves from My Life, 1929, 2 vols., passim; Lavington,
English Capital Market, pp. 213%-4; Marshall, Industry and Trade, 1923,

pp. 330-4.
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firms., It seems probable that the "shadow" valuations of shares by owner
managers and other holders of stock in private (and closely-held public un-
quoted) companies are in general less volatile than the valuations placed on
titles to firma' assets by the stock market. This valuation discrepancy is
positive in a boom and creates a margin of profit in a flotation for both the
original owners and the promoters. It was thus in the fevered stages of stock
exchange upswings that promoters principally operated in order to create and
exploit speculative hopes by playing on the acquisitive instincts of investors
and exaggerating the values of shares. The existence of high profits in the
mediation of the supply of firms and the demand of investors for securities by
the promotion of merger flotations is well documented.1 Both the posﬁwar boom
of ’19’19-’19202 and the rampant speculation of the late 19205,3 induced stock-
brokers, issuing houses, and ad hoc promoting syndicates in London and the
provinces to feed the speculative fever with dubious issues. "Probably never
in the history of modern trade and industry" suggested the Economist '"was the
net spread by the company promoter as it is today".L+ Among them were many who
could restructure industry to establish the basis of profitability which the
high market capitalisations implied - and even a promoter as unscrupulous as

Clarence Hatry appears to have had a genuine faith in rationalisation and

1. EBE.g. Morgan and Thomas, Stock Exchange, p. 106; J.W. Markham, "Survey of
the Evidence and Findings on Mergers', in Universities - NBER, Business
Concentration and Price Policy, Princeton, 1955, pp. 172-3.

2. E.T. Hooley, Hooley's Confessions, n.d. (1925?), pp. 303-6; Lavington,
Enplish Capital Market, p. 208; E.V. Morgan, Studies in British Financial
Policy 1914-25, 1952, pp. 64, 77, 264-6; A. Vallance, Very Private Enterprise,
1955, ch. 6.

3. "Amalgamations and New Issues", Economist, 25 Dec. 1926, p. 1120; Grant,
Postwar Capital Market, pp. 143-5, 155. The Issuing House Year Book, 1930
detailed 4271 stockbroking firms which had been involved in issues between 1926
and 1929, and 280 issuing houses and promoting syndicates, of which 46 had
been formed in 1929.

L4, Economist, 6 Dec. 1919, pp. 1029-30.
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some successful and logical mergers to his credit1 - but large profits could
also go to the exaggerataors and deceivers. Mergers offered a particularly

fertile ground for such ﬁen. who could:

.. realise the advantages that arose from manipulating, not a

S}ngle company, but a group of companies. A 'parent company'

with a number of subsidiaries at its command could do much to

baffle the public as to its true state of prosperity. Not only

could loans to, and investments in, subsidiaries be so manipulated
that balance sheets concealed the true position of the whole group,
but sales of rights could be so arranged that a subsidiary could
show and transfer a dividend to the parent company which to the
average investor may not have been indistinguishable [sic. distin-
guishable?] from a true trading profit.2

In these ways, institutional developments in the stock market not only failed

to improve informational flows but positively tended to distort them.

Whilst there were undoubtedly some legitimate and logically constructed
merger issues in booms, the investors in many of them were inevitably dis-
appointed. Postmortems usually revealed the wisdom of the original owners in
selling out at boom values and in many cases laid bare the absence of any
managerial rationale to the mergers which had been promoted. A number of the
postwar boom promotions in the iron, shipbuilding, jute, glass and cotton in-
dustries by Sir Edward Edgar's Sperling Combine and by Clarence Hatry's
Amalgamated Industrials required wholesale reconstruction and in some cases
they disintegrated and the properties were resold to their original owners.3

The new issue boom of 1928 also produced some spectacular casualties. The

average depreciation on the issues of 1928 was as high as 41-42% by 1931 and

re

1. Andrews and Brunner, Capital Development in Steel, pp. 159-61; H. Levy,
The New Industrial System, 1936, p. 203; Morgan and Thomas, Stock Exchange,
pp. 206-7; Vallance, Very Private Enterprise, ch. 11.

2. Collin Brooks, ed., The Royal Mail Case, 1933, pp. xvii-xviii. On the
inadequacy of the law relating to holding company accounts, see pp. 104~5,
below.

3. Lord Aberconway, The Basic Industries of Great Britain, 1927, pp. 202, 231;
Economist, 28 Sept. 1929, pp. 576-7; J.R. Parkinson, The Economics of Ship-
Building, 1960, pp. 34-5; Sperling's Journal, 1919, 1920, 1921; Vallance,
Very Private Enterprise, chs. 6, 11.
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merger issues clearly shared in this general fall.1 However, though the
Stock Exchange Committee responded to public criticism of the abuses by im-
posipg more stringent conditions for permission to deal, the problems of
dishonest promoters - not all of whom were connected with the Stock Exchange -
remained until the more adequate fraud and company legislation of the
postwar era.2

A means of raising finance alternative to flotation was acquisition by
an already quoted company. The same economies of scale in finance could be
achieved by aggregating two companies' demand schedules for new capital in
this way, and there could also be savings in transactions costs. A quoted
company with an established reputation among investors found it easier to
raise the new money required than an unknown private company.3 Alternatively,
it could pay for the acquisition by allotting its own shares to the vendors,
raising any cash required by making a rights issue or a private placing with-
out the expenses of a prospectus issue.u The acquiring company might also
desire to find an outlet for its "surplus' profits. Between 1920 and 1938
some 28% of all profits were on average ploughed back by British manufacturing
industry.5 This system of self-financing had many advantages. Transaction
costs and uncertainty were less than for new capital raised on the market. The

ploughback of profits through acquisitions was both widely approved by

.

1. Economist, 15 Feb. 1930, pp. 363-4; 26 July 1930, p. 182; Committee on
Finance and Industry, Report, para 368; "The Results of the 1928 New Issue

Boom", E.J., XLI, 1931; R.E. Harris, "A Re-analysis of the 1928 New Issue Boom", ,
E.J., XLIII, 1933; Clay, "Financing of Industrial Enterprise", p. 218.

2. Departmental Committee on Share Pushing, Report, Cmd. 5539, 1937; Grant,
Postwar Capital Market, p. 165; Grieser, British Investor, ch. 1; F. Paish,
"The London New Issue Market", Economica, N.S. XVIII, 1951, p. 5; Committee on
Company Law Reform, Minutes of Evidence, gqq5200, 5400, 6064-8. For the de-
cline of quoted company liquidations, see Singh, Takeovers, pp. 25, 33.

3. Marshall, Industry and Trade, p. 169. Quoted companies reported many en-
quiries from prospective vendors, see e.g. M.C., Fertilisers, p. 55.

4, Henderson, New Issue Market, pp. 38, 106.

5. Hart, Profit, Business Saving and Investment, v. 1, pp. 119-120.
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industrialists' and also tolerated by shareholders, presumably because of the
tax and other advantages and because of the absence of a takeover mechanisn
to enforce higher payout ratios.2

Now self-financing is an efficient system of allocation of financial
titles to resources where there is a direct relationship between the past and
future qualities of management and between past profits and future investment
opportunities, but in a growing economy with interindustry shifts and single-
industry firms it tended to create immobilities, inhibiting the movement of
capital to those investment projects in which the marginal rates of return
were highest. Companies could and did overcome this by investment through the
market in quoted securities when the expected returns were high,3 but the
mobilisation of capital outside the initial boundary of the firm could also
involve participation in the management as well as the finance of other firms,
a relationship which often culminated in acquisition, and the disappearance of
the intermediate interfirm boundary. Thus in the car components industry,
Lucas expanded its initially limited financial commitment to A. Rist Ltd.,
into a controlling interest and ultimately in 1934 to full ownership.L+ The
economic costs of such relationships were p?obably lower than for general in-
vestments through the stock market by the firm's shareholders, for several
reasons in addition to the transactions costs of new issues which we have out-

lined. TFirms in the same, or a vertically related, industry, possess knowledge

1. Mathias, Federation of British Industries, ch. 5.3; P.W.S.Andrews, "A
Further Enquiry into the Effects of the Rate of Interest", 0.E.P., III, 1940;
R.S. Sayers, "Businessmen and the Terms of Borrowing", 0.E.P., III, 1940; Clay,
"Financing of Industrial Enterprise"; Macmillan Evidence, gq 1537, 8746-52;
[Balfour] Committee on Industry and Trade, Further Factors in Commercial and In-
dustrial Efficiency, 1928, p. 180; Investors' Chronicle, 2% Apr. 1937, p. 118k,

2. See chapter 6 below.

3. Grant, Postwar Capital Market, pp. 196-7, Reader, I.C.I., pp. 384, 421;
"Rationalising the Investment Portfolio", Economist, 5 April 1930, p. 779-80.

4. M.C., Electrical Bquipment for Motor Vehicles, p. 26; see also
M.C., Valves, p. 10; P.W.S. Andrews and E. Brunner, The Life of Lord Nuffield,
Oxford, 1955, pp. 124-34; Reader, 1.C.I., ch. 17.
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of each other's manufacturing skills, credit status and market position as
part of their working stock of commercial intelligence so that the cost to
them of acquiring information on which to base decisions to acquire share
participations are likely to be smaller than the costs to the investor.
Furthermore the stock market was clearly ill-equipped to judge untried and
especially science-based investment projects in which future rather than past
profit levels were the relevant factor in the assessment.1 The commercial and
technical intelligence departments of companies like Nobels and I.C.I., which
were prominent acquirers of private and public companies, by contrast, could

perform such assessments more expertly.2

As more companies were publicly quoted or acquired by quoted companies
a profound change took place in the representativeness of the quoted sector,
a change in which mergers appear to have had an important role. 1In 1885 only
5 to 10 per cent of "important" firms had limited liability status, much less

3

Stock Exchange quotations,” but in the course of the late nineteenth and
twentieth centuries the Stock Exchange developed into the most important mar-
ket in the national stock of ownership rights. Already by the early 1920s the
quoted sector had become more representative of British manufacturing industry
as a whole. W.H. Coates, in evidence to the Colwyn Committee, estimated that
about 57% of profits originated in public companies by then (though public com-

panies included, of course, many unquoted as.well as all quoted companies).

In the next three decades assets continued to be transferred to the quoted

1. Committee on Scientific Research of the Economic Advisory Council, First
Report, December 1937 (typescript in Cole Papers, Box 2, E.A.C. (s.c.) 105;
Grant, Postwar Capital Market, p. 279.

2. I.C.I. Archives, files of Development Department and Commercial Intelli-
gence Department. Cf. E.A.G. Robinson, The Structure of Competitive Industry,
1958, pp. 115-6.

3. J.B. Jefferys, "Trends in Business Organisation', ch. 2.

4, [Colwyn] Committee, Minutes of Evidence, qq 8550-1.
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sector, and by 1951, a Board of Trade inquiry reported that quoted companies
alone accounted for some 71% of profits than generated.1 Although these
estimates are of differing reliability and coverage and thus not strictly
comparable, they confirm the growth in the role of the quoted sector of in-
dustry.

There remained throughout the interwar years an important and large sec-
tor of manufacturing industry in the unquoted sector. This sector included
not only those generally small enterprises such as sole traders,partnerships
and unincorporated businesses, but also ones which were often large. Among
them were nationalised and co-operative enterprises and private companies
such as Pilkingtons in the glass industry, and the subsidiaries of foreign
companies such as Vauxhall in the car industry. Whilst a large part of
British manufacturing industry remained unquoted for much of the interwar
period - possibly indeed, if large unquoted companies are included, the larger
part - the major large companies were, however, in the quoted sector. The
development of the capital market not only created important financial
economies of scale, but also, by removing the size limits imposed by the
personal wealth and credit of the individual owner, opened the way fo; the
reaping of more general scale economies, for the internalisation of externali-
ties, and for the exploitation of monopoly positions by an increase in size.
Large mergers such as I.C.I., which itself consisted of companies formed by
previous mergers, were now possible. The average market valuation of quoted
firms in mining, manufacturing and distribution increased rapidly; and whilst
in 1885 there were no 'giant' firms (i.e. with a market capitalisation of more

than £32 millions), there was one by 1907, 4 in 1924, as many as 8 in 1939,

1. National Institute of Economic and Social Research, Company Income and
Finance 1949-1953, privately printed, 1956, pp. 7-8. This upward trend has
continued, see "Patterns of Company Finance!, Economic Trends, no.169, Nov.

1967.




- 97 -

and 10 in 1950.1 The transformatibn of the structure of capitalist owner-

ship, wrought by these developments in the capital market, thus facilitated

the change from the economic decisionmaking of the Victorian economy of

small decentralised units into that of the modern corporate economy of large

firms which we know.

1. Hart and Prais, "The Analysis of Business Concentration", p. 154. Between
the wars, the real rise is understated by thé fall in the general price level.
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ChaEter Six
THE MECHANISM OF MERGER: THE PREHISTORY OF THE TAKEOVER BID

Oh Lord watch o'er our costings,
And help us keep them down;
Give us sales beyond compare
And a name of great renown.

Oh save us from the revenue
From strikes do keep us rid;
But most of all, Almighty God
Please -~ no takeover bid

(M. Robinson,"Company Prayer', in the Sunday Times, 25 Jan. 1970.)

In the previous chapter the process by which mergers and acquisitions
were stimulated by and contributed to the developing role of the quoted sector
was described. In addition, however, the changing proportions of firms opera=
ting in each sector may have had important effects on mergers in other, more
indirect, ways. In this chapter some of these alleged effects will be examined.
A particular problem is to explain why there were far fewer contested takeover
bids between the wars than in the postwar period. Direct bids to shareholders,
contesting the views of their own directors, may be expected to occur when
ownership is divorced from control. The possibility of a struggle for control
between the existing directors and one or more takeover raiders thus
arises. There may also be other aspects of the dispersion of ownership in
the quoted sector which affect the relative propensity to merge of firms in
this sector. The stereotypes here are well known. 1 the one hand the family
firm is said to shun merger proposals, valuihg its traditional character and
independence, whilst, on the other, the publicly quoted company, its shares
being freely transferable, may change ownership through merger or acquisition
without such personal factors entering into consideration.

There is, of course, some truth in these stereotypes. A confidential
government enquiry into the reasons for the slowness oc the merger movement

in the 1930s, for example, found that the personal feelings of aged family
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proprietors were often the major reason for the rejection of merger pro=-
posals.1 However, it is equally obvious that there are a considerable number
of divergences from the stereotype, as it affects merger activity. For
example, whilst William Morris refused to merge his private firm with Austin,
fearing a reduction in his personal control, he was still able to acquire

many other private firms with his own resources before he finally relinquished
control of the ordinary shares in his company.zl Merger was also undertaken by
family companies precisely in order to preserve their prosperity and ownership
structure as a defensive measure against large-scale firms.3 As we have seen,
family firms, despite the common characterisation of them by rationalisers as
unprogressive, could for a variety of reasons come to accept an acquisition
proposal or a public flotation. Families would usually sell out if the price
were pitched high enough and, in a few cases, even used the cash thus obtained
to establish new businesses.L+ Alternatively, family opposition might be
softened by the offer of seats on the board of the merged company, and even
some of the largest companies included former family proprietors in board and
senior management positions for some considerable time after the original mer-
ger.5 On the other hand, companies recognised that it was detrimental to have
a collection of competing former owner-managers on the board of a unified
company and the degree of postmerger independence which could be conceded was
often limited.6 It seems clear therefore that there is no simple and
unambiguous relationship between a company's private ownership status and its

overall propensity to merge. )

1. BT 56 37, "Industrial Reorganisation", pp. 1, 3, 37.

2. Andrews and Brunner, Nuffield, passim.

3. BE.g.Rankin,"The Brewing Industry of Edinburgh", pp. 217-8; M.C., Tobacco,
Pe 580

k. E.g. M.C., Tobacco, p. 66n; M.C., Cigarette Filter Rods, pp. 57, 107.

5. E.g. H. Janes, Rylands of VWarrington 1805-1955, n.d.; Reader, I.c.I.,
Pe 393.

6. E.g., B.H. Tripp, Renold Chain, A History, 1956, p. 133.
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In one sense, indeed, the procedure for acquiring private compahies was
easier than that for quoted companies. The takeover of the Melyn Works in
' Neath by Baldwins Ltd., may serve as an example. The private owner of this
tinplate works was Mr. F.W. Gibbins:

At last after thirty one years in the business he decided to sell out

in 1921. He put up to J.C. Davies, the managing director of Baldwins,

a memorandum running to about six lines. There were 144 shares at a

paid up price of £250. Gibbins asked Davies for £1,000 per share,

making £144,000. After visiting the works, Davies suggested knocking

off £10,000. Gibbins agreed and sold each share for £900 odd.
This was, perhaps, typical in all except its simplicity, for often the proce-
dure was complicated by at least an accountant's investigation into the profit
record of the company.2 The crucial factor was, of course, the willingness of
the private owner to sell, and many private owners did, of course, for a
variety of reasons, refuse to sell.3 |

It cannot, however, be assumed that the acquisition of a publicly quoted
company is necessarily less dependent on such personal factors and private
negoﬁiations. It is true that with the dispersal of the ownership of shares
the locus of decisionmaking changes, but parallel factors could come into
play on quoted company boards, and their directors were indeed often tarred
by rationalisers with the same brush as family firms. They too were accused
of being irrationally averse to merger. Complaints that there was "a national
bias on the part of industry to regards its troubles as merely temporary",
and that many industrialists did not realise "the precarious position in which

15

the industry now i could apply to public as well as to private firms.

1. T. Jones, Welsh Broth, 1950, p. 130.

2. For more sophisticated methods of valuation se¢ e.g. Cutforth, Methods of
Amalgamation; D.Finnie and S. Berlanny, Business Investigations, 1933,
che 2.

3. B.ge J.L. Carvel, The Alloa Glass Work, 1953, p. 53.

L, Macmillan Evidence, q 5995.

5. M. Webster Jenkinson, "Memorandum on the Steel Trade" in P.R.O. BT 56/2;

see also Macmillan Evidence qq 859, 2800, 7497; Andrews and Brunner, Capital
Development in Steel, p. 123.
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Moreover, public company directors could be as averse as owner-managers to
losing their positions on the board. The directors of Tweedales andlSmalley,
for example, who found that other textile machinery manufacturers were
acquiring their company's shares on the open market after they had refused a
merger, resisted it with all the tenacity usually ascribed to family firms.

The statistics of the relative incidence of disappearance by merger of
quoted companies in the interwar and postwar periods are illuminating here.
Between 1948 and 1961, some 25% of the companies quoted on the London Stock
Exchange were taken over by other quoted companies, a proportion which by the
1957-68 period had risen to 38%.2 In the interwar period, by contrast, the
population of quoted firms was much less exposed to the danger of takeover. A
stud& of 726 firms quoted on the London Stock Exchange in 1924, for example,
found that only 33 of them - less than 5% - disappeared by merger in the next
fifteen years.3 It is possible that this lower level can be accounted for by
the more abundant supply of unquoted companies available for acquisition, or
by a generally lower motivation for merger in the depressed interwar years;
but an alternative explanation - that the directors of quoted companies could
more easily resist takeovers in the period - also merits attention.

The ease with which a takeover bid is resisted is a function both of the
spread of shareownership and of the general institutional arrangements of the
stock market. Many of the companies quoted on the stock exchange in the inter-

war period, especially those in which the founding families still maintained a

1. Though their attempt to change their Articles to limit the bidders' powers
failed, they succeeded in maintaining their independence,see Investors!
Chronicle, 8 April 1933, pp. 754, 772.

2. R.L. Marris, "Incomes Policy and the Rate of Profit in Industry", Trans.
Manchester Stat. Soc., 1964~65, p. 18; Department of Trade and Industry,
Survey of Mergers 1958-68, 1970, p. 19.

3. Hart and Prais, "The Analysis of Business Concentration", p. 169. This
result may, however, be biased downwards, see pp. !77-201 below. The contrast
in unsuccessful bids is even more marked. Between 1948 and 1961, Marris, loc.
cit.,estimated that there were two to three hundred unsuccessful bids. In the
. interwar period, such bids were, for reasons which will now be discussed,
extremely rare.
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managerial interest plus board representation were still closely controlled
by large shareholding blocs. Effective voting control by the large holders =
usually directors - of such compames(which might in some cases be achieved by
the ownership of as little as 20% of the shares) only gradually declined.1
For such companies, of course, as for private companies, bids would n?turally
be made to the directors and it is unnecessary to distinguish director-agreed
bids from bids direct to shareholders: the support of the directors would
normally be necessary to secure the assent of the majority of the shareholders.2
There remained, however, a large number of quoted firms with more widely
dispersed shareholdings and largely non-owning directors, which formed a popu-
lation of potential takeover victims but yet did not in general attract direct
bids. In the case of these firms, also, an approach through the directors,
followed by controlled stock transfers on the recommendation of the directors
(rather than contested takeover raids) remained the norm in these years. The
purchase by Stewarts and Lloyds of Alfred Hickman Ltd., in 1920 to secure
their supplies of iron may be taken as a typical example.3 When Hickman's
chairman was approached he agreed to recommend an offer equivalent to £4 for
each Hickman's £1 fully paid share. In the next few months Stewarts and
Lloyds' technical adviser reported on Hickman's works and the two companies'
auditors made a joint report. On the 24th June, some three months after the

discussion with Hickman's chairman, a Stewart and Lloyds! board committee

authorised the purchase at the Hickman's suggested price, to be paid partly

1. W.H. Coates, "Administration and Capital, British Management Review, v. 3,
no. 2, April-July 1938, p. 62; "Shareholders and Control", Economist, 30 Mar,
1929, p. 691; C. Erickson, British Industrialists: Steel and Hosiery 1850-

1950, Cambridge, 1959, ppe. 51-2; Florence, Ownership, Control, and Success of
Large Companies, ppe. 70-73, 109-39, 186-7.

2. BE.g. Investors' Chronicle, 13 Dec. 1924, p. 1056; 5 Dec. 1925, p. 1112.

3. Sir Frederick Scopes, The Development of Corby Works, 1968, Ppe 37-9;
Investors' Chronicle, Apr.-Oct., 1920, passim. For an example of complex
merger negotiations in the consolidation form see Reader, I.C.I., ch. 19, and
I.C.I. Archives, especially 7.10.5.D [Coates' Capitalisation File] and Minutes
of the 77th Meeting of the NIL Board, 14 Oct. 1926.
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in cash and partly in deferred shares. After further correspondence and
meetings, there was a provisionai agreement by which the Hickman directors
accepted on their own behalf and the Stewarts and Lloyds' directors formalised
the offer making it conditional on acceptance by 80% of the shareholders.
Meanwhile rumours had reached the market and the two companies' share prices
fluctuated considerably. Despite such fluctuations the directors of both
companies were confident enough of their judgement to go ahead. A meeting of
shareholders at the end of September formally approved the terms and by
October 30th the purchase was complete.

