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INTRODUCTORY REHA/~KS - COL. IRVING J. C~d~LI~, S. C., D. O. L. 

Gent lemon: 

Thls mornlng we are golng to take up matters of raw 

materlals, partlcularly those that are cr!tical and strateglc. 

Thls subject works in verj nlcely ~Ith the studles whlch we now 

have on critical raw materlals, thelr source of supply and flow, 

and also wlth our study of the ~ar Trade Board act lvltles dur!ng 

the War. One of the essential elements of war planning nas to be 

the assurance of raw materlals to the manufacturer; that ~s a 

foundatlon upon whlch we have to base oar planning. We can place 

orders dlrect w~th the manufacturer and he can assure the produc- 

tion of a certaln flQw of flnlshed articles but unless we can as- 

sure hlm he ~s ~olng to ~et the necessarj raw materlals, w~th the 

proper amount of priority, our plans are not complete. 

~e are researchlng along that l~ne and I~. ~al!ace of the 

Unlted States Tarlff Commisslon, who has been st~dylng foreign 

raw mater~al sources, has come down here th~s morning to g~ve us 

a talk on hls vlewpolnt on that subject. He has also consented 

to answer any questions that may occur to the Class to ask h~mo 

I take great pleasure in ~ntroduc~ng ~n:. V/allacet 

I. 



CONTROL OF R~V] ~,I&TERIALS 

Gent lemsn: 

In openlng one of the congresses of the Universal Postal 

Unlon, Bzsmarck said, "The ~orld stands under the szgn of communzca- 

tlon," Today ! might say, "The world stands under the sz~m of inte- 

gratzon", - wqzch zs largely a result of that ease of com~unzcatzons 

whlch we have had in the last generatzon or two. 

Coming to the pozut a Izttle bbzlquely, let me call your atten- 

tion to the growth zn the number of cooperatzve assoczations. Two 

years ago the Department of ~grlculture showed that between 1915 and 

192~ the number of cooperatzve assoclatlons zn thls countt, y zncreased 

from ten to flfteeu thousand, thelr membership from about two-thzrds 

of a mzllzon to two millzons, and thezr buszness, increaslng yet more 

rapzdly, totaled over two bl]lion dollars a year. After makzng a 

total of 285,000 cooperatlve assoczatlons wzth some forty milllon 

members. The Department of Commerce has tabulated some twelve hun- 

dred natzonal or znterstate conm~erc~al and zndustrzal org~nzzations. 

The movement for the zntegratlon of buszness is attractlng 

great attentzon zn Europe today. Cartels are bezng orgauzzed dally 

and already dominate the interior markets of a number of countries, 

partzcularly Germany. "Cartel" zs a German word whzch means substan- 

ti&!ly "monopOly" or "trust". The Germans, however, dlstzuguzsh be- 

tween cartels and trusts or combznes. The typzcal aartel retalns 

intact the subsldlar 2 organlzatzons which contlnue to produce znde- 
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loendently, but t~ere is an allocation of output, agreements on mar- 

kets and prlces, sharing of proflts or other devlces for el±minat- 

ing competlt~on in marketing. The cartels have not infrequently 

pald to the indlvldual firms composiug them bonuses or bo~utles 

for sales in forelgn markets. 

There are three features in regard to cartels whlch I wish to 

bring to your attentlon. 

First, cartels are rapidly !ucreaslng in nmnber and becomlng 

~nternat~onal in character. 

Second, there is a pro~resslve tendency to closer and clo~er 

organizer!on. The internatlonal steel cartel, for instance, start- 

ed out by apgortioniug quantities of productlon to different cotmtrieso 

Inslde of a few months dissatisfaction was expressed and ~t was decid- 

ed to agree on prices also. When the Franco-German potash cartel 

was formed, the framers allocated production and markets and estab- 

llshed prlces for their commodlty, now they have decided they must 

also have a ~oint sales organizatlon. The tendency is for cartels 

to develop a greater and greater concentration of control. ~-~e con- 

trast which the Germans make between cartels aud combines seams to 

be breaklng down - at least the consumer has less and less interest 

in the subtleties of the d~stlnctlon. 

The thlrd polnt I have in mind in regard to cartels is the prop- 

aganda going on in Europe at the present tlme, and in th~s country 

to some extent, to convince people that International cartels ("in- 

ternatlonal Industrlal ententes" or understandings) w111 produce in 
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the long run a cure for most of the world's evlls. They, it is 

alleged, will brlng internatlonal peace, they will make tariffs un- 

necessary, they w111 introduce economy and efflciency - thereby mak- 

Ing the consumer and the peaceful cltlzen forever happy. 