This was the usual form of merger between two quoted companies and it
therefore seemed quite natural for an accountant to insist in 1926 that "the
negotiations must obviously be conducted by the Directors. In order to pre-
serve proper secrecy, it is not possible for the Directors to acquaint the
shareholders of the matter".1 Almost invariably, the shareholders were
passive agents in the decisionmaking process, and the history of their attempts
to thwart the decisions of directors and achieve a better bid price is largely
a study in failure.2

This was partly because some directors felt a responsibility to recommend
offers to their shareholders when the bid price was pitched reasonably. There
was therefore some opportunity for financiers and industrialists to contem-
plate an agreed takeover of quoted firms for the purpose of restructuring
industry. E.R. Lewis, for example, a stockbroker who had floated the Decca
company, suggested to its directors that they buy another record company,
Duophone. When they refused, he bought Duophone himself, and then, in 1929,
suggested that they sell him the Deccg company. Though not personally wishing

to sell, the Decca directors realised the financial attractiveness of the offer

1. Cutforth, Methods of Amalgamation, pe 37.

2. For examples of the failure of shareholders to achieve better terms, see
e.ge Stock Exchange Gazette, 25 Jan. 1927, p. 162; Investors' Chronicle,
21 Octe. 1933, p. 035.
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and agreed to pass it on to the shareholdqrs.‘ It was accepted by over 95%
of them.1 Similarly, Lord Leverhulme's offer of-£13.10.0d. per share for
the deferred shares of Knights in 1920 was so attractive that the company's
directors, whilst seeing no logic in the merger, advised their shareholders
to accept on purely financial gr;»unds.2 Yet not all such offers were passed
on by directors. Sir Herbert Dixon, responding to rumours of bids, insisted
that it was the duty3 of the board to pass on '"suitable'" offers to share-

holders, however averse the directors might personally be to the bid; but,

as the Investors!' Chronicle pointed out, the view of directors as to

"suitability" did not necessarily mean that the bids received were not above
the market price.

One tentative explanation5 of the failure of contested direct bidding to
emerge in its modern form is the quality of information available to share-
holders and potentiéi bidders in the interwar years. That this was poor is
evident from the accountancy literature of the period.6 Neither balance
sheets nor profit and loss accounts gave adequate indications either of assets

and liabilities or of trading profits. For a variety of reasons - commercial

1. E.R. Lewis, No C in C, 1956, pp. 15-19.

2. Wilson, Unilever, v. 1, p. 247; Investors' Chronicle, 27 March. 1920,
pp. 196, 306.

3. This must be taken as avmoral, not a legal, statement. According to the
law directors have a duty only to the company,not to its shareholders.

4, 1Investors' Chronicle, 29 May 1920, p. 508.

5. J.B. Tabb (MAccountancy Aspects of Takeover Bids in Britain 1945-1965",
Ph.D. Thesis, Sheffield, 1968, ch. 2) has advanced the alternative explanation
that the law provided no means for a successful bidder to remove an incumbent
board except at specified times; but, since the Stock Exchange normally re-
quired a clause to the effect of the voluntary clause 80 of Table A of the 1929
Companies Act empowering the removal of directors at short notice (D.G.
Hemmant, The Companies Act 1929, 1930, p. 363) this explanation must be viewed
with reservation.

6. E.g., Sir Gilbert Garnsey, Holding Companies and Their Accounts, 1931;

De Paula,Developments in Accounting; Lord Plender, Some Observations on
Balance Sheets, 1932; A.J. Simon, Holding Companies, 1927; see also (Greene)
Committee on Company Law Reform, Report, Cmd. 2657, 1926; and Minutes of
Evidence, 1925-6; Stacey, English Accountancy. -
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secrecy, preservation of credit status, reduction of trade union wage pressure,
discouragement of new entry - directors sometimes published figures which
understated or overstated the true position of their company. The imperfect
state of the law relating to company accounts, and in particular to secret
reserves and holding company accounts, allowed common resort to such mal-
practice. DBusiness historians have revealed many examples of untrue state-
ments being made1 and contemporary accountancy scandals, including the cause
céldbre of Lord Kylsant in the Royal Mail Case, revealed the existence of
significant, yet legally permitted, deception by directors.2 As we have seen,
the governments of the day were deeply committed to the right of privacy of
enterprise and the minor improvements in the law incorporated in the Companies
Act of 1929 effected no decisive change. The voluntary attempts at ameliora-
tion by accountants like F.R.M. de Paula at Dunlops in the 1930s were equally
ineffective except in the case of a few large companies which were in any case
not vulnerable to bids. The chairman who remarked that:

We bring into our accounts just as much ... as will enable us to pay

dividends we rgcommend and to p}ace to general reserve or add to3

carry forward just as much as will make a pretty balance sheet.
was perhaps more honest than most, but he was accurately describing the large
area of discretion which directors could exercise in providing the stock mar-
ket with information. The sheer absence of information not only reduced the

number of knownL+ profitable acquisition situations but also weighted the advan-

1. Andrews and Brunner, Capital Developmen® in Steel, pp. 131-3; E.J. Cocks
and B. Walters, A History of Zinc Smelting, 1968, p. 68; Scott, Vickers, p.
155; "William Hollins & Co", Economist, 22 Mar. 1924, p. 628.

2. Brooks, ed., The Royal Msil Case.

3. Quoted in A.G.H. Dent, "The Administrator's Responsibility", British
Management Review, V. 3. no. 3, 1938, p. 29.

L4, Though, by distorting share prices it may have created some profitable
acquisition situations (see Simon, Holding Companies, p. 23), it tended to keéep
the knowledge of such situations in board circles. Furthermore the éccountancy
defects may have produced a negative valuation discrepancy (i.e. too high
rather than too low a market price) thus discouraging bids, in contrast to the
postwar situation where conservative accountancy during inflation may have
worked to produce positive discrepancies. Directors could of course try to
keep their company's share price at what they considered a reasonable level by
controlling the flow of information to the market; see e.g. I.C.I. Archives,
Managing Director's reports to NIL Board, 1921-25, passim.
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tage in favour of negotiating through the directors those which were per-
ceived. A normal part of such negotiations was for the victim firm to make
available more information to the bidding firm (either directly, or if
Eecrecy needed to be preserved, through neutral accountants) than was in
fact available to their own shareholders.

There remained, in principle, the possibility of a direct bid to share-
holders, where the desired mefger partner's directors refused to impart
information or refused to recommend the offered price. Whilst, without
the co-operation of the intended victim's directors,a potential bidder could
not gain access to reliable accounting information, the bidder might be able
to determine a bid price for its own purposes on the basis of '"capitalised
nuisance value"1 or on physical plant values. One should remember, however,
that contested takeover bidding is a difficult and risky business (even today
only a small minority of bids are contested) and this was especially so between
the wars when the loyalty of shareholders to directors was strong, and
directors of other companies had a natural aversion to challenging iﬁ.2 Even
if a direct bid were to be made, the directors of the victim firm remained in
a strong position relative to their own shareholders. In practice the share-
holders would recognise the superiority of the directors' information and tend
to take their advice on the true value of the company in relation to the bid
price. Thus when bids were recommended by directors, the incidence of share-
holder opposition was low.3 The need for th? bidding company to secure the
support of the directors was intensified by the absence of power to enforce

the purchase of minority holdings when it had succeeded in purchasing more

1. Jones and Marriott, G.E.C., p. 124; Reader, I.C.I., p. 400.

2. H.B. Samuel, Shareholders' Money, 1933, p. 7.

3. For an exception see Investors' Chronicle, 2 Nov. 1935, pp. 955, 959;

16 Nov. 1935, p. 1077; 30 Nov. 1935, p. 1203. [Greenleas and Co (Easiphit)
made a bid for Lennards, another shoe company, with the blessing of the
Lennards' board, but, to the surprise of the Chronicle commentator, local
shareholders successfully organised opposition, and Easiphit failed to gain
the required 75% acceptances.]
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than 50% of the shares. They were more likely to achieve something apﬁroach—
ing total ownership (which migh% be desirable for reasons of management and
finance) if they had the directors' support.

This picture contrasts with that in studies of the modern stock market
which emphasise the role of a fluid market in corporate control and the take-
over bid as important disciplines on corporate management.2 Significantly,
it was in the 1950s, when the informational constraints had been removed by
more stringent company legislation, when share ownership was more widely dis-
persed and the market in shares was more active, and when the rewards were
sufficiently high to justify the risk of direct bids, that they began to
appear in larger mimbers.3

Nevertheless the stock market could in the interwar years be used to
transfer resources to more profitable uses, and firms which were obviously
undervalued, were, of course, more clearly open to approach by bidders. As
the Board of Inland Revenue commented, '"concerns of which the market capitali-
sation is low as compared with the proper value may be more likely than

others to be selected for purchase" and a number of companies showing such

"'unrevealed value'" were said to "have changed hands at a price clearly and

1. The position of an acquiring firm was improved significantly by the Com-
panies Act 1928 (clause 50, consolidated as clause 155 of the Companies Act,
1929) which provided for compulsory acquisition of the shares of a dissentient
minority where 90% of the shares had already been acquired, thus facilitating
the achievement of complete ownership; see Lucas, Industrial Reconstruction
and the Control of Competition, p. 184; Economist, 13 July 1929, p. 83. The
same effect could be achieved by the difficult and somewhat unethical expedient
of juggling the subsidiary's accounts in order to oppress the minority, see Sir
Josiah Stamp and C.H. Nelson, Business Statistics and Financial Statements,
1924, p. 267. Nevertheless bids were sometimes withdrawn even when acceptances
were as high as 74%, see e.g. Investors' Chronicle, 4 Sep. 1920, p. 257.

2. E.g., B. Hindley, '"Separation of Ownership and Control in the Modern
Corporation", Journal of Law and Economics, XIII, 1970; H.G. Manne, "Mergers
and the Market for Corporate Control", J.P.E., LXXIII, 1965; Marris, Economic
Theory of Managerial Capitalism.

3. See G. Bull and A. Vice, Bid for Power, 1958; R.W. Moon, Business Mergers
and Takeover Bids, 1959; J.F. Wright, "The Capital Market and the Finance of
the Industry", in G.D.N. Worswick and P.H. Ady, eds., The British Economy in

the Nineteen-Fifties, Oxford, 1962, pp. 464-473,
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markedly in excess of the market capitalisation of their assets".1 These
adjustments to stock exchange prices through merger and acquisition would,
however, normally take place under the close surveillance and control of
directors rather than of outside bidders. The bidder's weapons were per-
suasion and bribery, rather than the takeover bid.

Boards generally preferred to negotiate mergers secretly in order to
fix up deals before market rumours created large and often inconvenient fluc-
tuations in share prices. If the relative share prices were not right they
could either call off the deal or attempt to force the share prices to a
level which they considered appropriate. Often it was possible to arrange
deals on the basis of eve-of-merger prices or slight premiums2 but in some
cases the deal had to be called off because the news got out and the victim's
share price rocketed.3 Yet the power of incumbent directors is shown in
stark form in those occasional acquisitions in which the price paid was
actually below the premerger market price of the acquired company's shares.
In the Stewarts and Lloyds-Hickman merger of 1920 instanced above, the final
bid price of 7/6d. plus one Stewarts and Lloyds' deferred share was some 12/6d.
below the market price, yet the directors of the two companies forced the deal
through at that price. Again, when Alpha Cement bid for the Central Portland
Cement Company it offered its own shares to a total market value of £380,000,
though the market capitalisation of Central's shares on the eve of the offer
was some £63,750 higher. Press criticism n?twithstanding, the directors of
both companies justified the terms on the grounds that the market undervalued

Alpha and overvalued Central. With this announcement, the negative valuation

1o Suggested Taxation of Wartime Increases in Wealth. Memoranda submitted by
the Board of Inland Revenue to the Select Committee of the House of Commons on
Increases in Wealth (War), Cmd. 594, 1920, pp. 43, 45.

2. E.g., Bconomist, 10 June 1939, pp. 612-3.

3. E.g., Investors' Chronicle, 17 July 1920, p. 95.
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discrepancy disappeared and the merger went through.1 As the Investors'
Chronicle commentator advised when Ranks later made a board-approved bid for
the John Greenwood Millers, "if the directors decide that the business should
be sold it is difficult to make any other suggestion",2 and attempts by share-
holders to organise opposition to mergers were almost invariably unsuccessful.3
The returns to directors in the prevailing conditions of imperfect infor-
mation could naturally be considerable. There were not only the profits of

N b .
inside dealing but it was also widely recognised that the failure to offer

suitable "compensation" to the incumbent directors could jeopardise merger

5

discussionse. Often a place on the new board was offered, or alternatively

a cash payment for loss of office was made which could sometimes amount to as
much as one-tenth of the purchase price,6 a practice condemned by shareholders
and the more ethical businessmen,7 but still extremely common. Middlemen with
the ears of several boards could earn high returns from their knowledge. Thus
Dudley Docker suggested various mergers to the Vickers Board and made consider-
able profits from intermediation: £10,000 for the Docker Brothers-Pinchin
Johnson merger, and £50,000 for the transfer of Vickers' electrical interests

to Associated Electrical industries.8

1. Economist,28 Dec. 1935, pp. 1321-2. In fact, there was some justification
for the directors' view. Alpha profits showed an increase from £47,478 to
£79,422, cf. idem. 22 Feb. 1936, p. 445.

2. Investors' Chronicle, 6, 13, 27 August, 1938, pp. 338, 373, 46hL.

3. B.g. Investors' Chronicle, 28 Sep. 1929, p. 595.

4. Samuel, Shareholders' Money, pp, 168-70; cf. Investors' Chronicle, 31
July 1920, p. 136.

5. E.g., Macmillan BEvidence, qq 859, 7947; Sir Adam Nimmo, "The Control of
Industry", The Times, 10 May 1934, p. 16; Jenkinson, "The Steel Industry" in
BT 56 2. —

6. E.g., Investors' Chronicle, 20 Aug. 1927, p. 411; M.C. Fertilisers, p. 66;
Wilson, Scotch, The Formative Years, p. 436.

7. O'Hagan, Leaves from My Life, v. 1, p. 407; Investors' Chronicle, 30
April 1927, p. 1001; 7 May 1927, p. 10565 14 May 1927, p. 1120,

8. Jones and Marriott, GEC, pp. 108-9; Scott, Vickers, pp. 140-1, 156;
Vickers Archives, Board Minutes for 1926-28.
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However, despite all the difficulties which the powers of directors
created, it is not inconceivable that a direct bid to shareholders contesting
the view of their own directors, would be consiaered by rejected suitors, and,
indeed, there are a number of exceptions to the generalisation that contested
bidding did not occur in the interwar years. Cobbold and Company, for
example, in 1936 made a bid in cash and shares for Daniell and Sons
Bréweries directly to the shareholders after the Daniell's Board had refused
a merger. However, a circular from the Board advising refusal had the
desired effect: the holders of over two-thirds of the Daniell's capital re-
fused the offer and the bid thus failed.1

Other kinds of exceptions also tend to cdnfirm the general hypothesis.
Debenture holders, for example, were sometimes in a stronger position than
ordinary shareholders, especially if the Debenture Trust Deed specified that
a large proportion of the votes, or court sanction, was needed to change the
deed.2 Where they had a specific mortgage on a particular works, a minority
of debenture holders could sometimes effectively block a merger by refusing to
allow postmerger integration, thus destroying the rationale of the exercise.
Also where new capital had to be raised to finance postmerger integration and
development, existing debenture holders could refuse to allow the new capital
to take precedence over their own claims. Thus even after directors and
shareholders had agreed to mergers, debenture holders could object, or at
least jockey for a better position. This happened, for example, in the pro-

jected fusion of two Newport breweries in 19263 and in the attempts by Dorman

1. Investors' Chronicle, 27 June 1936, p. 1649; L July 1936, p. 25; 11 July
1936, p. 84. Economist, 27 June 1936, p. 788.

2. Garnsey and Robson, Holding Companies, pp. 13-14; Hemmant, Companies Act
1929, pp. 154-5; Macmillan Evidence, q 1499; P.F. Simonson, A Treatise on
the Law Relating to Debentures and Debenture Stock, 4th ed., 1913, pp. 23-&,

3, Investors' Chronicle, 23 Jan. 1926, p. 174.
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Longs to consolidate under its control the steel companies of north-east
England.1

Debenture holders wére also more frequently in a position to delay mer-
gers because of the prevalence of '"overcapltalisation'", a term with many,
sometimes inconsistent, meanings. It often referred merely to the exaggerated
share values with which promoters endowed the companies they floated,2 but its
effect was particularly crucial to merger negotiations when there was a high
proportion of fixed interest stock (in modern parlance high 'gearing' or
'leverage'), for in the deflationary conditions of the time some companies
could not maintain the payment of gross interest and redemption obligations
which they had contracted.3 The directors of these companies naturally found
it difficult to raise funds for investment in modernisation and reorganisation
either by new issue or by seeking an'vauirer.L+ A reconstruction of the
company's capital - a process which required the co-operation of loanholders
in the recognition of their losses - normally had to precede new issue or
acquisition, but an acceptable formula was often difficult to devise where

5

control was very finely balanced by high gearing. The delay which the de-
benture holders could cause in merger negotiations and the uncertainty about

control which this introduced could be sufficient to discourage merger nego-

1. Carr and Taplin, Steel Industry, p. 531; Economist, 1 April 1933, pp.
696-8; 5 Aug. 1933, p. 286; 16 Dec. 1933, pp. 1135, 1186; 24 Nov. 193k,
pp. 991-2.

2. Committee on Industry and Trade, Further Factors in Commercial and Indus-
trial Efficiency. ch. 3; Fitzgerald, Industrial Combination, p. 191; Lucas,
Industrial Reconstruction, p. 199; Marquand, Industrial Combination, pp.

88-92.

3. Carr and Taplin, Steel Industry, pp. 359-61, 447; [Colwyn] Committee on
National Debt and Taxation, Report, Cmd. 2800, 1927, para 55; Grant, Postwar
Capital Market, p. 166.

L., Andrews and Brunner, Capital Development in Steel, pp. 349-60; Macmillan
Evidence, qq 7976-9.

5. Carr and Taplin, Steel Industry, pp. 446-50; "The Position of Debenture
Holders in Steel Reconstruction Schemes", Economist, 10 Nov. 1928, pp. 851-2;
"Financial Problems of the Iron and Steel Industry", idem 8 Dec. 1928, PpP.

1 056"'7 . !
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tiations altogether. As the experienced accountant, Sir Mark Webster
Jenkinson, explained to the Macmillan Committee, "Some have got financial
millstones round their necks, and they do not know how to bring about fusion.
Nobo&y will take them :i.n".,l

The danger of the situation to which he refers was forcibly illustrated
in Eastwoods attempt to acquire its overcapitalised rival,Allied Cement, which
had encountered financial difficulties in the slump of 1929 to 1931. Although
Eastwoods gained control of the ordinary shares of Allied and placed some of
their own directors on the Allied Board, they were unable to raise adequate
finance to cover the company's fixed obligations. The debenture holders of
Allied therefore appointed a receiver and the Eastwoods directors were re-
moved. In April 1931 the receiver accepted a bid from a rival group, Associa-
ted Portland Cement Manufacturers (which had earlier refused to accept the
company as a subsidiary because of the complexity of its financial ramifica-
tions) and they thus gained control. The wisdom of their earlier caution had
in the event been amply confirmed.®

The capacity to unseat the directors and realise the asset value of a
company by forced sale also attached to other creditors. Here again, therefore,
direct competitive bids emerged when the receiver put such companies up for

3

auction, In some cases, however, the creditors' interest was too large and
the breakup value of the companies too low for such ad hoc procedures to be
used. The banks in particular, with many fixed interest advances frozen in

unprofitable companies, were in this position and were in some cases able to

make a concerted initiative to overcome the financial difficulties by drastic

7. Macmillan Evidence, q 3700.

2. Cook and Cohen, Effects of Mergers, pp. 87-8. Economist, 31 Jan. 1931,
p. 32; for a further example of acquisition from the receiver for debenture
holders, see Scott, Vickers, p. 167; St. John C. Nixon, Wolseley, 1949, p.
105; Andrews and Brunner, Nuffield, p. 155.

5. b.g. Rolls Royce's acquisition of Bentley in 1931, see H. Nockolds, The
Magic of a Name, 1938, pp. 178, 264; W.J. Reader and C.H. Wilson, Men ang
Machines, 1958, pp. 138-9; Economist, 5 Dec. 1931, p. 1086,
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reorganisation. Though they frequently disclaimed responsibility for forcing
bank debtors to merge and officially ruled out joint action as a breach of
the confidential custbmer-client relationship,1 they were in fact already
participating in some enforced reconstruction and amalgamation schemes. 1In
the steel industry, Barclays forced the unwilling directors of Bolckow Vaughan
to accept a bid for Dorman Long by the simple expedient of making the renewal
of the company's million pound overdraft conditional on the consummation of
the merger.2

Action by the banks was given a more formal structure with the creation,
on Bank of England initiative, of the Bankers' Industrial Development Company
(BIDC) in 1929.3 This was intended to devise schemes to re-equip and, where
necessary, to amalgamate, companies in the staple industries; and appears to
have been primarily an attempt to head off possible government intervention in
the financing and reorganisation of industry.L+ With financial backing from
the Bank of England and other City institutions, and with a high-powered staff,
it aimed discreetly to catalyse the banks into action which was felt to be in

5

their long term interests. An essential part of BIDC's philosophy was that
its capital should in no cases be used to relieve the public of existing finan-

cial burdens. Existing assets could not be bought for cash, and thus mergers

1. Macmillan Evidence, qq 1869-74, 1950, 1977, 2203, though cf. qq 2388-9.
For a complaint by Steel-Maitland of the timidity of bankers and particularly
of McKenna of the Midland see Baldwin Papers, v. 29, pp. 54-63. Of course,
bankers did regularly put defaulting creditors into liquidation and invite
bids for their assets, see e.g. Chandos, Memoirs, p. 130.

2. Carr and Taplin, Steel Industry, p. 449.

3. Clay, Lord Norman, ch. 8; A.F. Lucas, "The Bankers' Industrial Development
Company', Harvard Business Review, April 1930, pp. 270-9.

4, Clay, Lord Norman, p. 358; BT/56/1k.

5. It was seen in the City as an essentially temporary expedient and it was
hoped that the financial burden which the banks had shouldered, would even-
tually be floated off to the public when conditions were favourable, see e.g.
Macmillan Evidence, qq 828-59, 9146. The company was known in the City as
"B,I.D. - Brought in Dead".
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involving cash acquisitions could not occur under its auspices.1 Instead
shareholders and creditors (including the banks) had to agree to pool their
interests in return for a paper title to a share in any future benefits of the
merger. Any new capital introduced into such schemes by BIDC - which, of course,
had prior rights - was intended to finance new investment only. It was on
these conditions that the bankers co-operated, some of them somewhat reluc-
tantly. The most spectacular example of BIDC's work was the formation of the
Lancashire Cotton Corporation which between 1929 and 1932 absorbed almost a
hundred firms.2 The majority of these were forced by their bankers, on the
threat of withdrawal of overdraft and loan facilities, to accept the“terms
offered by the Corporation, though the bankers in fact delayed the process,

"ever hopeful that by dilatory quibbling they would gain better terms.3

Though
it is conceivable that mergers would have occurred in the industry in the
absence of BIDC (as they did in the fine spinning section of the industryu),
the Corporation was undoubtedly larger and the operation more swiftly execdted
than would have been the case if the matter had been left to the directors of
the individual companies. Smaller scale mergers were also encouraged by BIDC
in the steel industry, though they were, as the historians of the industry
comment, "in large part due to the initiative of individual companies and only
partly to Montagu Norman's promptings".5

The market in titles to control of assets was, then, for a variety of

1. See the debate on the "Hammersley Scheme" for the cotton industry which
violated this principle and therefore failed to gain support, in Lloyds Bank
Monthly Review, Oct. 1930, Feb. and Mar . 1931.

2. L.C.C. Archives, Annual Reports and Reports of Extraordinary General
Meetings, 1929-1933. The more generally quoted figure of 140 is incorrect:
it refers to projected acquisitions and to mills not firms.

3, Macmillan Evidence, qq 1511-25; Times, 30 Feb. 1930, p. 13; L.C.C. Board
Minutes 1929-30, passim.

4., R. Robson, The Cotton Industry in Britain, 1957, pp. 158-9.

5, Carr and Taplin, Steel Industry, pp. 441, 4hb-7, 536.
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reasons still, by postwar standards, underdeveloped; and thus the role of the
takeover bid as a ;echanism of stock market discipline, implied by modern
writers, had not yet been seen as an implication of the growing divorce of
ownership and control. Only the banks,operating through BIDC in a limited
number of industries, came close to determining industrial policy through
operations designed to override board decisions and gain effective control of
assets for purposes of managerial reorganisation. The interwar period thus
stands halfway between the disaggregated Victorian economy of self-financing
owner-entrepreneurs disciplined by competition in the product market, and the
modern managerial capitalists of Marris's model, subject to a stock market
discipline whose logic was not yet fully developed. The interwar period,
embracing as it does elements of the capital market mechanisms described by
Lavington and of those described by Marris1 can be expected to exhibit indi-~
vidual characteristics as well as uniformities in the relationship between
mergers and other financial variables. We shall return to this in our exam-
ination of merger cycles. But first it is necessary to describe the

statistical study on which this examination is based.

1. Lavington, English Capital Market; Marris, Economic Theory of Managerial
CaEitalism.
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Chapter Seven

THE INDEX OF MERGER ACTIVITY : SCOPE AND METHOD

How much? how large? how long? how often? how representative?

(J.H. Clapham, "Economic History as a Discipline", in
Encyclopaedia of the Social Sciences, v.5, N.Y., 193Q)

Ideally merger statistics are compiled by a government agency with the
aid of statutory merger disclosure requirements and an efficient financial
press. Unfortunately for the historian of past merger movements, the'late
development of antitrust in this country leaves him with no reliable govern-
ment statistics of expenditure on acquisitions until the period from 1954
onwards. Moreover, in contrast to the position in the United States, where
private enterprise was eager to fill this gap, British economists appear to
have had only sporadic interest in mergers before they received the incentive
of government policy criticism, which has since turned merger analysis into
a flourishing academic industry. Between the excellent private enterprise
study by the Fabian civil servant Henry Macrosty published in 1907,1 and
the assumption by the state of responsibility for the compilation of merger
statistics,2 there is no very reliable tabulation of merger activity. J.F.

3

Rees” transcribes (sometimes inaccurately) the limited number of reports of
the committees on trusts which were published between 1919 and 1921; whilst
P. Fitzgerald and A.F. Lucasq limit their coverage to a few of the major

mergers of the interwar period and to price dssociations. A later study by

P.E. Hart and S.J. Prais5 suffers from including only a limited sample of

1. Macrosty, The Trust Movement in British Industry.

7

2. Now regularly published in Trade and Industry and Business Monitor.

3. Rees, Trusts in British Industry.

L4, TFitzgerald, Industrial Combination in England; Lucas, Industrial Recon-
struction and the Control of Competition.

5. Hart and Prais, '"Analysis of Business Concentration''.
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mergers between quoted companies. It is therefore necessary to construct an
entirely new statistical series for merger activity in Britain between the
wars. This chapter will describe the sources, assembly, verification and
clasasification of merger data for these years. In later chapters, this data
will be used to examine some of the theories of mergers by cross-section and
time-series analysis, and also to assess the general gignificance for’British
industrial structure of the interwar waves of merger activity.

Two basic sources have been used for the compilation of the merger
series: the contemporary financial press and business and industrial his-
tories.

The growing body of material in business and industrial history, to which
we have already frequently referred, provides é promising geological base for
a considerable statistical quarry. Preliminary worksheeting of a sample of
business histories showed that the individual '"biographies' of firms ?ould
usefully be transmuted into their collective prosopography. Accordingly data
on all mergers which occurred between 1880 and 1954,1 mentioned in a wide
range of general works and business and industrial histories,2 were trans-
ferred to series "A" worksheets. Some explanation of the use of these works
as a source is required, for it must be confessed that the vast majority of
business histories fall considerably shoft of desirable sch?larly standards:
important questions are left unasked; . trivial ones are given detailed con-
sideration. The conceptual framework of the petaphor of the free market and
the whiggish eulogy of progress bears little relation to rigorously defined
economic concepts. Yet for all their faults (and these can be exaggerated
for some of them are of a quality which compares with the better histories)
they are usable for the present purpose. Though analysis is usually lacking,

fact is there: and merger is a fact which it is difficult for even the most

1. The data for 1919-1939 only is presented in this study, though the study
covers a longer period. Preliminary results for the period 1880-1918 are
referred to, where appropriate.

2. For a full list, see Bibliographyand Appendix A.
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incompetent historian to miss. As a discrete economic event with widespread
repercussions on the internal structure of the firm, it normally generated
bulky and unmistakeable accumulations of documents, and indeed, it is some=-
times the least skilful historian who conveniently, but unthinkingly, re=-
produces verbatim the dullest data enshrined in such documents, seeing this
as his antiquarian duty. This often provides precisely the information
which is required: for example, the exact date of the decision to merge

or the exact amount of capital involved.

If series "A" were confined to business histories, however, there would
inevitably be some gaps in coverage. Firms which have commissioned business
histories are very much in a minority and, furthermore, they are not a random
sample of the total population, but are heavily biased towards surviving
firms. Scholarship is not free of market responses and studies of bankrupt
firms necessarily depend on the spontaneous interest of the historian (and
the chance survival of records) rather than on the lure of a commission.
Again, large and medium-sized firms are more likely to commission a history
than small ones in which inherited collective memories may be sufficient to
satisfy the demand for knowledge about the past. Thus industries with
typically small units provide little source material for series "A", Some
correction can be made for this, however, by using the large amount of
published and unpublished materials in the fields of industrial history and
industrial economics and other related sourceg. The series thus draws on
contemporary analyses of merger movements, reports by the Monopolies Commission
on a number of merger-intensive industries and also reports of its predecessor
committees on trusts of 1919 to 1921, as well as individual studies of mergers
and industrial structure in several industries. This additional source
material appreciably widened and deepened the coverage of series "A" so that,
although it is still in no sense a random sample, the sources of bias in the
selection of mergers were sufficiently diverse to reduce doubts about its use.

Series "A" thus represents a summary measure of our existing knowledge on
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mergers, as incorporated in a wide variety of sources, published and un-
published, but not hitherto collated.

It was decided to compile a separate series "B" from a financial period=-
ical for the period 1919 to 1939, partly to provide a check on the coverage
of series "A", and partly to improve the quality of the information.

Initially, it was hoped to use the annual publications, the Stock Exchange

Year Book and the Stock Exchange Official Intelligence (which were themselves

amalgamated in 1933) to compile a list of companies disappearing each year
and to select those where disappearance was due to merger for inclusion in
an annual series. This procedure proved to be inadequate both in coverage
and in the quality of the resultant data. It involved the omission of a
large number of unquoted acquisitions and resulted in serious errors of
dating (e.g. where acquired companies continued to receive separate entries)
and of identification (e.g. where an internal capital reorganisation is
counted as a merger when in fact only subsidiaries of a single parent company
are involved).1

Tests of the reliability and coverage of various financial newspapers
were therefore carried out with a view to using them as the series '"B"
source. Three dailie52 and eight periodicals3 were examined for representa-
tive short periods and all mergers mentioned in them for those periods were

t
worksheeted. Surprisingly, a weekly, the Investors' Chronicle, averaged a

96% coverage of the mergers mentioned in all the publications, a performance
exceeding that of any other source taken singly. Those missed out were

small, local mergers, and, although the Investors' Chronicle usually gave

1. This was established by a comparison of merger data in works which have
relied on the year books as a source (e.g. F.R. Jervis, The Economics of
Mergers, 1971; Tabb, Accountancy Aspects of Takeover Bids),with series "A"
datae.

2. Times, Financial News, Financial Tines.

3. LEconomist, Fortnightly Financial Review, Investor, Investors' Chronicle
(and Money Market Review), Investment Register, Investment Review, Stock and
Share Market Report and Commercial Review, Stock Exchange Gazette.
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less information than the dailies, the information essential for the present
bPurpose was normally provided. The high coverage of its reporting and the
quality of its analysis is confirmed by the assessment of contemporary

opinion.1 Series "B" was therefore compiled from the Investors' Chronicle.

Every weekly issue between January 1919 and August 1940 was searched.® It
proved to be insufficient to cover only the "industrial markets" pages: the
"local market reports', 'new issues",‘"stockbroker's notebook" and advertise-
ments were also searched and brought to light additional mergers and improved

data. The issues of the Stock Exchange Year Book and the Stock Exchange

Official Intelligence for the years adjacent to the merger date were also

searched and provided further information on the acquiring and acquired firms
for series "'B".

A comparison of the worksheets from series “A" with those from series '"B"
indicates, as one might expect, a fuller coverage in series "B". However, the
financial press is not without limitations as a source and series "B" was not
in all respects superior. In the interwar period, for example, financial
newspapers did not employlindustrial correspondents as such but relieg for
intelligence on market reports and general stock exchange knowledge of commer-

3

cial and industrial life: inevitably this produced some gaps in reporting.
More seriously, companies were not obliged between the wars to admit publicly
to the control of subsidiaries, and there were a number of secret acquisitions

in the period which have only since come to light in the researches of busi-

ness historians and under the probings of the Monopolies Commission. It was

1. Its masthead in 1929, for example, claimed the 'largest net sales of any
weekly financial newspaper". Mr. A.W. Shillady, currently Markets Editor,
Financial Times and between the-wars on the staff of the Financial News,
confirms the high quality of the Investors' Chronicle between the wars.
(Interview, 3 June 1970.)

2. The worksheeting of the Investors' Chronicle, from which series "B" was
compiled by the author, was carried out by Mrs. P.D. Wright, with the finan-~
cial support of the Nuffield Foundation and the Social Science Research Council.

3« R.H. Fry, "The Work of a Financial Journalist'", Transactions of the
Manchester Statistical Society, 1945.
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possible to maintain secrecy of ownership by the use of nominee shareholders,
a practice which was not effectively limited until the Companies Acts of 1948
and 1967.1 Series "A" incorporates a number of such acquisitions and also
those by the significant number of large unquoted companies, especially sub-
sidiaries of foreign parent companies, whose acquisitions are only recorded
in the finaﬁcial press where, for some extraneous reason, they are considered
to be of interest to investors.

The accuracy and quality of the composite series made up from the work-
sheets of series "“A" and "B" were also considerably improved by the use of
the two sets of sources. Misinterpretation of prospectuses in the financial
press was sometimes avoided, for example, when they could be checked against
more detailed information in business histories about the previous history
of the companies floated. Business histories using unreliable sources or
misleadingly describing new facfories as "acquigitions'" could also be
corrected by reference to series "B" data. The evidence submitted by firms
to the Monopolies Commission about the size of their past acquisitions some-
times, for obvious reasons, tended to understatement and this tendency could
be detected, and the correct size substituted, from series "B" worksheets.
Dating has also been much improved by the comparisons of the series and it
was possible to develop more meaningful standards of classification by com-
paring the data in the two series. DBecause the two series are thus in impor-
tant senses complementary, the data on the worksheets of series "A' and "B"
were not collated into separate final indexes but were rather transferred to
a single set of work cards incorporating the most reliable information from
both series.

The composite series is, broadly, limited to consolidations of, and
acquisitions by, firms in manufacturing industry in the United Kingdom.

. 2
Companies operating outside the United Kingdom~™ were excluded from the series

1. L.C.B. Gower, Modern Company Law, 3rd ed., 1969, pp. 388-391,

2. Up to 1921 the United Kingdom included the whole of Ireland.
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unless they had significant assets in manufacturing industry in the United
Kingdom. Acquisitions by British companies of foreign companies and by
foreign companies of British companies and also consolidations of British
companies operating abroad were omitted unless they involved the passing
into one ownership of two United Kingdom subsidiaries of the companies.1
Mergers of United Kingdom firms in the financial, agricultural, distribution,
construction, transport and public utilities sectors also are excluded, since
they may be expected to be subject to different economic or legislative in-
fluences than firms in manufacturing industry. However, acquisitions by manu-
facturing firms of firms in these non-manufacturing sectors were, in general,
included as it was considered that they were relevant to a consideration of
the determinants of the acquisitive behaviour of manufacturing firms and to
the study of the role of mergers in the growth of large manufacturing firms.2
Manufacturing industry represents a rceasonably homogenceous sector of the
economy which it is meaningful to analyse separately in this way, and there
is no reason to believe that the mergers of, say, the railway groups in 1921
can be usefully considered jointly with those in manufacturing. The line of
separation thus seems both simple to draw and justifiable.

Some difficulty arises, however, in the treatment of the mining sector
which has a significant degree of direct and indirect overlap with the manu-
facturing sector. Ironstone mines and ironworks, limestone quarries and
cement works, or gypsum mines and plasterboa{d factories, were, for example,
frequently owned by the same company and it was not always possible to dis-

‘ |
tinguish them, Furthermore it was not clear that they would be subject to a

1. This is more misleading for the United Kingdom than for, say, the United
States, for international mergers played a larger part in reducing competi-
tion in the domestic market or in gaining control of raw materials for United
Kingdom companies.

2. However, a small number of acquisitions by manufacturing firms in these
sectors were excluded where they were run as separate businesses, e.g.
Unilver's acquisitions of retail chains through Allied Suppliers, and
Dunlop's secret acquisitions of tyre distributors.
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wholly different set of economic influences, for they operated within much
the same institutional framework as manufacturing industry. Accordingly,
most mining and quarrying enterprises were, in fact, included in the series,
though mergers betwoen companies wholly or principally engaged in coal-
mining were excluded because they were subject to the special legislative
provisions for mergers in that industry.1

In order to facilitate cross-section analysis each merger was classified
on the summary cards according to the industry of the acquiring partner, or,
in the case of consolidations, the industry of the larger partner. Where
companies spanned several industries that to which the merger most signfi-
cantly related or which accounted for the major part of the combining part-
ners' business was chosen. The firms were allotted to one of the 17 manu-
facturing industry groups of the Standard Industrial Classification of 19582
according to the information on their product lines which was available on
the series "A'" and "B" worksheets.

It is desirable, though necessarily rather arbitrary, to define '""merger"
for the purpose of standardising the criteria for admission to the series. In
this study, a merger is considered to have occurred when one company gains
control of more than 50% of the voting power of another (an acquisition) or
where a new company is formed to take over more than 50% of the voting power
of each of two or more existing companies (a consolidation). The treatment
of acquisitions and consolidations can be standardised by measuring both in
terms of net firm disappearances so that whelher company X acquires company
Y or whether they are consolidated in a new company 2, the index will show
only one firm disappearance. In essence this definition aims at approximating
the economic definition of merger as a change in the boundary of the firm in~

volving the disappearance of one or more firms as autonomous units and

1. N.K. Buxton, "Entrepreneurial Efficiency in the British Coalmining Indus-
try between the Wars", Econ.H.R., 2nd ser., xxiii, 1970, pp. 476-497.

2. Central Statistical Office, Standard Industrial Classificationj; Alphabe-
tical List of Industries, 1959; Central Statistical Office, Standard
Industrial Classification, 2nd ed., 1958.
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achieved by an act of financial integration (rather than by competitive

attrition and internal growth). It was necessary in some cases to modify
adherence to the legal definition in order to approximate more closely to
the economic definition. Thus the consolidation of two subsidiary companies
of a single parent corporation and flotations of companies which had pre-
viously been under the same ownership and management was excluded from the
series as being primarily legal or administrative rather than economic
events.

The most common contemporary word for merger was probably 'combination
but this did not correspond to the modern standardised meaning, for it in-
cluded restrictive practices as well as merger. Other phrases describing
the relations between companies - "associated with', "allied interests',
"trade investments", "acquired" ~ were also used imprecisely in contemporary
parlance and may or may not imply merger in individual cases. Nevertheless,

‘it has generally been possible to resolve these doubts in particular cases
and to apply the test of ownership of more than 50% of the voting power of a
company. This conforms to the contemporary definition of a subsidiary in
section 127 of the Companies Act 1929 and is the criterion of control adopted
in concentration studies based on the census of production.1 An exception to
the rule has been allowed only where the essence of a merger is clearly pre~
sent and there is a clear change in the ownership of a bundle of working
assets. The limited extent to which this licence for flexibility has been
used is shown by the following cases of 'mear-mergers'':

i) Trade Investments and Control through 50% or less of the shares

When ownership is widely dispersed it is not necessary to have a
majority of the shares to secure control: a "trade investment" of
20% may be sufficient for effective control. However even when one

company bought as much as 49% or 50% of the capital of another, it has

1« E.g. H. Leak and A, Maizels, "The Structure of British Industry",
J.R.S.S5., ser. A, CVIII, 1945.
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not been included as a merger.

ii) Joint Acquisitions

Where two firms acquired more than 50% of the voting control of a third
firm a merger is recorded“as if there were only one acquirer; but
where three or more firms or a trade association made such a joint
acquisition, it is excluded from the series.

iii) Asset Purchases

Sometimes (e.g. when a company is in liquidation) its assets are sold as
a going concern but the company "shell" itself does not change hands.
Such asset purchases have been counted as mergers where the price paid
was substantial or there were other reasons for believing the assets

to represent a going concern.

iv) Defunct Companies

Where a company is acquired but it is not operating (e.g. because the
acquirer wishes to convert its factory to another use) this is not
counted as a merger since it more clearly represents a transfer of
land and buildings than of a working economic unit.

v) Sales of Subsidiaries between Companies

Sometimes a company sells off one or more of its operating subsidiaries
or a significant portion of its assets to another company. Although
there is not necessarily a "“firm disappearance' in these cases, they

) )

have been included in the series as if {here were.

vi) Personal and Family Takeovers

Where it is clear that a single dominant personality controls an enter-
prise, his personal takeovers are considered as if they were taken over
by the major company controlled by him. Thus Morris's acquisition of
Wolseley is dated in 1927 when he purchased it and not in 1936 when he

formally transferred ownership to Morris Motors Ltd.1

1. Andrews and Brunner, Lord Nuffield, pp. 135-6. The acquisitions of Lord

Furness, Lord Rank, the Richard Thomas family and the "press barons'" have
been similarly treated.
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In general therefore, this composite definition of a merger excludes
the purchase of minority interests but includes all changes in the effective
boundary of the firm, financially, rather than legally, defined.

It is not immediately obvious whether numbers of firm disappearances
or gross expenditure on acquisitions is the more appropriate measure of the
volume of merger activity, and, as postwar evidence shows, the two indicators
do not necessarily move in unison.1 This is important since a major purpose
of the index is to facilitate quantitative study of the cyclical behaviour
of mergers as an aid to understanding the various causes of merger. The
preference for a value index to be seen in much of the recent merger litera-
ture derives from a feeling that the index should reflect a higher fijgure if
two companiés with a market valuation of millions of pounds merge than if
the merging companies are valued at only a few thousand pounds.2 However,
whilst this is clearly valuable in studies of the effects of mergers on con-
centration or on the growth of large firms,where the sizes of the partners
are important, it is not unambiguous even for that purpose. An example will
serve to show this ambiguity. If there are three companies, X, Y and Z with
capitalisations respectively of £hm., £2m., and £im., the value series will
show discrepant results for very similar economic occurrences. For example,
if X acquires first Y and then Z, £3m. will be shown as disappearing; whilst
if Z first acquires Y and then X acquires (Y + 2), £5m. in all will be shown
as disappearing. *

By contrast the inadequacies of a number series can easily be overstated.

If 10 firms each worth £100,000 are acquired it is arguable that this should

be reflected by a higher index number than the acquisition of one firm worth

1. Newbould, Management and Merger Activity, pp. 18522,

2. The mergers in the present series vary from the one that created I.C.I. in
which the three disappearing firms were valued at almost £36m., to the
acquisition by Press Cap Ltd., of the Straight Jone Hop Company for £2,000;
the average size of firms disappearing being £354,540.
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£1m., for it does reflect a correspondingly greater change in the number of
independent decision-making units in the economy and a correspondingly
greater number of decisions to merge. The number index also has the advan-
tage of being in constant terms over the trade cycle: whilst an acquisition
may cost a very different sum at cyclical peaks and troughs, it will remain
one "firm disappearance".

There is, then, no unequivocally "correct" index of merger activity and
our choice will be determined both by the availability of data and by the
problem in hand. Where possible, data was assembled on both numbers and
value for the present series, but, as w;Zi later become clear, the data on
numbers is much more accurate and comprehensive than that on value. Accdrd-
ingly the number index will be used in this study wherever possible in pre-
ference to the value series. The foregoing suggests that, though this is
in origin a necessity, it may in some respects be counted a virtue.

Given our definition of merger the number series presents few problems.1
The difficulties of assembling the value series and the conventions adopted
for overcoming them do however require exposition. Data was sometimes
available on the price paid for acquisitions and for the market value of
shares changing hands in consolidations. In these cases therefore it was
possible to construct an index of the value of net firm disappearanc%s,
standardising the treatment of acquisitions and consolidations by treating
the largest firm in consolidations as the acc;uirer.2 In some cases where
there was a flotation of a consolidation, the only figures available for

valuation were the notional purchase price or the total market value of the

whole capital of the consolidated company. When the relative sizes of the

1. Where the numbers of firms disappearing were not precisely known a guess
was made taking in account the contextual phraseology and with a bias towards
low estimation. Thus "several", '"a few", "some" became two; "a number",
various", became three; and "a lot", "many", "a large number" became four.

2. In line with the revised tfeatment recently introduced by the Department
of Industry and Trade for its current merger index, see Trade and Industry,

19 May 1971.
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merger partners were not known it was/necessary to use incidentally gathered
information (e.g. relative outputs, relative authorised capital, general
data on the average firm size in the industry) to estimate the portion of
the total value to be attributed to the disappearing firms. Even for
acquisitions the data was not always of the quality required for an expendi-
ture series. For some companies it was not possible to calculate the price
paid or the market value of the shares disappearing, and for these, the
nominal value of the shares, an appropriate multiple of profit figures, or
fractions of share issues or changes in the assets in subsidiaries indicated
in the balance sheet of the acquiring company had to be used instead. Though
this procedure is not formally satisfying because it mixes data which are,
in principlé, incompatible, it is the best that can be done with inevitably
imperfect sources of information.

Sometimes companies gain control of other companies by acquiring some-
thing less than 100% of their capital. This can occur for a variety of
reasons: a small portion of the capital may carry all the voting power; or
a company may already have a large minority holding so that it can gain full
control by acquiring only a small extra portion of the capital. Also whilst
some companies stipulated as a condition of their bid that they gain, say,
90% or more acceptances, other§ were satisfied to control between 50% and
90%. For the value index, only the capital actually purchased was included,1
though in cases where there was no information it was assumed that there had

been 100% acceptances, faute de mieux. A related problem is the wide

differences in the gearing of companies and the question of whether to in-
clude the acquisition of preference shares and debentures in the value index.
Again, however, the luxury of using data appropriate to the topic investigated
is not always available to us, and we have generally used any information

available. If the price paid includes debentures and preference shares (or

1. This is the relevant figure for a study of expenditure on acquisitions,
though for concentration studies the full value is relevant.
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if a consolidation acquires the debengures and preference shares of the
merging partners) these have generally been included, but where they were
not acquired - and since they did not usually carry control they often were
not - they were excluded from the series.

It will be clear that a good deal of chance availability and subjective
Jjudgment determines the data incorporated in the value index. Even with the
heroic guesses and aggregation of incompatible data it was possible to pro=-
vide valuation figures for only 63% of the total number of firm disappearances
in the series. Comparison of valuations derived independently from series "A"
and "B" would also suggest serious reservations about the quality of the value
data. It was not unusual for there to be discrepancies of 20% between, the two
series and discrepancies of over 100% were registered in some cases where the
cruder methods of estimation were used. The value series must therefore be
used only with extreme caution and heavy qualification. However, large swings
in it may, together with swings in the number series, be taken as a fair indi-
cator of changes in the overall volume of merger activity.

There remains the problem of the dating of ﬁergers. The decision to
merge is rarely taken by both partnems concurrently and the process of merger
is likely to be fairly long drawn out, being a complex one of financial,
managerial and legal readjustmen%s. Most studies of mergers have adopted as
a dating convention the date of completion of merger because that data is the
most readily available. However, the completian date may well be several
months after the decision to merge, and a decision chronology would be more
relevant to causal analysis. A difficulty in this is that the initial
decision to seek a merger partner may predate by a year or more the actual
consummation of the merger. Furthermore it is usually not possible to date
it except by reference to the archives of individual firms. For the purposes
of the present series, a compromise between the availability of information
and its relevance td the economic questions to be investigated was necessary,

and mergers were therefore dated by the time of public announcement of intention
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to merge by the directors of the companies involved. This indicates that a
serious intention has been formed by both parties and only rarely was such
an announcement not followed by consummation of the merger.1 Where only a
final announcement of the merger was made, as was often the case in the ac=-
quisition of private companies, the date of this announcement is taken to
be equivalent to the announcement of intention to merge if it was spoken of
as imminent or immediately preceding, or the previous month if it was spoken
of as recently consummated. In the case of a consolidation which was subse-
quently publicly floated the decision date of the partners involved is taken,
if available, but otherwise the date of announcement of the new issue is
substituted.

In the majority of cases it was possible to derive information at quite
a high level of disaggregation and the quarter was chosen as the unit of time
within which mergers could be grouped. A certain amount of arbitrary alloca-
tion between quarters was necessary in borderline cases and for some mergers
only the financial year or half-year was known and these have been spread’
evenly between the appropriate quarters. This procedure was unavoidable,2
but it will probably have had the effect of arbitrarily smoothing the
cyclical pattern of mergers. There remained 775 firm disappearances by mer-
ger, one third of the total, which it was possible to allocate only to a
calendar year, and these are therefore excluded from the quarterly data.

Information from the series "A" and "B" yorksheets on the number of

firms disappearing, price paid, industrial classification and date, for each

1. All announcements of intention to merge were checked in the Stock Exchange
Year Book, the Stock Exchange Official Intellipgence, and other sources and
were deleted from the series where they appeared not to have been consummated,

2. There were too many mergers for which no precise date was available for
allocation to the date of mention (which would have biased the series towards
the annual general meetings months) or for exclusion from the quarterly
series. However where the date was not known to within the nearest year -

as was the case in several hundred mergers, largely of small non~-quoted
companies ~ the merger was excluded from the series.
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merger was collated on summary workcards,1 which were then aggregated
according to various classifications. The results are tabulated in various
forms in subsequent chapters and in the appendices. Quarterly and annual
series of firm disappearances by merger appear in various forms in chapters

8 and 10, and in Aépendix B. Mergers are broken down by industrial classifi=-
cation in Appendix C, which is discussed in chapter 10. Appendix D tabulates
the merger record of 82 large companies, and their contribution to merger
waves and to increasing industrial concentration is the subject of chapter
11. The 128 largest recorded mergers (in each of which firm(s) valued at
£Im. or more "disappeared'") are tabulated in Appendix E. They are also
classified by type - horizontal, vertical, and diversifying - and these
categories are briefly discussed in chapter 9. Finally the merger record of
every company into which 10 or more companies were recorded as "disappearing"
between 1919 and 1939 is tabulated in Appendix F.

It should, however, be borne in mind that the composite series presented
in these chapters and their related appendices are likely to underestimate
the total amount of merger activity by manufacturing firms between the wars.
Whilst there are probably some errors of commission - mergers will have been
registered, for example, where in reality what is happening is the public
flotation of companies which had been merged many years before - it is be-
lieved that these are, in general, greatly outnumbered by errors of omission.
Many borderline cases of events which could have been mergers or indeed which
certainly were but could not be dated to the nearest year, were omitted and

reference books such as the Stock Exchange Year Book indicate many subsi-

diaries which probably represent past acquisitions but which do not appear
as such in our sources. Though some managers in the 1930s began to reveal
more to investors about acquisitions, and in some cases backdated their

comménts to the 1920s, there were no doubt many who continued to acquire

1. The merger workcards are available for inspection on written application
to the author.
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private unquoted companies behind a veil of secrecy as yet unparted by the
business historian or the Monopolies Commission. This can be seen to some
extent in the data in Appendix D, which tabulates the full merger record of
82 large companies. Of the firm disappearances which these firms accounted
for between the wars, 20% were excluded from the series, largely on the
grounds that the information did not permit accufate dating or adequate
verification. In the case of smaller companies, of course, the coverage is
not likely to have been betfer.

One advantage of the construction of two independent series is that,
although the probabilities of each merger occurring in either series "A" or
series "B" are not known, the total finite population of mergers of yhich
the two series are independently-drawn samples can be estimated.1 If the
probability of any merger in the total population of mergers, n, appearing
in series "A" is Pa and the probability of it appearing in series "B" is Pb
then, where x is the number of mergers in series "A" y the number in series

"B" and z the number common to both series, we have:

X - nP eeecevesscsscns (1)
a
y = nP, D -3
A = nPan e0css0esssscsese (3)
and so
n - ﬂ sescesscsscnee (LI-)
Z

We know from the workcards that, of the total, of 2,544 firm disappearances
registered in the present study, 882 (35%) appeared, in one form or

another in both series, 1,055 (41%) occurred only in series "B" and 607 (2.#%)
occurred only in series "A". Given this information, it would be possible
to calculate X, y and z in the above equations (and hence to derive an esti=-
mate of the total merger population, whether included in the present series

or not) if it could be assumed that P_ and P, in equation (3) were not

b

<

1. I am indebted to John Kay for suggesting this method.
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significantly correlated. Unfortunately it seems likely that the probability
of a merger appearing in one series is significantly related to the probabil-
ity of it appearing in the other series. Large mergers, for example, are
more likely to appear in both series than small mergers: among mergers in
which the firms disappearing were valued at £im. or more as many as 9%
appeared in both series. This problem can, however, be minimised by dis=-
aggregating the data by year and by size of mergef. For each year, there-
fore, equation (4) was calculated separately for mergers in which the firms
disappearing were valued at below £1m. and for those valued at £1m. or more,
and the two results were then added together to provide an estimate of total
firm disappearances in each year, adjusted for omissions. The annual adjusted
totals are reported in Table B.1 of Appendix B. There will, of course,

still be some correlation of the probabilities of mergers appearing in the
series, and, though this method will have eliminated much of this effect, it
should be remembered tﬁat these estimates remain minima.1 It appears that
the series of observed disappearances (i.e. the simple aggregate of series
"A" and series '""B") is indeed a considerable underestimate: only 2,544 out
of a probable minimum total of 3,749 firm disappearances, or only 68%, are
in fact included in the raw series. However, inspection of the worksheets
and a priori reasoning would together suggest that the general characteris-
tics of the omissions might justify the selectivity of the raw series, which
is used in subsequent chapters. There are likely to be only a few omissions
in the large size class over £1m. and the probability of omission only be-
comes significant as the size of the merging firms is reduced.2 Size apart,

the mergers of unquoted and private companies are probably less well covered

1. The total adjustment for omissions should also be higher to cater for
those cases in which Pa or P. is zero, e.g. for private companies which have
neither commissioned business histories nor achieved notice in the financial
presse.

2. See Appendices D and E, below,
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than those of quoted companies. Such omitted mergers will both be less
important in their effect on the structure of industry, and, being perhaps
more likely to exhibit individual behaviour patterns, may be less suscep-
tible to general e%planation tﬁan mérgers of medium and large-sized quoted
companies which he;vily influence the totals of the raw series. Hence,
though the series adjusted for omissions will be referred to where appro-
priate, it is the raw series which will principally be used in subsequent
chapters. It should, however, be recognised throughout that the raw merger
series is not a representative sample of mergers, either by the size or
legal status of the firms involved, but rather a truncated selection of the

varied range of interwar merger activity.
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Chapter Eight

DESCRIPTION OF FINDINGS

The reason of the thing is not to be enquired after, till you are

sure the thing itself be so. We commonly are at whats the reason
of it? before we are sure of the thing.

(John Selden, Table Talk, 1689, p. cxxi.)

The two basic annual merger series generated by the statistical study
outlined in the previous chapter are presented in Table 8.1 on the next
page. The number of firms disappearing by merger in each year are tabulated
in column 13 and the total annual values of those firm disappearances for
which the price paid could be estimated (according to the conventions al-
ready described) are tabulated in column 3. Column 2 indicates the numbers
of firm disappearances by merger in each year for which the value could be
estimated. Only 1600 firm disappearances could in fact be valued out of the
total of 2,544 which were recorded for the whole interwar period. The value
series in column 3 is thus based on 944 less firm disappearances than the
number series in column 1. It is a moot point how far the value series
should be adjusted to take account of these omissions. A comparison of the
numbers of firms for which in each year value data was and was not available
(columns 2 and 4, respectively) indicates that their relative sizes fluctuate
considerably. In 1929, for example, over three-quarters could be valued,
but in 1922, 1923 and 1939 the proportion was less than a half. However,
the mergers for which no value data were available from the financial press
and other sources are likely to have been the smaller ones, and it is con=-
ceivable that the overall totals for merger values will not have been
seriously affected by the omissions. A figure for the omitted values could
be derived if an estimate of their relationship to the known values 'could be
made. A maximum can be fixed by the use of data in Appendix E which shows
that the 128 largest mergers accounted for £357m. of the values in column 3
and suggests that very few large mergers are in fact omitted from the series.

If these mergers are omitted from the aggregate values for 1919-1939 it
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Notes on the sources to Table 8.1

cols. 1, 2, 3:

col, k:

col. '5

col, 6

col. 7

col., 8

workcards of the present study, derived from
sories "A" and Y"B" worksheets, unadjusted
for omissions,

col. 1 minus col., 2.

calculated, on the supposition that the average
value of mergers for which no value data is

available was one-tenth of the average value of
mergers for which value data was available, i.e.

col, 3 x col, &

according to the formula: ool 2 x 10

col, 3 + col, 5.
col. 3 == col, 2.
calculated according to the formula:

col. 3
(K + Col. 3)

x 100

where K is Feinstein's estimate of annual gross
domestic capital formation in manufacturing
industry (See B.R. Mitchell and P. Deane,
Abstract of British Historical Statistics,

Cambridge, 1962, p. 376). As the series is not
available for the years 1919 and 1939 the
percentage of "total investment expenditure"
(i,e. (K + col. 3)) accounted for by merger
values can be calculated only for the years
1920-1938.
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appears that the average value of the smallgr mergers remaining is only just
over one quarter of the overallhaverage: £95,000 compared with £355,000.
Making a further allowance for the tendency of the sources to report fewer
values for smaller than for medium-sized mergers, a reasonable estimate of
the omitted values would be that they were perhaps one-tenth of the average
size of those included. If we assume that unknown values were, on average,
one-tenth of the average values of mergers occuring in the same year, the
additions which should be made to the values for each year can be seen in
column 5 and the resultant total merger values in column 6, The increase

in value is in no year greater than 12.4%, and for the whole interwar period
the increase in vai;es would be only £36.5m., that is only 6.4% more than
the recorded values. An alternative assumption would be that the unknown
values were a function of the industry of the acquiring firm, Assuming that
the unknown values were one-tenth of the average values for their industry,
the increase in values would, at £35.4m, or 6.2%’ be even 1ess.1 The
assumption of values of one-tenth in both cases, is however, somewhat
arbitrary and it may be too low (or indeed too high). It is mentioned

here only as a general indication of the sensitivity of the data to assump-
tions about the omissions. In the discussion which follows, however, and
in subsequent chapters, reference to value data is in all cases to the raw
data on merger values in column 3 of Table 8.1 unadjusted for omissions. The

tendency of the value data to underestimate the level of merger activity (and

1. See Appendix C below,
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possibly of fluctuations in it) to a greater (but unknown) extent than the
series of numbers ;f firms disappearing should, therefore, be constantly
borne in mind.

The two remaining columns of Table 8.1 give two further indicators of
the characteristics of merger activity between the wars. The average price paid
for firm disappearances in mergers is tabulated in column 7. The average
value was £355,000 for the whole period, but there were considerable year-to-
year fluctuations, the average in 1935 being less than half, and the average
in 1926 being more than six times greater than the overall average size of
firms disappearing.

The final column, column 8, provides an alternative measure of merger
activity based on the main value series, indicating the proportional contri-
bution of external growth (by acquisition and consolidation) to the total
growth, internal and external, of manufacturing firms between the wars. The
total merger values for each year in column 3 are expressed as a percentage
of "total investment expenditure" (i.e. of expenditure on both mergers and
real assets). It will be seen that, in so far as the value data can be relied
upon as an indicator of total merger activity, the external growth component
is always the smaller one, though in 1926 it reaches a high level of 47.4%
of "total investment expenditure'" by manufacturing firms,and during the whole
period 1920-1938 the average merger values account for as much as 23.7% of the
"total investment expenditure'. The economic.meaning which can be attached to
this data is of course limited. Not only are the merger values subject to the
reservations made in this and the previous chapter, but it should also be
remeﬁbered that "total investment expenditure'" is an artefact of the financial
data not a fixed fund of real resources. Whilst individual firms may have a
choice between expending their surplus cash flow on acquisitions or on real
investment, the physical constraints on new investment in the economy as a
whole differ in kind from the constraints on the overall level of merger

activity: this relative indicator should not, therefore, be taken to imply a

macroeconomic constant.
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The broad annual patterns of merger activity indicated in the three
major series in Table 8.1: numbers of firms disappearing (column 1), values
of firms disappearing (column 3), and mergers as a percentage of '"'total
investment expenditure'" (column 8) are not identical, but certain common
features are visible., Numbers and values peak in the postwar boom of 1919-
1920 but by 1921 and 1922 slump to very low levels and this slump appears
to take place relatively to other investment expenditure, as well as in ab-
solute terms. All the series show a marked recovery in the later 1920s, but
they differ in their peak years. The two value series peak earliest in 1926,
though a high level of merger activity is maintained for some years there-
after, but the number series has a more gradual rise to a later, but
equally pronounced péak of %08 firm disappearances in 1929. The discrepancy
between the peak years of the number and value series can be eliminated by the
exclusion of two large merger values and of firm disappearances in one large
multi=firm consolidation. The two largest mergers of the interwar years -
Distillers' acquisition of its John Walker and Buchanan-Dewar competitors
in the whisky trade (in which the disappearing firms were worth £20m.), and
the Imperial Chemical Industries consolidation of 1926 (in which three firms
worth £36m. disappeared) - explain the peak in the value series in
the years 1925-6; whilst in 1929, 70 of the firm disappearances are
accounted for by the acquisitions of the Lancashire Cotton Corporation in
that year. If these extreme observations are subtracted from the series,
it will be seen that the second peak of both series then occurs in 1929.1

Interwar merger activity was highly concentrated in the two merger
waves of the postwar years and the late 1920s. In the first wave of 1919-20,
18.6% of the total firm disappearances and 23.7% of the total merger values
occurred; whilst between 1925 and 1929 there occurred 32.5% of the total
by number and 39.%6 by value. Thus seven of the twenty-one interwar years -

one-third of the time period covered - accounted for 51% of the total firm

1. The coefficient of correlation (corrected for degrees of freedom)
between the two series thus adjusted, is 0.69.
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disappearances by merger which were recorded and for 6%% of their estimated
values.,
Though all three indicators of merger activity reached a significant
peak in 1936, the merger activity of the 1930s was more subdued than in the
earlier waves. The 1936 peak in numbers was some 5%% lower than the peak
of 1929, and the peak in values was some 69% lower than the exceptional
Year of 1919. The average price estimated to be paid for firms disappearing
in the 1930s was only £231,000 compared with £403,000 in the 1919-1929 period.1
A similar impression of the reduced role of mergers in the 1932%0s is gained
from a separate study of larger mergers which was made. Only 37 (29%) of
the total of 128 mergers identified as involving firm disappearances of £1m.
or more occurred between 1930 and 1939.2
The different basis of compilation renders comparisons between the pre-
sent merger series for Britain between the wars and series for earlier and
later periods (or for foreign countries) extremely hazardous. It is diffi-
cult to assess precisely the degree to which series covering a long period
are comparable, given the changing conventions of researchers and other
statistical égencies and variations in the quality of public reporting of
mergers and in the stringency of legal disclosure requirements. All esti-
mates of merger activity, including the present series, appear to be minima,
and there is an unknown total population of mergers of which the available
series may represent only the tip of an iceberxge. The problem is that, in
contrast to the case of the iceberg, we have no grounds for presuming that
the exposed "tip" which is visible in the merger statistics, is a constant
proportion of the whole. If this presumption is made - the only ground for
this being that the problem is by its nature incapable of solution - an im-

perfect comparison of interwar merger waves with those which came before and

1. This decline cannot be explained by the level of share prices. The un-
weighted arithmetic mean value of Moodies's annual share price index rises
from 54.9 in 1919-29 to 62.1 in 1930-39.

2. See Appendix E.
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after becomes possible. The three interwar peaks of firm disappearances -
264 in 1920, 308 in 1929 and 138 in 1936 - do appear to establish their
claim to be parts of merger waves of considerable significance.1 The pre-
vious merger peaks of 1888, 1899 and 1909 registered only 101, 240 and 60
firm disappearances respectively? for example, though the postwar peak of
510 disappearances in 19603 shows a higher level of firm disappearances.
Comparison with the valuerseries over time raises the problem of
corrections for the effects of changes in the price level. The peak years
for mergers by value were 1919, with £80m. disappearing, and 1926, with £65m.
disappearing (both at current prices). These were transformed into 1961
prices by applying Moodies's share price index to the data. The transformed
values then indicated, at 1961 prices, £40S5m. disappearing in 1919 and
£280m. in 1926F Since the actual figure for expenditure on acquisitions by

manufacturing firms recorded by the Board of Trade in 1961 (the first peak

1. The peak totals may be adjusted to allow for underestimation in series
"A" and "B" by the, method described in equation (4) (p.132above). The ad-
justed values are 336 firm disappearances in 1920, 431 in 1929, and 274 in
1936.

2. Provisional estimate from an unpublished merger series for 1880-1918 by
the author. Since the source material used was less exhaustive than that
used for the present inter-war series, it may be an underestimate relative
to the present series.

3. Acquisitions of both unquoted and quoted companies largely by quoted com-
panies and solely in manufacturing industry (Board of Trade Statistics
Division, Acquisitions and Amalgamations of Quoted Companies 1954-1961,
Summary and Industrial Group Tables, limited circulation, 1963). The series
excludes asset purchases, consolidations in which new companies are formed
and acquisitions by many unquoted companies, which are, in part, included in
the interwar series. On the other hand the comparison may understate the im-
portance of interwar mergers because of the increased representativeness of
the quoted sector and improved financial publicity in the postwar period.

L, Alternatively the London and Cambridge Economic Service index of indus=-
trial ordinary share prices gives transformed values of £376m. and £278m.
respectively. The use of a share price index may be criticised on the ground
that it includes some net additions to real assets as well as the change in
the level of asset prices. Using instead the London and Cambridge Economic
Service index of capital goods prices as a proxy for asset prices produces
transformed values of £224m. for 1919 and £238m. for 1926. However, the use
of the share price index may be justified if one wishes to judge the impor-
tance of mergers relative to the changing national capital stock since it
does to some (unknown) extent reflect the upward trend in that capital stock.
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year of their value series for acquisitions beginning in 1954) was £330m.,
the merger waves between the war certainly appear to have been of historically
significant proportions.1

The comparison of mergers in peak years may, however, be misleading if
interwar cycles of merger activity (like the general business cycle) exhibi-
ted more pronounced fluctuations than postwar merger cycles. Accordingly two
like decades which each included only one merger peak were compared. The
value of all acquisitions in the 1921-1930 period was transformed to 1954~
1963 prices by a weighted average of Moodies share price index, the weights
being the incidence of merger activity by value within the relevant periods.
The transformed value of 1921-1930 mergers was £1,070m. compared with the
£1,893m. actually registered as the cost of acquisitions by manufacturing
firms in the 1954-63 period. This suggests that merger activity may indeed
have been more cyclical between the wars than in recent years, and that
comparison of peak years therefore overstates the importance of the inter-~
war merger waves.

However, for some purposes, it may be desirable to take into account
the fact that economic activity in general was at a lower level between the
wars. This may be done by comparing expenditure on internal growth (i.e.
by new investment in buildings, plant and machinery) with expenditure on
external growth (i.e. by merger). Expenditure on mergers as a percentage of
total business investment expenditure in manufacturing averaged 23.7% in the
period 1920—1938.2 This is in fact about the same level as that registered

in postwar merger waves in both Britain and the United States.3 Whilst

1 The same limitations apply to value data comparisons as to comparisons of
numbers, and, indeed, the omission of consolidations in the recent value data
may produce more serious underestimation. The poor quality of the interwar
value data should, however, also be recalled here: in particular the value
data for 1919 covers only 63% of the firm disappearances and that for 1926
only 5% of the firm disappearances.

2. See Table 8.1 above, col. 8.

3. Between 1954 and 1961 in the United Kingdom expenditure on acquisitions
in manufacturing accounted for 18.3% of total expenditure on acquisitions and

Contd.
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there are, then, great difficulties in formulating comparisons between sta=-
tistical series of merger activity compiled on different bases from sources
of varying reiiability and coverage, one conclusion would seem to be justi-
fied. The view which has been canvassed recently that, for example, the
merger wave of 1954-1960 represented "a historically unprecedented spate
of mergers and take—overs",1 can only be accepted with heavy qualification.
It may, however, be remarked, parenthetically, that the most recent wave of
merger activity in the British economy, as measured by the improved data of
Newbould, with its peak in 1968 of 1,433 firm disappearances worth £3,560m.
would indeed appear to stand out as of a different order of magnitude to
previous merger waves. This discrepancy may be too large to be explained
solely by improved data collection and changes in the price level.2

An alternative way of rankinghistorical merger waves by their relative
importance involves the identification of the date of important mergers in
the history of large corporations. The majority of large corporations can
point to at least one merger in which a large number of firms initially
came together or which significantly increased the size of the firm. These
may be dated according to the information in the workcards of the present
merger series. A list was therefore made of the 82 largestcompanies by net
assets in 1948. These are tabulated in Appendix D which also gives the
date of their most important merger. The temporal pattern of these mergers

is summarised in Table 8:2. .

gross domestic capital formation at current prices in manufacturing.
(Calculated from capital formation data in Annual Abstract of Statistics,
1963 and from Board of Trade Statistics Division, Summary and Industrial
Group Tables.) S.R. Reid (Mergers Managers and the Economy, New York,
1968, p. 18) suggests that about a quarter of business investment spending
was on acquisitions in the United States in the period 1950-1967.

1. Singh, Take-Overs, p. 15, and cf. p. 43.

2. Newbould, Management and Merger Activity, p. 28. However, Newbould's
data includes industries other than manufacturing.
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Table 8.2

DECADE OF MAJOR MERGER FOR THE TOP 82 MANUFACTURING COMPANIES BY
NET ASSETS IN 1948

1890-1899 7
1900-1909 6
1910-1919 6
1920-1929 19
1930-1939 10
1940-1948 3
Growth Largely Internal or Date of Major

Merger Unallocable N
Total EZ

Source: Appendix D.

Since more than one merger may be important in the development of the firm,
the allocation of particular mergers to particular years was in some re-
spects arbitrary. The founding consolidation of the Distillers Company in
which six firms merged in 1877 was, for example, rejected in favour of

the giant merger of 1925 when the company acquired Buchanan-Dewar and John
Walker., In the case of some companies, however, it proved impossible to
discriminate between a number of important mergers or to allocate a sus-
tained pattern of acquisition to any one decade. A further group of com-
panies appeared to grow almost exclusively internally. Of the remaining 51
allocable mergers about one-half occurred between 1920 and 1939, a third of
the total in thé 1920s alone. Among the leading firms whose most important
merger occurred between the wars were Tube Investments, Metal Box, I.C.I.,
Unilever, A.E.I., Turner and Newall, Tate and Lyle, Joseph Lucas, Colvilles,
Patons and Baldwins, Sears, Bass, Fisons, Lancashire Steel, Lancashire Cotton
and Reckitt and Colman. Table 8.2 contrasts significantly with a comparable
study of the major mergers among the 100 largest United States manufactur-

ing corporations, which showed the decade 1895-1904 to be the most important
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for mergers there.1 The intengity of the interwar merger waves revealed by
this and by the aggregate merger statistics may, then, plausibly be viewed
as a process by which firms in British manufacturing industry were "catching
up" (as indeed the rationalisers were exhorting them to do) with a structure
of industry in the United States which had been the result of a more inten-
sive merger wave at the turn of the century.

' The typical pattern of merger activity between the wars was not, how~
ever, that of multi-firm mergers between many companies operating in the
same industry such as had dominated the merger waves in both Britain and
America in the earlier period.- By this time such giant multi-firm mergers
had become a rare sccurrence, as can be seen in Table 8.3. For these pur-
poses a multi-firm merger is defined as a consolidation of five companies
or the acquisition of four companies occurring within the same calendar
year. All mergers which account for four or more firm disappearances in
any one year, are thus included, the number of such mergers appearing in
the centre column of Table 8.2 and the average number of firms involved®
in the right hand column. A more restrictive definition of the multi-firm
merger as one involving twenty or more firms would, of course, reduce their
numbers, and these are tabulated for purposes of comparison in the left hand
column of Table 8.32. There was a continual decline in the average size of
‘multi-firm mergers from 19.6 firms in the 1880s to 9.1 firms in the 1920s
and 6.9 firms in the 1930s. The decline was largely due to the fall from
fashion of the giant consolidation of twenty or more firms.3 Whereas before

the First World War there had been a number of important instances of these

1. Nelson, Merger Movements in American Industry, pe. L, 37 of Nelson's
corporations had no important mergers, the others having 11 before 1895, 20
in 1895-1904%, 7 in 1905-15, 5 in 1915-24, 11 in 1925-34%, O in 1935-44 and 9
in 1945-55.

2. IlI.e. in each merger the total number of firm disappearances plus one.

3, It was probably also due to the greater efficiency of the improved inter-
war series in picking up the smaller multi-firm mergers.
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Table 8.§
THE DECLINE OF THE MULTI-FIRM MERGER
Mergers Involving Mergers Involving Average Number of
20 or More Firms 5 or more firms Firms in Multi-Firm
Mergers

1880-89 1 5 19.6
1890-99 6 28 4.6
1900-09 4 20 4.6
1910-19 2 24 10.4
1920-29 1 4o 9.1
1930-39 0 18 6.9

Sources: 1880-1918,unpublished study by the author.
1919-1939, the present study.

giart mergers - the Wallpaper Manufacturers (31 firms), Associated Portland
Cement (27), Bradford Dyers (22), Bleachers (53), the British Cotton and
Wool Dyers (46), Calder's Yeast (42), Fine Spinners and Doublers (31) and

the Calico Printers (59) - there was only one of them between the wars.
This was the formation of the Lancashire Cotton Corporation which in 1929
consolidated some 70 firms, and proceeded in the immediately following
years to acquire a further 26.

To some extent this decline was caused precisely by the reduction of
opportunities for multi-firm mergers in the ‘earlier merger waves, but
clearly this explanation is of limited application for there were still many
relatively unconcentrated industries in whicﬁ opportunities for multi-firm
mergers were far from exhausted but where they did not in fact occur. 1In
these industries problems of management and fears of adverse publicity both
appear to have played their part in inhibiting multi-firm mergers. That
such motives were uppermost is suggested by comparisons with other advanced
industrial economies where there was also a decline in the number of multi-
firm mergers largely it appears because of fear of antitrust and of public

s s 1
criticisme

1. Stigler, "Monopoly and Oligopoly by Merger¥; C.K. Maule, Mergers in
Canadian Industry 1900 to 1963, Ph.D. Thesis, London, 1966, pp. 47-9.
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In Britain managerial diseconomies of rapid growth had already created
great financial problems for many of the earlier giant multi-firm mergers
and this, together with interwar experience of the difficulties of an overw
rapld rate of expansion, served, as we saw in chapter 3, to demonstrate to
managers the inexpedience of the multi-firm merger, and of the rapid rate
of growth of the firm which it implied. Though in Britain this was not re-
inforced by antitrust fears, there were some purely commercial advantages
to a gradual programme of piecemeal acquisition over the instantaneous con-
version of an industry from a competitive structure to the relative security
of monopoly which had previously been favoured. Perhaps the best example of
this is the growth of Lord Leverhulme's interests in the soap industry to
form the basis of the modern Unilever enterprise in the United Kingdom.
Widely criticised in the famous "Soap Trust' newspaper scandal of 1906,
Leverhulme accepted the failure of his scheme for a multi-firm merger and
retreated with only £91,000 compensation for libel from the press. Though
abandoning the original scheme, he turned his energies to a steady programme
of piecemeal acquisitions of other soap companies so that, by the 1920s, he
had achieved precisely that position of dominance in the trade at which the
initial project had aimed.1

This interpretation of the decline of the multi-firm merger is supported
by an examination of the smaller multi-firm mergers and of the sequential
multi~firm mergers of the interwar years. U438 out of the 70 multi-firm mer-
gers between 1919 and 1939 involved only 5, 6, or 7 firms and the majority
of these had a capital of under £500,000, thus being well within the size
range, within which (after initial problems of integration had been solved)

efficient managerial controls could be set up without great

1. Wilson, Unilever, v. 1, passim.
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difficulty.1 The majority of those which did not conform to this size
pattern did indeed meet managerial diseconomies of scale and of growth,

and required extensive and costly managerial reorganisation. The Lanca-
shire Cotton Corporation itself failed for some years to develop appropriate
managerial controls, and British Ropes, a small consolidation of six 'com-
panies in 1§2# which acquired 22 competitors in the next three years, also
suffered from managerial problems of reorganisation. In the majority of
industries in which extensive merger activity took place, however, the
pattern of acquisitions for the individual firm had to proceed at a more
leisurely pace.

The statistics which are presented in Table 8.3 do not, it should be
stressed, mean that multi-firm mergers gaining monopoly control of indus-
tries ceased in the interwar y?ars, for there were many de facto multi-
firm mergers, which yet did not qualify by the strict definition for
inclusion in the table. This can be seen in Appendix F, which lists firms
which were prominent acquirers between the wars. In all,?71 firms acquired
ten or more firms between 1919 and 1939 according to the definitions
used in that appendix. These firms acquired 1,192 (46%) of the firm dis-
appearances which appear in the statistical series in Table 8.1. The
average number of acquisitions per firm in this sample of firms extensively
engaged in merger activity is thus 16.8 and if certain other firms which
had to be excluded from the annual -statistic#l series (e.g. because of poor
dating infqrmatioﬁ3 are included the average number of acquisitions per firm

rises to 20.5. Though some of these mergers did occur as multi-firm

1. Cf. the list of large mergers in Appendix E. The average number of firm
disappearances per large merger was only 2.6 and only 22 of the 128 large
mergers listed were multi-firm mergers (i.e. involved 4 or more firm dis-
appearances). Of the 8 of these in which the firms disappearing were valued
at £%m. or more, 5 (Amalgamated Industrials, Harper Bean, Crosse and
Blackwell, Jute Industries and Lancashire Cotton Corporation) are knownto
have encountered managerial difficulties, whilst 2 were consolidating a
monopoly position (Turner and Newall and Wallpaper Manufacturers) and 1 was
established with a government protected monopoly and subsidy (British Sugar
Corporation).
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consolidations of five or more companies, the great majority of them merged
sequentially over a period of years., Thus the multi-firm merger can more
properly be said to have adopted a different form than to have disappeared
altogether. Firms adopting the sequential form of extensive acquisition
could, of course, expect to reduce the managerial diseconomies of an
excessive rate of growth and to avoid at least some of the opprobrium which

accrued to the overt monopolist.
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Chapter Nine

TYPES OF MERGER

Studies of mergers conventionally distinguish between three basic

types:

i) Horizontal - in which the merger partners operate at the same stage of

production and sell in the same marketse.

ii) Vertical - in which the partners are related as successive stages of
the production process. Thus vertical integration can occur backwards
by the acquisition of a company producing inputs, or forwards, for

example by acquisition of a distributing company.

iii) Diversifying or Conglomerate - a residual category in which the merg-
ing firms neither produce competing products nor are actual or poten-
tial suppliers of each other. This category is sometimes further
subdivided into '"concentric marketing' in which there is a different
technology but the same customers, ''concentric technology" in which
the technology is common to both but the markets different, and
“"conglomerate'" in which there is no link of either customers or
technology.
Classification, according to these categories in the interwar period is,
however, severely handicapped by problems of information. Where two companies
are referred to as being competitors (or thei; titles indicate that they are
in the same industry) they may be classified as horizontal, but this procedure
can in some cases be misleading: more precise investigation could reveal them
to be vertically related or to be aiming merely to diversify their product
range.
The most obvious horizontal mergers often turn out, on closer analysis,
to have vertical or diversifying elements and mixed cases then begin to bedevil
the classification. One's instinctive classification of the Imperial Chemical

Industries merger of 1926 as a horizontal merger of four chemical manufac-
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turers, for example, is unjustified since only two of the partners in fact
had competing products, whilst, by contrast, there were many vertical

links between them and the main purpose of at least two of the partners -
Nobels and British Dyestuffs - was to achieve a more diversified product
range within the industry. Again, the merger of the Distillers Company
with Buchanan-Dewar and John Walker in 1925 at first appears to be a
horizontal merger, but in fact was significantly vertical in that Distillers
were motivated by a desire to prevent these firms from building their own
distillery instead of confining themselves to the neit vertical stage; the
blending of whisky. Because of such difficulties it proved impossible to
classify all mergers recorded in the present study by type. This study of
the relative importance of the various types of merger is therefore based on
a sample of large mergers, though literary evidence on smaller mergers will
be presented where appropriate.

The ideal classification of mergers would aim at producing statistics of
analytical as well as purely taxonomic value, and this is the ideal which was
originally aimed at in the present study. It must, however, be remaﬁked
parenthetically at this stage of the presentation that, as the study progressed,
it became obvious that there were considerable difficulties in applying
economic analysis and that the value of classification was less than had
originally been supposed. The traditions of classifying mergers in this
way did, of course, have its origin in a feeling that horizontal mergers may,
through their monopolistic effects, have a greater tendency to subvert the
public good than other types.1 It would, however, be improper to read such
an interpretation into what follows, for it will be suggested that general
theories about the economic determination of merger types derived, for example,

from antitrust analysis have little explanatory value. The direction of merger,

1. E.g. G.J. Stigler, "Mergers and Preventive Antiturst Policy", University
of Pennsylvania Law Review, CIV, 1955, as reprinted in his Organisation of

Industry, ppe 303-4.
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whether horizontal, vertical or divefsifying, is frequently determined by
largely technical factors and is thus basically less susceptible than
other aspects of merger activity to generalised explanations. A more
appropriate method of study would be at the micro-level, though the study
of individual industries and firms which would be necessary for this lies
outside the scope of the present work. In so far as meaningful generalisa-
tions about the direction of merger activity is possible in the present
context, the concept of the firm, which has been developed by Richardson,1
envisaging the firm as a bundle of technical skills, expanding in direc-
tions which exploit its comparative advantages in particular areas of com-
petence would appear to provide a more fruitful line of approach than that
derived from price theory and antitrust analysis.

The statistics on which the present study is based were drawn from a
sample of large mergers. One hundred and twenty=-eight large mergers were
extracted from the general series by inspection of the workcards and are
listed in Appendix E. The group represented all mergers in which the
estimated price of the disappearing firms was £im. or more. Though it is
probably not inclusive of all mergers in this size group, there is reason
to believe that it includes the great majority of large mergers. The
allocation of each merger to one of the three classes - horizontal, vertical
and diversifying - is indicated in Appendix E. It was possible to classify
all the large mergers by type by consulting the financial press, business

histories, and publications such as the Company Index and Industrial

Classification2 to ascertain the product range of the merging partners and

their relationship prior to, and subsequent to, merger. The aim of the
classification was to indicate the predominant intention of the directors of

the companies involved in the merger. Thus a merger of two brewers would nor-

1. Richardson, "The Structure of Industry".

2. Moodys - Economist Services, 1939.
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mally be allocated to the horizontal category. However, if there was some
evidence that the brewe;y of one of the merging partners was closed soon
after the merger, it was Assumed that the main intention was vertical, that
is a desire to gain control of the company's tied houses rather than of its
manufacturing facilities.1 Again the I.C.I. merger of 1926, or the acquisi-
tion of the Macintosh group of companies by Dunlop in 1925 was classified as
diversifying since their principal aim was to diversify production within
the chemical and rubber industries respectively. On the other hand, I.C.I's
acquisition of British Copper Manufacturers, despite the companies' respec-
tive titles, was classed as horizontal since I1.C.I. was already heavily en-
gaged in metal production at the time of the merger; and the acquisition
of Quasi-Arc, a firm manufacturing electric welding equipment, by British
Oxygen, which competed in the same market though with a technically different
product (in a different industrial classification), was classified as a
horizontal merger since it was clearly intended to gain control of a
competitor's producte. The present study is thus not comparable with those
which treat all mergers within the same industry as horizontal but classify
those crossing the boundary between industries as vertical or diversifying.
The resulting classifications are in some degree arbitrary, for not all
mergers fall unequivocally into one class, but these categories at least
have the merit of economic relevance.

The results are tabulated in Table 9.71. .Horizontal mergers were clearly

predominant in the interwar period, accounting for 75% of these large mergers,

1. This rule is not, of course, unegquivocally correct,for it illustrates
an important conceptual problem. One director of the acquiring brewery
might express his company's intention in terms of the need to reduce excess
capacity in the industry by buying up and closing down other breweries and
a horizontal classification would thus seem more appropriate. On the other
hand, a fellow director might with equal justification say that his company
requires additional public house outlets for its new brewery and, because
of the tied house system, can only obtain these outlets by buying a competi-.
tor, closing its older and less efficient brewery down and transferring the
demand from the acquired public houses to its own brewery. To this second
director, the intention is predominantly vertical.
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Table 9.1
LARGE MERGERS BY TYPE 1919-1939

All Classes Vertical Diversifying Horizontal
Number of Mergers - 128 27 5 9%
(100%) (21.7%) (3.9%) (75.0%)
Number of Firms Dis- 338 42 16 280
appearing in the (100%) (12.49%) (4.7%) (82.8%)
Mergers
Estimated Price Paid 357.1 73.1 59.2 224.8
' (£m.) (1006) (20.5%) (16.6%) (63.0%)

Source: Appendix E, g.ve. for a further industrial breakdown of the statistics.

and involving 83% of the total firms disappearing into them and 6% of their
values. This accords with the general impression gained from inspection of
the main series that the smaller mergers also were predominantly of the hori-
zontal type between firms in the same industry. The result is not, perhaps
surprising, in view of the reasons for mergers which we have sketched.
Monopoly powers and economies of scale are more obviously available to
horizontal mergers than to other types. Moreover, since industrial concen-
tration was relatively low in 1919 there were many opportunities for the
growth of the firm by acquisition and merger within its own industry, and,
between the wars, there were no legal barriers to the attainment of a
monopoly position through merger. Furthermore, firms in the same industry
would be more likely to be sought out as acquirers of (and to feel qualified
to acquire) famil& firms which were, for personal, financial or tax reasons,
looking for a buyer, than would firms in other industries which were unaware
of the opportunity or were unable to assess the profitability of such an
entry into an unknown industry.

Nor is the low level of vertical merger unexpected,for contemporaries

remarked upon the low level of vertical integration in Britain compared with
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the United States.1 The high level of vertical mergers in the United States
has been attributed by Stigler to the rigorous enforcement of antitrust
against horizontal mergers,2 a consideration which would not apply in the
United Kingdom between the wars. An explanation of the observed difference
which would seem to be quantitatively more important, however, is the con=-
trasting resource base of the two economies. Since, with few exceptions,
Britain produced fewer raw materials than the United States, with its rich
domestic supplies, a national merger series would be expected to show less
vertical integration for Britain than for the United States. In fact there
were many significant acquisitions of foreign raw material producers by
British companies, for example of African trading companies by Unilever, of
Rhodesian asbestos mines by Turner and Newall and of pulp and paper compan=-
ies by the Amalgamated Press. These are, of course, quite excluded from the
present series. Furthermore, since the series includes only acquisitions
by firms with manufacturing assets, vertical integration is understated in
so far as it is achieved through the acquisition of manufacturers by domes-
tic firms in distribution or in mining.

The most common areas of vertical integration between manufacturing
industries were between the various branches of the steel and steel-using
industries and between newspaper publishers and newsprint manufacturers. A
study of the industry groups to which companies making large vertical acqui=-
sitions belonged, which is fully tabulated in Appendix E, showed that
vertical mergers were confined to a limited number of industries. Whereas
there was only one industrial group which registered no large horizontal
mergers, there were as many as seven - tobacco, electrical engineering, tex-
tiles, leather and fur, clothing and footwear, timber and furniture, and

miscellaneous - which registered no large vertical mergers. Of the remaining

1. Ee.ge., Marquad, Dynamics of Industrial Combination, p. 66.

2. Stigler, "The Economic Effects of Antitrust Laws", pp. 265-6.'
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ten industrial groups, only three - metal manufacture, drink and paper,
printing and publishing - registered more than two large vertical mergers over
the whole interwar period., A similar impression of the concentration of large
vertical mergers in a few industries can also be seen in the number of firms
disappearing in vertical mergers and in their values. Vertical merger
accounted for more than five firm disappearances only in the drink, metal
manufacture and shipbuilding industries, and their values exceeded £10m. in
only two industrial groups: drink and metal manufacture.

The decision to expand vertically was often determined by the technical
economies of integrated plants; in the iron and steel industry, for example,
by the saving of heat between successive stages of production. Frequently,
however, integration was merely financial and managerial, and merger was not
followed by the vertical integration of plants.1 Further examination of such
vertical mergers, both in Appendix E, and among the smaller vertical mergers
which were worksheeted, suggested that there was a wide variety of motivations
for vertical expansion, The special qualities of steel needed for the manufac-
ture of tubes and of tin boxes by automatic machinery motivated Stewarts and
Lloyds and the Metal Box Company to acquire some suppliers in order to gain
direct control of quality. Stewarts and Lloyds also bought up some ironstone
mines near their proposed new integrated tube plant at Corby in order to inter-
nalise the external economies of their expansion there.2 There could also be
opportunities for profitable vertical expansion into the supplying industry, if
the supply of an input were monopolistically controlled. Inveresk Paper, for
example, seeing English China Clays progressively monopolising the supply of one
of their raw materials,acquired South Fraddon China Clays to ensure control of

their supplies, and Lucas, troubled by the increasing price regulation amongst

1. S.R. Dennison, "Vertical Integration in the Iron and Steel Industry",
EoJey XLIX, 1939.

2. E.g., Scopes, Development of Corby Works, p. 65; Economist, 24 Dec. 1932,
p. 1190; Minchinton, British Tinplate Industry, p. 199.
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their suppliers, acquired a small cable manufacturer in 1934 to fill their
requirements.1

The majority of the vertical mergers so far mentioned were backwards to
raw materials suppliers, but firms also expanded vertically forwards. The
steel firm Bolckow Vaughan, for example, suffering in 1923 from the overall
depression of demand in the industry acquired the large constructional en-
gineering firm, Redpath Brown and Company, with its important selling agencies
in London, Manchester, Scotland and abroad.2 Distributive chains, which were
transforming the structure of retailing in Britain in this period, were also
frequently acquired by manufacturers of consumer goods to secure outlets for
their products. This integration of manufacturing and distribution appears
to have been pursued largely by firms producing undifferentiated products
which were traditionally distributed through specialist retail chains. Be-
sides the more obvious examples which still survive, notably the acquisitions
of competitors by brewers seeking to acquire control of tied houses, there
were a number of examples specific to the interwar structure of retailing.
Jurgens, for exampie, acquired Home and Colonial Stores as an outlet for its
margarine at a time when these shops were more exclusively involved in the
sale of a limited range of undifferentiated grocery products than they have
since become.3 Companies as varied as Dunlops, Wallpaper Manufacturers and
Imperial Tobacco were also making smaller acquisitions of wholesale and re-
tail outlets throughout the interwar years.

The class of diversifying mergers in Table 9:1 is much the smallest and

is, moreover, dominated by the Dunlop and Imperial Chemical Industries

1. R.M. Barton, The History of the Cornish China Clay Industry, Truro, 1966,
pe 194; M.C., Electric Wiring Harnesses, p. 26. The price paid for such
acquisitions will presumably reflect the monopoly benefits: it will there-
‘fore only be profitable to the acquirer if he is able to increase production
by the acquired company and keep the cartel price (paid by his competitors)
firme He would then cheapen the cost of his own inputs and gain a competitive
advantage over non-integrated rivals.

2. Aberconway, Basic Industries of Great Britain, p. 193.

3. See generally, P. Mathias, Retailing Revolution, 1967, pp. 195-257.




- 158 -

diversifications of their product range within their own industries. These
two mergers accounted for almost two-thirds of the value of diversifying
mergers in the sample. Mergers of the purely conglomerate type did not
appear, at least not on a large scale. Now this is in some ways surprising,
for, though investors are able to spread risks by diversifying their port-
folios they may find some advantages in diversified companies; and, more-
over, risk-spreading for managers is largely achieved through the diversifi-
cation of their companies' product ranges, so that, with the divorce of
ownership and control, the incentive to diversify might be expected to in-
crease. There are a number of cases on record in business histories of

firms casting about for new products and new acquisitions when demand for
their traditional products is depressed.1 However when companies did engage
in diversification they generally chose an area in which there was a signi-
ficant use for their existing skills. Thus I.C.I., whose development depart-
ment was constantly looking out for acquisitions, expanded largely by
acquiring companies in the field of chemicals and metals technology, so that
by 1935 it was among the top three firms in seven census trades - copper and
brass, dyestuffs, miscellaneous chemicals, fertiliser, paint and varnish,
explosives and non-metalliferous mines and quarries.2 Similarly groups like
Dunlop and Tube Investments concentrated their acquisitions in areas whose
technology they knew best. Marketing provided an alternative area of
complementarity which determined the direction of diversification: Reckitt
and Colman, Unilever, and Beechams were perhaps the most important industrial
groups to exemplify this type of diversifying acquisition based on concentric

marketing skills between the wars.

1« E.ge, Haber, Chemical Industry 1900-193%0, p. 375; Scott, Vickers,
pp. 137-140.

2. Leak and Maizels, "Structure of British.Industry', p. 159;FCGBA Archives,
3 Febe 1930 Memorandum (by L.J. Barley?)Development Department, File No. 74.
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Though the pure conglomerate merger was a rarity, the period is not
entirely devoid of examples. There was something of a mania for financial
reconstructions in conglomerate form in the boom of 1919-20 with the flota-
tion of companies ranging from Amalgamated Industrials (a fusion of companies
in collieries, brickworks, shipping, steam-fishing, steel, shipbuilding,
marine insurance and cotton spinning with assets valued at over £12 million)
to the local firm Bristol Industries (a merger of five companies with a
varied range of products spanning cold storage, foundries and transport, and
‘a capital of £250,000) and Amalgamated British Trades (with interests widely
spread in general merchanting, cars and accessories, china and glassware and
clothing manufacture and a capital of only £100,000). The majority of these
conglomerate mergers represented the passing whims of promoting syndicates
and either disintegrated or continued life as small but unspectacular
holding companies. Only one company (outside the giants like I.C.I. which
could in some respects be considered to approach the conglomerate form) was
identified as consistently and successfully making acquisitions over a wide
range of industries. This was Thomas W. Ward, a Sheffield company which ac-
quired firms in coal, iron, steel, engineering, cars, chemicals, cement,
quarrying and road materials. Though there were, in fact, vertical and
technical complementarities between many of these products, Wards does seem
to have had an eye to the "asset situation" and in some ways conformed to
the modern paradigm of the successful conglomerate, frequently acquiring
ailing companies and turning them into profitable enterprises, which were
sometimes subsequently demerged by flotation as public companies.1

A variety of factors may account for the limited role of vertical and
diversifying mergers in Britain between the wars. In so far as vertical
merger occurs in order to challenge monopol& supply conditions, its extent

will, of course, depend partly on prior merger activity of a horizontal kind:

1. B.g. Investors' Chronicle, 28 Dec. 1935, p. 1475. Such demergers by
flotation did of course limit the ultimate conglomerate nature of the Ward
enterprise.
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the more monopolisation advances, the more vertical mergers there will be.
Since the merger waves prior to the First World War had created monopoly
conditions in relatively few industries and it was not until the interwar
Years themselves that distinctively oligopolistic conditions obtained over
a wider range of industry, the preconditions for such vertical mergers were
certainly less evident in our period than they have since become. However,
oligopolistic merger is infectious in other ways also. In so far as it
creates imperfections of competition it will encourage horizontal mergers
aimed at appropriating demand so as to gain economies of large scale opera-
tion, as well as vertical mergers aimed to reduce the effects of the imper-
fections on consuming industries. It may also encourage horizontal mergers
aimed simply at equalising bargaining power between the consuming and pro-
ducing industry: "Industries which are in close relations with a combination
may feel it necessary to protect their own interests by bargaining as a
unit".1 Hence, alternative explanations must be adduced to account for the
relatively low proportion of total merger activity which is vertically
directed’ or diversifying.

Two major factors seemed to operate to inhibit such mergers in the inter-
war years. Firstly, there was a commercial argument against vertical or
diversifying expansion. This was that the firms in the industry thus entered
could retaliate by entering the imperialist firm's field, thus increasing
competition. This general fear was in some cades institutionalised in a
mutual agreement to refrain from competitive integration and diversification.
Thus Samuel Courtauld agreed in 1928 with Lord Melchett of I.C.I., that
Gﬂnééééiﬂs would "abstain from entering the silk [i.e. rayon] industry".2

Similar agreements appear to have existed between the combines in the various

1. B.T.55.49. Sir Philip Cunliffe'Lister, '"Combination in Industry and Trade",
memorandum dated 22 Nove. 1927, p. 3.

2. Coleman, Courtaulds, v. 2, pp. 264=5, cf. p. 374. The agreement was not
public and the City expected I.C.I. to enter the rayon industry, see Stock

Exchange Gazette, 11 Jan. 1929, p. 45,
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branches of textile finishing, electrical engiqgering and steel tube manu-
facture.1

Where diversification by acquisitim was nonetheless attempted the
situation was often reversed bxrthe action of the entered industry. The
entry of the British Tyre and Rubber Co., into the rubber cable field by its
acquisition in 1933 of the moribund Indian Rubber, Gutta Percha and Telegraph
Works Co.Ltd., produced an offer from the Cable Makers' Association and, in
1937, in return for a ten-year agreement by B.T.R. to stay out of the cable
industry £147,360 was paid to the company by four members of the C.M.A.2
Again, when Blackwells and National Roofings Ltd. diversified into plaster-
board the dominant firm in that industry, British Plaster Board, took over
the company and closed down its plasterboard factories.3 Vertical integra-
tion met similar opposition from the entered industries. When the Metal Box
Company integrated’backwards to tinplate by buying the Eaglebush works,
Richard Thomas retaliated by establishing a rival tin box company, a warning
shot intended to inhibit further vertical expansion.4 In the soap industry,
an agreement between I.C.I. (Brunner Mond) and Lever Brothers not to become
respectively soap or alkali producers, had its origin in a war of integra-
tion in which they had each competitively entered the other's field. The
problem was solved by the demerger of Crosfields and Gossages, Brunner Mond's

soap subsidiaries, and their merger with Levers in 1919.5 When the problem

for Levers re-emerged with the vertical entry of British 0il and Cake Mills

1. M.C,, Calico Printing, para 115 and Appendix B; Jones and Marriott,
G.E.C., pps 130, 1813 Evely and Little, Concentration in British Industry,
p. 122. See also Reader, I.C.I., v. 1, p. 150; R.L. Threlfall, 100 Years of
Phosphorus Making, 1951, p. 211.

2. M.C-’ eres, ppo 18—19-

3. J. Routley and He Mattingley, A Saga of British Industry: the Story of

the British Plasterboard Group, privately printed, 1959, p. 146. Paradoxically
this committed the group to diversification within the roofing felt field, cf.
ibid., pp. 9, 143.

L4, Minchinton, British Tinplate Industry, p. 199.

5. Reader, I.C.I., V. 1, pp. 297-8.
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into soap production in the 1920s, it was solved by the acquisition of
B.0.C.M. and the running down of its soap production.1
However, perhaps a more fundamental reason for the low level of
vertical and diversifying mergers - and one which enabled firms successfully
to deter such new entrants to the industry - was the real advantage of
specialisation and the division of labour. Management skills are to some
extent firm-specific and in this respect all mergers will meet some diffi=-
culty in the release of synergy from managerial comparative advantages in
a merger. They are probably to an even greatrextent industry-specific and
many of the managements which ran into managerial diseconomies of scale be=~
tween the wars were ‘the victims of an overextended programme of diversifica-
tion or vertical integration. Though a number of diversified and integrated
enterprises, ranging from Vickers to Amalgamated Industrials, were built up
by merger in the boom of 1919-1920, their financial difficulties contributed
to a hardening of opinion against diversification in the 192Os,2 and,
throughout the 1930s, "rapid growth and extreme diversification of business
continued to be diagnosed as a cause of financial and managerial crises.3
The late 1920s and the early 1930s saw the reorganisation of a number
of vertical mergers on horizontal lines: a result both of the managerial
difficulties of vertical merger and of the decline of supply advantages
which had been the occasion of many of these mergers in the boom of 1919-1920.#

The vertically integrated and diversified Vickers, Cammell Laird and Armstrong

Whitworth groups, for example, were managerially5 de~-merged into horizontally

1. Wilson, Unilever, v. 1, p. 302.

2. E.g. Macmillan Evidence, 4q 3610, 3621.
3. "Ismay Industries Reorganisation", Economist, 18 Feb. 1939, pp. 3%6-7.
4, Pp. 182-3, below.

5. However the former controlling companies in these mergers retained the stock
in the new joint subsidiaries thus formed. The effect was to maintain the mer-
ger in a financial sense whilst relinquishing the managerial control. It is
not, therefore, in the strict sense, a demerger for the company (in these cases
usually Vickers) which retains the majority shareholding in the Jjoint subsi-

Contd...
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related groups: Vickers-Armstrong in armaments and naval shipbbuilding, the
English Steel Corporation in iron and steel, the Metropolitan-Cammell
Carriage Wagon and Finance Company in railway rolling stock.1 Newspaper
publishing groups also divested themselves of many of their vertically re-
lated papermaking mills by selling them off to Eric Bowater's new horizontal
merger, the Bowater Paper Company. Thus many vertical and diversifying
mergers of the earlier merger booms ended their life prematurely in disinte-
gration and reorganisation: the dominance of the horizontal type of merger
was thus asserted not only in its overall quantitative importance but in the
higher incidence of subsequent demerger in vertical and diversifying mergers.
Thus, though the ecdnomic conditions which have encouraged the postwar
expansion of diversifying and vertical mergers were present in the interwar
Years, their effect was yet limited, and the difficulties of this form of
industrial organisation were often more apparent than the advantages. Even
when a purely horizontal form of expansion was not pursued firms appear to
have pursued growth by acquisition with an eye to technical and marketing
complementarities and the pure conglomerate had yet to enérge in its modern

form.

diaries. Even Vickers, however, did practice demerging in the stricter sense
on a significant scale: notably in selling its electrical interests,
Metropolitan-Vickers, to Associated Electrical Industries, retaining only a
small shareholding in the new companye.

1. Such reorganisations were particularly common in the steel industries,
e.g. Lancashire Steel Corporation, Colvilles and the British (Guest Keen and
Baldwins) Iron and Steel Company; all had their origin in demergers aiming
to reduce the extent of vertical integration and gain the advantages of

horizontal amalgamation which by the middle of our period were generally
considered to be the greater.
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Chapter Ten
THE PATTERN OF MERGER ACTIVITY

Studies of mergers in Canada, Australia and the United States1 have re-
vealed a pronounced cyclical pattern of merger activity and the merger cycle
has further been found to be related totrade cycle turning points and to be
particularly closely and positively correlated with stock exchange prices. A
recent attempt to question the existence of a siénificant relationship between
mergers and the business cycle in the United States has been convincingly
rebutted.2 and in postwar Britain also it appears that takeover bids and
mergers have been closely related to share prices and the trade cycle.3 The
present chapter attempts to assess whether such a pattern is also found in
merger activity in Britain between the wars.

There are, of course, large institutional differences which separate
interwar Britain from the settings of these studies, and the suggestion has
been made that interwar British mergers did not in fact exhibit a cyclical
pattern.4 However, a cursory glance at the annual data on firm disappearances
by merger presented in Table 8:1 above shows that interwar merger activity was
in fact clearly cyclical with peaks. of activity in 1920, 1929 and 1936 and
troughs in 1922 ana 1932, (The value series also shows a similar pattern if
the exceptionally large mergers of 1925 and 1926 are omitted.) The cycle is

1. J.A. Bushnell, Australian Company Mergers 1946-59, Melbourne, 1961; Maule,
Mergers in Canadian Industry 1900 to 196%; G.L. Reuber and F. Roseman, The
Takeover of Canadian Firms: An Empirical Analysis, Ottawa, 1969; Nelson,
Merger Movements in American Industry, pp. 107, 111-2, 118; Eis, "1919-1930
Merger Movement in American Industry"; J.F. Weston, The Role of Mergers in the
Growth of Large Firms, California, 1953, pp. 77, 80.

2. C.J. Maule, "A Note on Mergers and the Business Cycle", J.I.E., XVI, 1968 ;
C. Eis, "A Note on Mergers and the Business Cycle: Comment", J.IL.E. XVIX, 1970.

3, Tabb, Accountancy Aspects of Takeover Bids, ch. 3; S. Aaronovitch, The
Political Economy of Mergers in the U.K., 1958-1968, manuscript, ch. 3.3; but
cf. Times Business News, 23 Feb. 1972, p. 16, which appears to suggest an in-
verse correlation between mergers and trade cycle indicators in contemporary
West Germany.

4, F.D. Boggis, "Merger Movements in Industry", Cartel, XIII, 1963, p. 33.



- 165 -

shown graphically in Chart 10:1 in which the annual firm disappearances by
merger between 1919 and 1939 are plotted. Merger activity appears to have
been gpproximately five times more intense at the two major peaks than at

the related troughs, and even at the lower peak of 1936 was twice as high

as at the preceding trough. These turning points broadly coincide with the
peaks and troughs of the trade cycle: the postwar boom and the reaction to
it, the recovery of the later 19208, then the stock exchange crisis of 1929
and the world slump of 1931, with the recovery of 1932-7; all can be dis-

cerned as parallels to the cycle of merger activity shown in Chart 10:1.

Chart 10.2, which is based on seasonally-adjusted quarterly data on
firm disappearances by merger shows a similar, though less smooth, cyclical
pattern.1 The two major peaks of activity again show clearly in 1920 (first
quarter) and 1929 (second quarter), but the pattern at the troughs and at the
third peak is less clear cut. Various methods of smoothing the curve by the
use of moving averages were used but the pattern remained unclear, and this
rendered turning point analysis somewhat difficult. One solution is to choose
the turning point year in the annual data and take the lowest quarter within
that year as the quarterly turning point,thus dating the peaks in 1920 (first
quarter), 1929 (second quarter) and 1936 (second quarter) with troughs in pke
1922 (third quarter) and 1932 (second quarter). However, inspection of chart
10:2 in which these turning points are marked P and T (unqueried) shows that
there were in fact lower troughs in 1921 (secopd quarter) and 1933 (second
quarter) and a higher peak in 1937 (first quarter). These may be taken as
alternative turning points and are marked P? and T? in chart 10.2, as are the
possible minor peaks and troughs of the weaker cycle between 1924 and 1927.
These subjectively, and somewhat unsatisfactorily identified turning points

are shown in Table 10:1 (in brackets) together with the annually identified

1. For a full tabulation of the quarterly merger data and details of the
method of seasonal adjustment, see Appendix B.
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major turning points (unbracketed). The turning points of the trade cycle
are also given in the left-hand column of Table 10:1 and are marked on

Chart 10:2 for purposes of comparison,

Table 10:1

MERGER CYCLE TURNING POINTS AND TRADE CYCLE TURNING POINTS 1919-1939

Trade Cycle Merger Cycle

Turning Points Turning Points

(Year and Quarter) (Year and Quarter)
Trough 1919 2nd -
Peak 1920 2nd 1920 st
Trough 1921 2nd. 1922  3rd or (1921 2nd)
Peak 1924 4th (1924 2nd)
Trough 1926 3rd (1926 2nd)
Peak 1927 2nd (1927 2nd)
Trough 1928 Zrd (1927 &4th)
Peak 1929 3rd 1929  2nd
Trough 1932 3rd 1932 2nd or (1933 2nd).
Peak 1937 2rd 1936  2nd or (1937 1st)

Trough 1938 3rd -

Sources: Trade Cycle: NBER reference cycle as amended by C. Drakatos,
"Leading Indicators for the British Economy'", National Institute
Economic Review, no. 24, May 1963, pp. 47-8.

Merger Cycle: The present study.

The two majbr peaks of merger activity in 1920 and 1929 each stand out as
leading by one quarter, but away from these merger activity fluctuates con-
siderably and no unequivocal lead or lag relationship between the turning
points can be discerned. The Fechner-Weber index of directional correlation
for between-quarter movements of the trade cycle and merger activity is only

+0.19, a rather low figure.1 This is no doubt partly due to deficiencies of

1. The Fechner-Weber index is (C-D) - (C+D) where C is the number of periods
in which directional movements coincide and D is the number of periods in
which they diverge. Eis found a value of+0.46 for U.S. mergers between 1919
and 1930, see Eis, "Mergers and the Business Cycle: Comment", p. 91.
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the data: it is difficult to date mergers precisely by quarter and many mer-
gers had to be excluded as undateable.1 It is, however, possible to discern
& pattern of relationship between the peaks and troughs identified by more
Bubjoctive methods of inspection. Taking as a cue the lead at the major
peaks of 1920 and 1929 a general pattern of leading merger turning points
can be seen. Accepting the most nearly leading merger turning points as the
appropriate ones for this analysis (i.e. ignoring whether the turning point
is bracketed or unbracketed in Table 10:1){ the merger turning points lead
at peaks by an average of 1.2 quarters and at troughs by an average of 1.25
quarters.,

The pro-cyclical pattern of mergers may appear to conflict with some of
the accepted interpretations of the period as one of largely depression-
induced mergers. Marx's prediction that declining profits would cause an
increase in industrial concentration2 suggests that mergers are more likely
to occur in depressions; and the view that mergers were "overwhelmingly
restrictive, defensive and protective",3 taking place in recessions to miti-
gate the effects of price'competition.h has frequently been expressed. The
interwar period was, of course, one of prolonged and persistent deficiency
of demand and despite the short-term cyclical upswings and underlying
economic growth, many industries were severely depressed throughout the
period. It may be correct to see merger activity within the period in these
traditional terms, if it can be shown that the short term merger movements

which are revealed by the cyclical analysis, though the result of a trigger

1. The Fechner-Weber index of directional correlation between the annual
merger totals and Feinstein's real national income series for 1919-1939 is
+0.3, and for 1919-1930 is+0.45. This may be partly due to the greater
coverage and reliability of the annual merger data.

2. K. Marx, Capital, v. 1, FLPH ed., Moscow, 1954, p. 626.

3. Hobsbawm, Industry and Empire, p. 183.

Lk, Cook and Cohen, Effects of Mergers, p. 438; and see chapter 2, above.
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mechanism in the upswing, were fundamentally induced by the overall depressed
state of the economy. If mergeés were exclusively or principally a phenomenon
arising from depressed industrial conditions, one would expect them to be con-
centrated in the "staple" industries which faced a declining or slowly growing
demand, rather than in the "new" industries which dominated the underlying

growth element in the interwar economy.1 The existing literature appears to

be divided on the precise industrial incidence of merger activity. Some

assert that merger activity occurred largely in the old industries whilst firms in
the new industries grew internally,2 whereas others with equal conviction con-
trast the reluctance of the old industries to merge with the avidity of the

new ones to do 50.31 The present statistical study can now throw some light
on this conflict of opinion and Table 10.2 lists the merger record of each of
16 manufacturing industries ranked by the number of firm disappearances by
merger for which they accounted.u The two right hand columns in the Table
rank the industries by their interwar record of growth of output and of
employment, these being presumed to be appropriate indicators of the relative
state of prosperity or depression of the various industries. No very clear
pattern of the dominance of the depressed industries or of the properous
industries appears in this data. Industries like textiles and shipbuilding,
which are depressed staples, are ranked as second and thirteenth in merger

activity, whilst the '"new" industries like chemicals (fourth), electrical

engineering (ninth) and vehicles (tenth) show a similar spread. Those indus-

1. On the latter, see H.W. Richardson, "The New Industries between the Wars"
0.E.P., N.S. XIII, 1961.

2. E.g. Hunter, ed., Monopoly and Competition, p. 99.

3. E.g. Allen,

Reconstruction and the Control of Competltlon, pP. 39 -40,

Lucas, Industrial

Lk, Mergers are classified by the industry of the acquiring company. Of the
2,544 firm disappearances all appear in the ranking in Table |§:2 except 86
firm disappearances in "Miscellaneous Manufacturing", 80 in "Other Mining"
and 22 which it was not possible to classify by industry because of lack of
information.
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Table 10:2

OUTPUT GROWTH AND EMPLOYMENT CRUWiii 1919-1939

BY MERGER,

Ranikk by
Employment
Growth Rate

Rank by
Rank by No, of dis- output
Merger  appearances Industry ‘Growth Rate
1 326 Drink 16
2 209 Textiles 15
3 250 Metal Manufacture /3% *
4 23k Chemicals 12
5 233 Bricks, pottery, glass, 5
cement
6 206 Food
7 201 Paper, printing and
publishing
8 155 Non-electrical engineering 13
9 120 Electrical engineering 4
(Vehicles 1
10= 100 (Metal Goods n.e.s. 9
12 Lb Clothing and footwear 7
13 35 Shipbuilding anc marine 7
engineering
14 21 Tobacco 10
15 14 Timber, furniture, etc. 2
16 8 Leather, leather zoods 11
and fur
- (188) (Miscellaneous manufacturing, -
Unclassified and @ther #ining)
2,544 = (Total in series)
Source: Mergers: the present study. .

Qutput Growth and Employment Growth:

p. 121.*

7
14

16/6~~
9
3

5

10
12
17

11
13

Aldcroft, The Interwar Economy,

*, The growth rates for employment and output apply to 1920~38 only and in
some cases the classifications are not directly comparable though adjustments
would probably not substantially alter the ranking.

«+, Non-ferrous metals and iron and steel are linked together in the merger

series but are separate in the output and employment series.

The first

ranking indicator in this column is for iron and steel, the second for non-

Terrous metal manufacture.



- 172 -

tries which are at the foot of the ranking, like tobacco, timber and
leather, are neither significantly depressed nor signifantly prosperous and
the low degree of merger activity in them can probably be explained in the
case of tobacco by the relatively small number of firms in the industry and
in the case of timber and leather by the rather low optimum scale of firms
within these industries.

A similarly varied, but not identical pattern emerges from other rankings
of industries by merger intensity. There is no clear rank correlation between
economic conditions in the various industries and merger intensity by values,
or by sub-periods, within the interwar years.1 It would be desirable to
provide also a relative measure of industry merger intensity, for example the
proportion of the total number of firms (or of their total asset values) which
were acquired. Whilst it is clear that this would change the pattern,2 it is
not possible to do this precisely because data on the number of firms in each
industry is not readily available in a form compatible with the conventions
used in the present study. However, the likely changes can be gauged from
inspection of the numbers of "establishments" (i.e. plants) and of "returns"
and "firms" (neither of which are firms in the generally adopted sense, but

3

something between plants and firms) in the census of production data.” Making
the adjustments to Table'8.2 for the industries with which this would be
possible, would elevéte the low ranking electrical engineering and tobacco
industries, which had a relatively small number of firms, to leading rank

with drink and chemicals. Textiles would, however, fall to a middling rank

to join vehicles and mechanical engineering there. Shipbuilding would rise

1. See Appendix C for a full tabulation of this data.

2. Cf. "Acquisitions and Amalgamations of Quoted Companies 1954-61", Economic
Trends, no. 114, April 1963, Table I.

3. Fifth Census of Production and Import Duties Act Inquiry, 1935, Final
Reports, Parts I, II, III, 1938-1940. Some groups like the metal industries
are not, however, comparable with the industrial defintions used in the pre-
sent study.
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to a higher rank, probably above them, but leather and clothing would retain
their low rating. This revised ranking would thus place the two
conspicuously "new“ industries, chemicals and electrical engineering, with
two "depressed" ones, shipbuilding and (less congpiououaly) textiles, in
relatively high positions. The analysis of sub-periods, suggests, however
that the "depressed industries" registered a high proportion of their mer-
gers in the postwar boom period and only gained high rankings in later years
in exceptional circumstances such as the B.I.D.C. - backed formation of the
Lancashire Cotton Corporation in 1929.1 It is clear, then, that it is mis-
leading to discuss interwar merger activity solely as a function of the
depression mentality)of these years. The alternative hypothesis, suggested
by the time series analysis finding of bunching of mergers in periods of
relative prosperity, "'that mergers are part of a general process of the
growth of the economy and of individual firms, rather than merely a trigger
of fundamentally depression induced mergers, has not been refuted by this
cross-section analysis, The finding of varying merger intensities in indus-
tries, old and new, is quite compatible with the previous finding of a
positive association of a high level of econémic activity and a high level
of merger activity.

The phenomenon of mergers can, then, be seen over a wide range of in-
dustries and in a mixed range of economic conditions. It is thus plausible
to view mergers as a general phenomenon requig}ng a general explanation.
Various hypofheses have been advanced by scholars to account for the systematic
pro-cyclical incidence of merger activity and these will now be critically
examined. In particular,it will be necessary to assess their applicability to
the interwar situation in the light of the institutional studies in previous
chapters of the structure of (and changes in) the setting of merger activity.

Finally some new hypotheses about the cyclical incidence of merger activity

1. See Appendix C, Tables C1-Ck, C6-C9.
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will be advanced, and the various hypotheses will be subjected to some simple
econometric tests.

Economists, using their basic models of price determination under
competition and under monopoly, have laid great stress on the reduction of
competition as the chief purpose of mergers, and attempts have been made to
reconcile this view with the observed merger cycle, It is argued, for
example, that the propensity to monopolise will be greater in the upswing
because profit expectations and thus the absolute increase in profits expec-
ted from monopolisation will be greater if the market is expanding} This will,
of course, be true only under certain conditions. Absolute changes in profit
expectations, rather than relative ones, would be important only where a
threshold value, above which transaction costs such as search time and admin-
istration are exceeded, was crossed by such an absolute increase. A change in
the relative profiﬁjexpectations from monopoly and competition might, however,
occur if the supply price of competitive firms increased slowly in the boom
relatively to the anticipated profits of monopolisation. A further hypothesis
based on the propensity to monopolise is that it is manifested in different
forms at different stages of the cycle, for example as mergers during booms
but as restrictive practices during slumps. Evidence for this is, however,
hard to come by, and price theory provides no ground for assuming that it will

be the case. Cartels themselves appear to prosper in upswings and to founder

in depression2 and it is not clear why they should be more prone to regulate

1. E.g. J. Lintner,"Expectations, Mergers and Equilibrium in Purely Competi-
tive Security Markets", Harvard Institute of Economic Research, Discussion
Papers, no. 169, 1971, pp. 3-4; Thorpe, "Persistence of the Merger Movement",
pp. 96 )

2. See the exchanges between Taylor, Lee and Pigou, Macmillan Evidence,

qq 6126-8; and P.E.P., Industrial Trade Associations, passim; MacGregor,
Industrial Combination, p. 127; and cf, W.C. Mitchell, Business Cycles and
their Causes, Berkeley, 1941, pp. 134=5.
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prices monopolistically in depressions.1 A more plausible hypothesis is
that the relative attractiveness of acquisition of competitors and of their
competitive elimination varies throughout the cycle. In a depression, given
generally lower profit levels (and inforior access to the capital market or
less favourable supply conditions for the victims) it would be easier to force
competitors into unsustainable losses.2

An alternative line of approach derives from the fact that monopoly
power is not valuable to the fifm solely because it endows it with power to
raise prices under static cost and demand conditions, but also, importantly,
because monopoly control confers an advantage in forward investment planning
over the relatively greater uncertainty of dynamic adjustment in competition.
As a contemporary anélyst of the trade cycle pointed out:

Combination by pooling information and prospective markets ana 8O

facilitating a common investment policy may be expected materially

to reduce the temptations to overinvestment.
Both complementary and competing investment plans are in fact more likely to
be efficiently executed under conditions of monopoly or monopolistic collu-
sion than under oli@opolistic or pure competition.l+ Mergers may, therefore,
be undertaken when investment is being considered and co-ordination of invest-
ment plans is needed. This 'would in general be during the upswing of the
trade cycle when demand is expanding. The tendency to cyclical variation of

mergers for investment co-ordination would be reinforced by the existence of

economies of scale in new plant because the expected incremental demand would

1. There may, however, be.a tendency for schemes for restriction of capacity
to be hatched in periods of overcapacity and depression, as, for example, in
the cases of the National Shipbuilders' Security and the Locomotive Manufac-
turers' Association schemes.

2. E.g., for the adoption of this policy by Courtaulds, see Coleman,
Courtaulds, v. 2, pp. 330-36, but cf. p. 344 for its limited success.

3. D.H. Robertson, A Study of Industrial Fluctuations, 1915, reprinted 1948,
pp. 2k2-3.

4, G.B. Richardson, Information and Investment, Oxford, 1960, passim.
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in such cases best be solved by the building of only one additional plant of
the optimum scale gy a merged firm rather than of two suboptimal plants by
the firms acting separately.1 (It would be necessary to merge in order to
achieve the co-ordination of scale economies for example where there is a
tacitly collusive adjustment mechanism such as the maintenance of market
shares.) A further advantage would come in the financing of the expansion.
Cheaper internal financing might be possible if the profits streams of two
competing firms are pooled. As investment plans are formulated in the up-
swing, therefore, mergers for monopolistic co-ordination of investment in
this special sense might be expected to increase; and, indeed, mergérs did
often precede significant expansions of capacity in one or more of the mer-
\ging subsidiaries2 or were designed to forestail competing capital expendi-
ture.3 The need to co-ordinate investment plans can also induce vertical,
as well as horizontal, mergers, where the relevant investment plans are of

a complementary rather than a competing nature.4 Supplying companies were
sometimes unwilling to rely excessively on the demand from one customer,

and thus companies which wished to increase their outputs from a supplier
had to take them over and undertake the required investment directly them-
selves.5

In this analysis mergers and new investment are treated as complementary

activities: the intention to invest stimulates a merger, which then results

1. On the other hand economies of scale in the use of existing plant might
also induce mergers in a downswing.

2. E.g. Investors' Chronicle, 4 July 1936, p. 28; 11 July 1936, p. 86; 26
Dec. 1936, p. 1533; 2 Jan. 1937, p. 23; Economist, 21 Dec. 1929, p. 1187.

3, B.g. Evely and Little, Concentration in British Industry, p. 285.

4, Richardson, Information and Investment, chapter 4.

5, F.A. Wells, Hollins and Viyella, Newton Abbot, 1968, p. 142; W, Morris,
"Policies that have built the Morris Business", System, Feb. and Mar. 1924,
reprinted in J.I.E., II, 1954; Andrews and Brunner, Lord Nuffield, ch. 5;
Andrews and Brunner, Capital Development in Steel, p. 172; c¢f. Carvel, The
Alloa Glass Work, p. 53.
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in the consummation of investment. However»the predictions about merger
behaviour which might follow frém this could be affected by a relationship
postulated by some theorists which sees them not as complements but as
alternatives to each other on a mioroeconomic level. When business expecta-
tions are optimistic managers will wish to increase investment but will be
faced with a choice: whether, on the one hand, to invest in new building
and machinery and thus expand internally or, alternatively, to acquire a
company which provides the same expansion externally. If firms are indifferent
between internal and external growth, the merger cycle will be identical to the
investment cycle, being determined by factors such as the availability of
funds, current capaéity utilisation and the level of demand.1 The size of
currently generated profits, in particular, might be expected to have a strong
influence on a firm's investment in acquisitions. Nobels, for example, at the
time of the I.C.I. merger in 1926 was clearly looking around for new invest-
ment projects into which to plough its retained profits, whilst the United
Steel Companies, on the other hand, were unable to expand by acquisition, as
advised by their technical consultants, because of financial constraints.2

The merger cycle may, however, diverge from the investment cycle be-
cause of changes in the relative costs of internal and external growth in
the course of the cycie. There may, for example, be bottlenecks in the
éupply of industrial buildings and machinery at the upper stages of the cycle

so that acquisitions will then appear attractive relative to internal growth.

1. This is presumably the meaning of the contemporary explanation of the

cycle by D.H. MacGregor (introduction to Liefmann, Cartels, Concerns and

Trusts, p. XXV) that "combination is a form of enterprise''. A strong
correlation between profitability and growth is discernible in postwar data

on firms (e.g. A. Singh and G. Whittington, Growth, Profitability and Valuation,
Cambridge, 1968, p. 197), and there is evidence that interwar managers con-
sidered liquidity to be an important factor in investment decisions, see e.g.
J.E. Meade and P.W.S. Andrews, "A Summary of Replies to Questions on Effects
of Interest Rates", 0.E.P., I, 1938, pp. 25-8, 30-1.

2. Reader, I.C.I., chapters.1? aﬁd 19; Andrews and Brunner, Capital Develop-
ment in Steel, pp. 172-lL.
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This hypothesis was examined by Professor Nelson in a study of United States
merger between 1919 and 1961.1 Nelson found that merger peaks led internal
investment peaks (measured by plant and equipment orders) whereas the opposite
would be predicted by the hypothesis.2 The explanation of the abaence of the
expected lead-lag relationship is presumably that the cost of external expan-
sion also rises with the demand for firms in the course of the trade cycle:
temporary cyclical advantages (e.g. the speedier acquisition of capacity) of
acquisition over new building would presumably be capitalised in the asking
price of the victim firm.

Nevertheless, there is much plausible literary evidence that in Britain
between the wars, when capacity utilisation was high and demand was expected
to increase, firms did buy up competitors to gain capacity. The postwar boom
of 1919-1920, for example, created shortages of a wide range of industrial

3

machinery. Iron and steel firms, for example, were unable to secure the

equipment,labour and materials for large new integrated plants and instead
purchased small iron companies to secure the capacity they required.u For
much of the later part of the period, however, surplus capacity plagued many

5

industries” and the plausibility of this as a cause of the merger cycle de-

clines. 1Indeed a converse situation to that postulated sometimes arose to
stimulate merger: manufacturers of new industrial machinery were shunned be-

t
cause secona7hand machinery was cheaper than new when the firms which owned

1. R.L. Nelson, "Business Cycle Factors in fthe Choice between Internal and
External Growth" in W.W. Alberts and J.E. Segall, eds., The Corporate Merger,
Chicago, 1966.

2. Nelson suggested that a decision rather than action chronology of mergers
might produce the expected pattern. The present merger study is more nearly

a decision chronology than the U.S. series which he used (the time of agreement
rather than consummation being used for dating purposes), but machinery prices
were still not found to behave in the expected way, see ppe 183-4, below,

3. Economist, 6 Nov. 1920, p. 817; A. Muir, The History of Baker Perkins, 1968
p. 81; R.C.0. Matthews, The Trade Cycle, 1959, pp. 154-6,

4, Andrews and Brunner, Capital Development in Steel,pp. 133-6; for an
example in another industry see Jones and Marriott, G.E.C., p. 83,

5. But cf. Economist, 2 May 1936, p. 233; 14 Nov. 1936, p. 299 and Supplement
p. 16; R.G.D. Allen and B. Thomas, "The Supply of Engineering Labour under Boom
Conditions“, EoJc’ XIJIX' 1939.
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it were depressed and cheap to buy.1

The weaknesses of "real' explanations of cyclical peaks of merger
activity, together with the especially close correlation of merger activity
and share prices which has been observed in other countries (and which will
be confirmed for interwar Britain below) suggests that it would be worthwhile
to examine purely financial factors in merger cycles. From the point of view
of the acquiring company, it is surprising that the majority of acquisitions
occur at a time of high share pfices. One would expect that rational ac-
quirers would operate largely in depressed stock markets when firms could be
bought cheaply. Yet analysis has generally failed to show the expected inverse
correlation: indeed the correlation is usually positive. Gort2 has attempted
to rationalise this observed relationship in terms of valuation discrepancies
resulting from economic disturbances related to the rate of change of share
prices. He argues that the rapid movement of share prices renders the future
more uncertain (because predictions are usually based on experience of the
recent past) thus increasing the variance of expectations, and also shifts the
valuations of non-owners of shares to higher levels. Both these effects would,
he suggests, increase the number of valuation discrepancies, thus producing
willing buyers and sellers and boosting merger activity.

Three reservations must clearly be registered about Gort's interpretaion,
in general, and in its particular applicability to the interwar situation.
Firstly, he makes a transition from quoting the findings of the U.S. investi-
gators on the close correlation of share price levels and merger activity to

suggesting that the rate of change of share prices would be correlated with

mergers. The two are different and he makes no aftempt to establish fhe exis-

tence of the supposed correlation with rate of change which his theory purports

1. Among others, the Lancashire Cotton Corporation, Lucas, Thomas Ward, Rootes
and Lithgows, at various times expanded by acquiring firms at cheap prices to
gain control of their assets.

2. M. Gort, "An Economic Disturbance Theory of Mergers", Q.J.E., LXXXIII, 1969.
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to explain. Secondly, his explanation of why mergers are not high at
troughs as well as at peaks (as one would expect from his analysis) is that
stockholders at peaks will resist a management decision to take over firms
when they can buy the same firms on the open market more cheaply themselves.
However, this is of limited value since it would presumably also apply at
the peaks.1 The third weakness of Gort's thesis - and perhaps the most
fundamental when applied to British mergers between the wars - is that the
majority of companies then acquired were in fact not quoted and thus not
subject to the kind of influence postulated.

An alternative and more plausible hypothesis may, however, be advanced
about the causation of the valuation discrepancies which generated interwar
merger activity, which is compatible both with a positive correlation of
merger activity and ‘share prices and with the institutional study of the
capital market in chapters 5 and 6 above. It has been suggested2 that the
shadow valuations placed on unquoted firms by owner-managers and other close
holders are less volatile than the values placed on public company shares by
shareholders. This asymmetry created an opportunity for profitable inter-
mediation in stock market booms of the demand and supply of firms: hence
the activity of compény promoters who persuaded family companies to sell out
and potential shareholders to buy. Investors commonly failed to discount for

3

cyclical factors in stock exchange booms” and sellers of firms appear to have
been able to capitalise on this. New issues-to acquire existing assets (many

of them involving merger) were highest in stock market upswings and declined

1. It is in any case doubtful, particularly in the interwar years, whether
shareholders had meaningful powers to resist when managements offered a
premium on the market price in bids for the shares of other companies.

2. Ppo 90-2’ above.

3. Marshall, Industry and Trade, p. 33k4.
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both absolutely and relatively to total issues when the market slumped.1

The rise in share prices also affected, through its impact on the share
prices of existing companies, the propensity of industrialists to acquire
unquoted companies. As the Economist pointed out, many merger schemes were
devised not by "irresponsible wildcat promoters" but by "successful captains
of industry".2 As it was, for parallel reasons, easier in the upswing for
existing quoted firms to unload new shares onto the market, the management
of a quoted company could offer an unquoted company's shareholders cash
raised on the market in payment. Alternatively, payment could be made in
newly created, but saleable, high value shares in the company. There would
thus be no serious financial barrier to acquisition during a stock market
boom. Having lower expectations than shareholders in the boom, managers
thus considered it chéaper to raise finance then and this frequently led to
expansion by acquisition. 3

This analysis is, however, inadequate to explain mergers between quoted

companies, since, ceteris paribus, the valuation of potential quoted acquisi-

tions would presumably share‘in the general market rise, yielding no parallel
profit opportunity. Additional stock market factors may, however, operate

here to frustrate the ceteris paribus condition. Two possibilities present

themselves. One depends on the incidence of the practice, which was common,
of reporting profits falsely by window dressing in slumps and understating
profits in booms. Those firms in which cyclical variations were most smoothed
by this practice would therefore be undervalued by the market in times of boom

and might, if potential acquirershad better information than the market as a

1. G.D.H. Cole, Studies in Capital and Investment, 1935, pp. 124-5, but cf.
Grant, Postwar Capital Market, pp. 130-32, 159-61; Balogh, Financial Organisa-
tion, p. 296, and Henderson, New Issue Market, pp. 24-6 on the weakness of
Cole's statistics. o

s

2. Economist, 26 July 1930, p. 182.

3. Wilson, Unilever, v. 2, pp. 288-9; Jones and Marriott, G.E.C., p. 83,

and cf. Matthews, Trade C cle, op.l41-4. The data was too sketchy to Justify
calculztion of the changing proportion of the acquisition expenditure in
shares and cash over the cycle, but generally the number of acquieitions for
shares (or for cash raised by share issue) apveared to be highest near the
peak levels of share prices, thus confirning this hypothesis.
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Whole,1 be subject to cash bids or offers of share exchanges from the com-
panies accurately reporting increased profits. A further possibility, which
it has been suggested may apply to the postwar period also,2 is that the dis-
persion of price~earningm rutios inoreases in a boom thus increasing the
number of potential acquisition situations.

A further merger cycle hypothesis relates to the general price level,
the cyclical component of which is related to the trade cycle. It has been
suggested that many of the interwar vertical mergers backwards to suppliers
"can only be explained on [the] basis of desire to avoid extreme prices of
materials in a boom, in some cases a desire to ensure continuity of
supplies".3 Now this interpretation poses a problem, for it would seem that
the price at which a supplieér could be purchased would reflectits expected
earning capacity and thus provide no roundabout way to lower prices for in-
puts for the acquiring firm. The argument only makes sense in one of two
situations: if either the acquiring industry had more optimistic expecta-
tions4 or, alternatively, if suppliers in a boom allocated raw material
output to customers not by short-term price adjustments but by rationing.5
This does indeed seem to have been the case and mergers did take place to
overcome the effects of this. In Scotland, for example, independent ship-
builders acquired their own steel company to secure supplies in 1920 when

there was a shortage of shipbuilding steel.6 In later years, however, when

1. As would presumably be true, for example, of firms in the same industry.
2. Lintner, "Expectations, Mergers and Equilibrium", pp. 14-15.
3. Dennison, "Wertical Integration in the Iron and Steel Industry", p. 256,

4., E.g. D. Burn, An Economic History of Steelmaking 1867-1939, 1940, pp.
336-7.

5. Cf. p.157 n.1, above.

6. J.L. Carvel, Stephens of Linthouse: A Record of 200 Years of Shipbuild-
ing, 1750-1950, Glasgow, 1950, p. 116; and see Economist, 25 Oct. 1919, p.
761. The problem was aggravated if some firms were vertically integrated
already and discriminated against outside consumers.,
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steel supplies were plentiful vertical disintegration set in in the steel
. . . 1

and shipbuilding industries. There is considerable evidence from other

companies and industries also that schemes for vertical acquisitions were

commonly conceived in a boom but were frequently abandoned when prices began

to turn dOanards.2

There is, then, no shortage of potential explanations of the cyclical
behaviour of merger activity supported both by a priori reasoning and consis-
tency with literary evidence of interwar mergers. Some simple models of the
determinants of merger activity were therefore formulated on the basis of the
above discussion and were subjected to some crude econometric tests. These
are reported in Appendix G. The most promising equation reported there was
one which related the rate of change of firm disappearances by merger to the
rates of change of share prices and of wholesale prices and found it to be
positively correlated with both.3 There was also a significant positive
correlation of other indicators of merger activity with share prices and
wholesale prices.k A real variable, manufacturing production, did not per-
form well, the correlation being negative and often insignificant,5 though
on quarterly data another real variable, business activity, becomes more

significant if lagged by one or two quarters.6 The hypothesis that the

1. E.g. Carvel, op.cit., p. 129.

2. Wilson, Unilever, v. 1, pp. 264-5; Quigley, "Large Scale Organisation
of Production"; Macmillan Evidence, q 7942; Investors' Chronicle, 9 April
1921, p. 488; J. Jewkes, "Factors in Industrial Integration", Q.J.E.,
XLIV, 1930, p. 631; Committee on Industry and Trade, Final Report, p. 177;
Aberconway, Basic Industries of Great Britain, p. 62.

3. Appendix G, equation (3).
L4, Appendix G, equations (1), (2), (9), (10).

5. Appendix G, equations (1), (9), 10), (11), (12),(13). Inspection of the
data suggests that the negative coefficient of the manufacturing production
variable may be explained by ‘the covariation of trends in the variables
rather than in their cyclical components.

6. In accordance with our cyclical turning point analysis: Appendix G,
equations (4), (5), (6).
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relative importance of internal and external growth is determined by their
relative costs as indicated respectively by machinery prices and share

prices was tested, but was not confirmed: the coefficients being the

opposite of those predicted.1

If share prices (S) and wholesale prices (P) are used as the independent

variables, and first differences are taken, some 81% of merger activity

(M) can be "explained" by the following equation:

AM = = 0.4 + 3,6AS+ 4.7 AP

T=L4,6 T = 5ok

. (Durbin Watson = 2.3) 2

The unexplained residual of 19% is perhaps not unreasonable given the nature

of the phenomenon under investigation. Mergers are not an entirely homo-
geneous variable: it may be, for example, that diversifying or forward
vertical mergers are more likely to be responses to economic downturns than
horizontal or backward vertical mergers,3 yet all are grouped in our data.
Moreover, the independent variables may be far from inclusive of all the
determinants of meréer activity. Among excluded variables, for example,

there are tax changes, tariffs, the B.I1.D.C. and government persuasiveness, the
deaths of family owners, managerial diseconomies (or economies) of scale and
technical changes. Whilst many of these influences may have been stable over

time or limited in their effects, it would be surprising if they had not, at

times, had some impact on variations in the dependent variable. Overall, how

ever, the econometric results may be taken to confirm the conclusion of

1. Appendix G, equation (13). This does not, of course, rule out the view
that firms are influenced in the choice of growth path by the relative casts
of the alternatives, but it does suggest that better proxies for the relative
costas and/or a more complex economic model would be required to reveal such a
relationship, if it does exist.

2. Appendix G, equation (3), g.v.

3, Jewkes, "Factors in Industrial Integration", p. 632; Beesley, Concentra-
tion in Midland Metal Industries, p. 235.
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investigators of mergers in other countries that slozk exchange prices are
closely related to merger activity.

The positive and sigﬁificant relationship between mergers, share prices
and wholesale prices would be predicted by two of the explanations of cyclical
merger activity which were developed above: the valuation discrepancies be-
tween quoted and unquoted assets generated by Stock Exchange booms would account
for the indicated role of share prices; and the impact of supply inelastici-
ties and boom-time rationing on vertical acquisitions would account for the
role of wholesale prices. However, the simple model of one-way causation
implied by this, whilst it is perfectly acceptable on a micro-level where
literary evidence can fully substantiate it for individual cases, cannot be
accepted as a macro-economic explanation for it ignores the reverse effects
of mergers on both the supposedly independent variables. Wholesale prices
can be expected to rise, for example, if monopoly power increases as a result
of merger activity; and mergers also clearly tend to increase the general
level of share prices by creating expectations of increased monopoly power,
of economies of scalé, or of speculative profit.1 Only a simultaneous equa-
tion model allowing for this interrelation between the variables could do
justice to the complexity of the interaction.

A further problém of interpreting the close correlation of share prices
and wholesale prices with merger activity as a causative influence is that the
variables may, in principle, not be causally related to each other at all, or
may only be weakly so related. This would be possible if another variable
had a strong influence onlboth prices and on merger activity, so that]share
prices or wholesale prices simply acted as proxies for them. The potentially
relevant variables here will be recalled from our previous discussion. The
need to coordinate competing investment plans will induce merger activity

when the incentive to invest increases and this incentive will be positively

1. "The Activity of Industrial Shares", Economist, 3 Sept. 1927, p. 389.
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related to the level of wholesale prices which manufacturers are currently
obtaining. Again, the levels of profits, and thus the cash available for
investment in acquiring subsidiaries, will affect both the share prices and
merger activity. In faot, most of the independent variables implied in the.
various theories of merger activity are related to each other and move

fairly closely with the trade cycle, so that the probiem of multicollinearity
is a serious one.1 Any monocausal explanation based on the superior perfor-
mance of share prices and wholesale prices as independent variables is, then,
inadmissible since they may be acting as proxies for any of a wide range of
other potential independent variables. A more complex model would be required
to discriminate between the impacts of the various interrelated variables
which can plausibly be advanced as among the likely cyclical determinants of

merger activity between the wars.

1. E.g. unemployment and business saving were both found to perform well in
the simple regressions in equations (14) and (15) of Appendix G. (However,
when introduced into the multiple regressions of earlier equations as
additional independent variables, they both had T-values below 1.)
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Chapter Eleven

THE EFFECTS OF MERGERS ON INDUSTRIAL CONCENTRATION

The historian and the statistician use very different methode;
fundamentally they have the same task.

(Adelman, "The Measurement of Industrial Concentration", p. 293)

Statistical reasoning is as yet imperfect and unsafe.

(MacGregor, Industrial Combination, p. 193.)

The preceding chapters have been concerned with analysing the factors
which caused merger activity or which prevented mergers taking place. In the
remaining two chapters the focus changes to the effects of mergers. Clearly
an understanding of ﬁheir causes can jilluminate the effects of mergers: cause
and effect as usually related in some way. This is not, however, to say that
they’are always perf;ctly related: the world in which men perfectiy achieve
their intentions, no’more and no less, is very different from that in which
we live. A merger may, for example, be conceived as a means of taking advan-
tage of scale economies or of a stock exchange boom, but can nonetheless have
the same effect of increasing monopoly power as a merger explicitly conceived
for this purpose. Furthermore, mergers are ﬁot working alone: they interact
with the total activities of enterprise in the economy, and their effects may
be eliminated or dispersed by these other activities. A monopoly achieved
through merger may, for example, be frustrated by the entry of new firms or
by the invention of new products which compete in the same market. An assess-
ment of the effects of mergers on the competitive structure of manufacturing
industry presents a series of complex problems. The present chapter relates
our statistical findings to the already extensive literature of industrial
concentration. In the final chapter, which follows, the limitation of
concentration data as an indicator of monopoly power is discussed and an
assessment is made of the welfare effects of interwar merger waves.

The pioneering work in the measurement of historical changes in British

industrial concentration is the classic study of Hart and



- 188 -

.1
Prais. Using market valuation as a measure of the size of quoted companies,
they were able, in an article notable for its ingenuity and elegance, to
graph the cumulative percentage of firms against the cumulative percentage of

market valuation to indicate changes in overall concentration between 1885 and

1950.

Figure 11.1. The Concentration of Quoted Firms in the U.K. 1885-1950
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Source: Hart and Prais, "Analysis of Business Concentration', p. 155.

m

1. P.E. Hart and S.J. Prais, "The Analysis of Business Concentration: A
Statistical Approach", J.R.S.S., ser. A, CXIX, 1956,

2. Market valuation is not as relevant to the question of market control as
output but for historical periods it is the most accessible data. It appears
that, for recent periods at least, there is a strong correlation between the
various measures, see Hart and Prais, op.cit., Appendix B, and J.A. Bates,
"Alternative Measures of the Size of Firms", in P.E. Hart, ed., Studies in
Profit, Business Saving, and Investment, 1920-1962, v. 2, 1968, chap. 8. The
objection raised by C.P. Kindleberger (in Economic Growth in France and Britain
1850-1950, 1964, p. 164), that sources of funds other than quoted capital detes~-
mine firm size, can, in practice, be ignored,because the distortion is unlikely
to be either substantial or systematically biased and will not therefore
.affect calculations of trend.
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The diagonal through the origin in Figure 11.1 is the "Lorenz curve" of equal
distribution: 4if each firm were of equal size the curve would lie on that
line. The larger the proportion of market valuation accounted for by the
largest firma (that is the higher the concentration) the more the Lorenz
curves bulge outwards from the diagonal. It can be seen that, according to
this measure, British industry became more concentrated in each of the four
periods 1885-96, 1896-1907, 1907-1924 and 1924-39, but that around the time
of the Second World War the trend was reversed and the 1939-50 period regis-

tered some deconcentration.

The same information is given in a slightly different form in Table 11.1.

Table 11.1

CONCENTRATION PARAMETERS FOR QUOTED FIRMS IN THE U.K. 1885-1955

N 02
1885 . 60 4,17
1896 250 3.85
1907 569 3.79
1924 719 5.61
1939 1712 6.01 !
1950 2061 4.1
1955 2328 5.07

Sources: 1885-1939: Hart and Prais, "Analysis of Business Concentration'.

1950-55: P.E. Hart "Concentration in the United Kingdom", in
He Arndt, ed., Die Konzentration in der Wirtschaft,
Berlin, 1971. .

The first column shows the number of firms (N) on which each year's measure
is calculated, and the second the variance of the logarithms of firms'
sizes (02) which, like the Lorenz curve, reflects the dominance of large
firms over others in the eco;omy. The more the curve bulges outwards, the

. 1
higher the variance and the higher the concentration. It thus shows

1. Since the observed distribution is approximately lognormal it is
possible to use a single summary measure of this kind to describe it.
However, the variance measure is misleading for 1885 and 1896, as a
comparison of the graph with the table reveals.
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trends in concentration identical to those shown by the Lorenz curves and,
being carried forward to 1950-55, reveals that the earlier trend to higher
concentration was then resumed. This upward trend is confirmed by later
studies of the 1950s and 19605.1 Whilst the direction of the changes in
short and comparable periods can be taken as a reliable indication of
‘trends in concentration within the terms of the study and the sample, com-
parisons of levels in widely separated years need not be taken too seriously.
The inclusion of supplementary list quotations and the exclusion of sectors °
experiencing nationalisation in the 1955 data 0’2 = 5.07) as compared with
the 1924 data (o2 = 5.61), for example, render a conclusion that concentra-
tion actually decreased between 1924 and 1955 inadmissible.

The study has become the centre of a considerable controversy,2 but the
appropriateness of the variance as a measure of concentration has been success-
fully defended by Hart and Prais.3 Nevertheless, their study is subject to
severe limitations of an empirical kind. Being confined to companies quoted
on the London Stock Exchangeé in the mining, manufacturing and distribution

sectors,h it omits sdome important sectors which were unquoted or quoted only

1. J.M. Samuels, "Size and Growth of Firms", Rev.Econ.Stud., XXXII, 1965;
Hart, Studies in Profit, Business Saving and Investment, v. 1, pp. 178-9;
M.A. Utton, "The Effect of Mergers on Concentration: U.K. Manufacturing
Industry", 1954-1965", J.I.E., XX, 1971; Hart, "Concentration in the U.K.",
pp. 262-3.

2. E.g., M.A. Adelman, '"Differential Rates of Change in Concentration", Rev.
Econ.Stat., XLI, 1959; J.M. Blair, "Statistical Measures of Concentration in
Business', B.0.U.I.S., XVIII, 1956; P.S. Florence, "New Measures of the
Growth of Firms", E.J., IXVII, 1957; I. Horowitz, '"A Note on the Hart-Prais
Measure of Changes in Business Concentration", J.R.S.S., ser A, CXXVII, 1964.

3. P.E. Hart, "On Measuring Business Concentration'", B.0.U.I.S., XIX, 1957;
S.J. Prais, "Measuring Business Concentration: A Rejoinder to Mr. Blair",
B.0.U.I.S., XIX, 1957; P.E. Hart, "Statistical Measures of Concentration vs.
Concentration Ratios", Rev.Econ.Stat., XLIII, 1961; P.BE. Hart, "The Size and
Growth of Firms", Economica, N.S. XXIX, 1962; though cf. I.H. Silberman,

"On Lognormality as a Summary Measure of Concentration", A.E.R., LVIII, 1967.
Among the drawbacks of the measure is that it indicates dispersion rather than
fewness. Thus it would show an economy in which two firms each owned 50% of
all assets and one in which 100 companies each owned 1% of the assets as
equally unconcentrated, a clearly absurd result, but one which in practice
does not arise in their study.

4, More specifically, to firms with significant U.K. operations which appear
in the "Iron Coal and Steel", "Commercial and Industrial' and "Breweries and
Distilleries'" classifications.
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on the provincial stock exchanges, or prior to 1939, were on the London
Supplementary Lisflonly. The provincial stock exchanges remained active
until well into the interwar period, and the unquoted sector contained such
important firms as Pilkingtons in the glass industry, Lithgows in shipbuild-
ing, Vauxhalls in the car industry, and Esso in petroleum refining and
importing. These exclusions suggest the possibility of a misinterpretation
of levels of concentration. Moreover, the degree of omission is not uniform
at each matrix date, for the quoted sector represents, as Hart and Prais
admit,1 a substantially increasing sector of the economy: trends as well as
levels may therefore be misrepresented. As we saw in chapter 5 the transfer
of firms from private or provincially quoted status to the London Stock
\Exchange proceeded in waves related to share price levels throughout the
early decades of the twentieth century. Variations in the rates at which
particular industries sought quotations in London inevitably influence the
conclusions drawn from this truncated distribution. Breweries, for example,
account for almost one quarter of the sample in 1907, but much less in later
years as a wider range of businesses was transferred to London from the pro-
vincial exchanges which had specialised in local industries. The qualifica-
tions which must be made to the conclusions of Hart and Prais are thus
considerable. Their results are perhaps best considered as a conceptually
elegant, but empiriéally imperfect, corroboration of the untuitive perception
that concentration has increased in the course of the twentieth century.

The problem of assessing the role of mergers in this increase in concen-
tration is a complex one, bedevilled both by conceptual problems and by
deficiencies of data. The logic of an ideal model would be that it would
indicate the difference between the observed level of concentration at a
terminal date and the concentration level which would have ohtained if the

mergers which took place in a specified prior period had not occurred, It

1. Hart and Prais, "Analysis of Business Concentration", pp. 151, 156.



..192..

will be clear from an analysis of the causes of merger, that the interrela-
tionships which such a model implies are complex. Mergers may, by facilita-
ting the co-ordination of investment or by creating "synergy", contribute
to internal as well as to external growth; or they may, contrariwise, if
they create insurmountable managerial problems, make the internal growth
negative. The monopolistic imperfections introduced into an industry's
structure by merger may also have complementary effects on other variables
affecting concentration. If monopoly profits are achieved through merger,
for example, new entry may be induced, thus reducing concentration. Onm
the other hand, if vertical integration is increased by merger it may have
effects more than proportional to the sizes of the merging firms if it
raises additional barriers to entry. Again, many acquisitions of near bank=-
rupt "weak sellers" whilst they clearly affect concentration in the short
run may merely speed up a process of exit which would in any case have been
achieved by bankruptcy under competitive pressure in the longer run. Firms
themselves recogni8e that merger is not just an alternative to intermal
growth and competitive elimination and see them rather as in important
senses complementary: the acquisition of a competitor is frequently
followed by investment in modernisation or extension of capacity. Thus,
whilst an economy without mergers would no doubt be different from the one
we know, it is a moot point whether this would appear conspicuously in lower
levels of concentration or largely in a different mechanism of adjustment
to similarly high levels of concentration.’

It is clearly impossible to take account of all these complementary
and dichotomous relationships in an empirical study because the requisite data

is simply not available. A comparative static model is therefore usually

1. As is suggested by the fact that a number of industries contain some
firms which have grown exclusively by merger and some which have grown ex-
clusively internally, e.g. Brown and Polson and Reckitt and Colman in
starches. Also some international comparisons, disaggregated to the
industry level, show similar concentration patterns achieved by different
meanse.
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employed as a simplification. Though such a model is uncomfortably remote
from the dynamic reality of the role of merger in the transformation of the
structure of the modern economy and contains unsupported implicit counter-
factuals, it is at the least a starting point for analysis. A simple
counterfactual which poses few special data requirements is that, in the
absence of merger, the relative sizes of the merging partners would have
remained constant and that the merger is simply additive. This is the
assumption implicit in the Hart and Prais study of the effect of mergers on
their population of quoted firms between 1885 and 1950, in which they zon-
cluded that mergers made only a small contribution to increases in the
variance measure of'concentration.1 It should be noted, however, that the
caveats about comparative static models sounded above apply more strongly to
their truncated sample of companies than to the general population. The
acquisition of an unquoted company by a quoted firm may, for example, de-
crease the number of quoted companf "births" by providing a way of raising
capital, alternative to public flotation. A further special diffiqulty is
that size estimates were not available to Hart and Prais for all years in
which mergers occurred so that they were constrained, for example, to take
the relative sizes of firms in 1924 as the basis for calculating the effects
on concentration of all firms merging between 1924 and 1939.2

In the simple model employed by Hart and Prais, mergers influence the
level of concentration in two ways; by reduging the number of firms, and by
changing their size distribution. If, in a matrix of firms at a given date,
those merging between that date and a terminal date and those notso merging

are in the proportion Wq 3 W,y We have:

1. Hart and Prais, "Analysis of Business Concentration', p. 165.

2. This procedure may bias the estimate in either direction depending for
example on growth rate differentials between merging firms caused by technical
or demand factors, or a tendency for firms whose market shares are declinin

to sell out. Utton ("Effect of Mergers on Concentration", pp. 50-52) found
that a result for a later period changed from 49% to 43% under the, alternative
procedure of summing of sizes at the end of the period.
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eeesccscnccscsoase (1)

_ 2 2 - -
02 = w1 01 + v, 02 + W W, (x1 X,

where 02 is the variance resulting from combining the respective groups of
merging and non-merging companies, the former with variances (02) and means
(x) (after merger) denoted by subscript 1, the latter's by subscript 2. By
comparing the variance thus obtained with that given by the actual matrix of
firms observed at the two dates,we have an indicator of the importance in
that period of mergers, relative to the other components of changes in indus-
trial concentration: births, deaths (other than by merger), and internal
growth. The effects of mergers on the number of firms can also be calculated
by enumerating from the transition matrices the firms disappearing, and can
be expressed as a percentage of the total number of firms at the first matrix

date. Tahle 2 shows the results of such calculations.

Table 11.2.

THE EFFECTS OF MERGERS ON CONCENTRATION (according to Hart and Prais),

1885-1950
(1) (2) (3) (&)
Increase in cgn- Col.1 as a Firms dis- Col. 3 as a
centration (g<) percentage appearing  percentage
due to mergere. of the total by of the popu-
increase in Merger lation of
concentration. firms.
1885-96 No mergers in sample
1896-1907 0.00 0% 6 2.49%
1907-1924 0.07 L 27 b, 7%
1924-39 0.08 8.%%. 33 L.5%
1939-50 0.12 2 * 59 3a4%

Source: Calculated from Hart and Prais, op. cit., pp. 154, 169.

Note:* I hepativevarta igihal Although the effect of merger was

to increase 02, the actual trend of o? was in the opposite direction
over the period,

1
It will be seen that the percentage contribution of mergers to changes in the
parameters of the Lorenz measure of concentration is indeed very small both

for changes in the variance (col.2) and for changes in the number of firms

(col. 4). This contrasts strongly with the results of studies of later
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periods, when the percentage contribution of mergers, calculated by comparable
methods, was higher by a large margin. Between 1954 and 1965, for example,
the contribution of mergers to increased concentration was as high as #9%.1
The effects on the number of firms also appears to have been relatively

larger then. Of 1,516 quoted companies in manufacturing industry with assets
above £0.5m. in 1957, 600 had disappeared by merger in 1968,2 a fall of 40%
in a shorter time period than those to which the lower percentages in column
L relate.

It has been suggested that a fundamental change in the importance of
mergers in the creation, and maintenance, of high levels of concentration in
the economy may have occurred,3 and, indeed, it is certainly true that the
merger wave of recent years has been a strong one with considerable structural
effects. However, an alternative hypothesis is available, and, in view of the
suggestion made atbove,’+ that, however measured,‘the interwar merger waves were
of comparable order of magnitude to many of those experienced in the postwar
period, this hypothésis deserves detailed examination. A very considerable
part of the "increase'" in the effects of mergers, it may be suggested, is due
not to a real changé but to an increase in the reliability and coverage of
the data. Hart and Prais deny the likelihood of this. Whilst admitting that
"the greater portion of the amalgamations that take place in the economy will
be due to the acquisition by quoted companies of other unquoted companies, or
to the amalgamation of unquoted companies",.they felt that it was only mergers
between quoted companies which '"may be expected to £fect the level of concen-

tration significantly", and hence that their sample (which, of coursé, by its

1. Utton, "Effect of Mergers on Concentration', pe 50.

2. Departmént of Trade and Industry, Survey of Mergers 1958-1968, p. 19.

3, M.A. Utton, Industrial Concentration, Harmondsworth, 1970, p. 88; and
see Hart and Prais, "Analysis of Business Concentration", pp. 168-9; Hart,
"On Measuring Business Concentration", pp. 232, 240; Hart, "Concentration
in the U.K.", pp. 267-8.

4, Chapter 8, above.
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very nature, only includes such mergers) was a meaningful one with which to
conduct the analysis. They concluded, on the basis of this, that interwar
changes in concentration occurred by a combined process of internal growth,
new entry and bankrupfcy rather than by merger.

The constraints on internal growth as a means of achieving large changes
in the distribution of populations with strong age-dependent characteristics
are well-known.2 Nevertheless, that internal growth played a significant
role in the changes in concentration in Britain is implied in the finding of
Hart and Prais that increases in concentration are primarily due to changes
in the logarithmic variance of constant samples of companies (which are pre-
sumed to be unaffected by merger). This is rendered especially plausible by
the observed gradualism of tlie increases in the concentration parameters which
they registered. Very high rates of growth could be achieved by firms such
as Courtaulds or Morris, reaping economies of scale in fast-expanding indus-
tries, and relying little, if at all, on growth by merger, yet producing
significant changes in the measure of concentration. Merger is likely to assume
great importance only when there is a large and abrupt increase in overall
concentration as, for example, occurred in the United States between 1896 and
1905 when the largest 100 corporations increased their average size by a
factor of four, gaining control of LO¥ of the nation's industrial capital.3
Such discontinuous overall increases in concentration do not seem to h;ve
occurred in the United Kingdom in any historicgl period.

The expectation of a smaller role for mergers in such gradual chang<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>