The governmental control of raw materlals, as I have been study- 

ing it, h~s been sald by some to represent just a passln~ phase. 

They dlsmlss it as a matter of no importance. But as I see it, 

governmental control over raw materials is slmply one expression of 

this movement toward the closer org~nlzatzon both of the btkvers and 

sellers in practzcally every llne of buslness throughout the ~rld. 

It ~s boun~ to increase rather than to dim~nlsh. If governmental 

control over raw materlals does not ~ncrease, it w~ll be because 

adequate combinations of prlvate producers will be b~llt up; but 

even in mmn~ng and plautat~on Industrmes, where the number of pro- 

ducers is comparatlvely llmlted, effective control is not llkely to 

be attalned and maintained wlthout governmental encouragement and 

aid. 

There are a considerable number of raw materials which are sub- 

ject to monopoly by a slngle country and whlch have been monopolized 

more or less closely. The govern.mental controls which we dlscuss 

tod~ are, mn part, s~mloly producers' monopolies organlzed w~th more 

or less governmental partlcipatlon. 

There has been a rapld development ~u the control of raw mater- 

ials s!nce the War. Thls is partly the natural outcome of the ten- 

dency toward integration and cooperatlon, partly due to the empha- 
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sis wl~ich the war placed upon raw materials~ and, thzrdly, to a con- 

s~derable extent, it is the immediate result of the buslness depres~ 

slon in 1920 and Ig21~ These controls of raw ma~erlals are no ex- 

ceptlon to the geueral rule that monopclles do not arlse ~n pros- 

perous tlmes from the greed and aMbltion of great organlzers but 

are organlzed for the purpose of flndin~ some means of escape from 

a bad industrlal s~tu~tlon. As far back as the organizatlon of 

the first potash cartel in 1877, overproduct!on was already present, 

though only four m!nes were in operatlon. 

I classlfy any operatlon in wh!ch the Gove~ment has a hand as 

belng under governmental control. These controls over r~w materials 

may be divlded ~nto three classes according to the object sought. 

(I) ~nere the Government takes a hand s~mply for ~ts own reven- 

ue. ~hus the Spanish ~overnment exploits its ownership o~ mlnes 

whlch dominate the world's productlon of quicksilver, the Japanese 

Government controls the production a~d s~le of camphor in Formosa 

and Japan, and the Chilean Government, in addltlon to its partlcl- 

patlon ~n the Nitrate Producers' &ssoclatlon, restricts sales b~ the 

• mposltion of an export duty now equal to more than one-third of the 

value ol the nltrate at the port of exportatlon. 

(2) Controls for the purpose of st~mu]atlng domestlc manufac- 

ture, such as the restrlctlons on the exportlng of pulp wood from 

Canada. 

(3) Controls whlch are organlzea for the purpose of aldlng 

the producers and creatlng domestlc prosperlty. In this class those 
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whlch have exclted the most attentlon are rubber, potash, coffee, 

and slsal. The controls over these articles are exercised In dif- 

ferent ways, but in every case the control was the result o~ over- 

production and of a depresszon in the industry, and in every case 

governmental interference tends to become more and more effective, 

Take the histo~,y of the potash cartel as a typical example, 

Agreements and understaudlngs began in 1877, In 1888 the first 

"syndicate" was organized, after several reorganizations, zn 1910 

a German Federal statute brought about a closer industrial organiza- 

tion and in 1919 there was a revlslon and amendment of the law, com- 

pe~llng all producers to join the syndlcate, and puttlng the !ndustry 

almost as much under the control of the goven~ment as a government 

department. The sources of supply, the labor policy, the dom@stlc 

aud export pollc~es are all more or les~ under the government control, 

But whlle domestic prices are under its very close control, the syn- 

dicate is left free to get as much as it can from the foreigner con- 

sumers. 

We must proceed to a short dlscussion of the question how far 

these controls ensure adequate provision of supplies. 

To begin wlth, the controls are Instltuted almost always at 

t~mes and in respect to commodlties in whlch there ~s an overproduc- 

tlon of material. There may never have been an oversupply of qu!ck- 

s1!ver, and other exceptions might possibly be io~ud, but ordinarily 

abundance of supply characterizes the products controlled or monopo- 

llzed. Sufficient control over prlce to insure profits, together 
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with insufficlent control over production, may lead to chronic over- 

supply. That has been the hlstory of the potash industry. To begin 

wlth, it was organized as ~ monopoly due to overproduction: the 

further down you get in its hlstory, roughly speaklng, the greater 

you find excess productive capaclty untll just recently over one- 

half of the potash mlnes were closed down. That ~s the latest de- 

velopment. The Germans are claiming a great deal of credlt for 

that, as progress in the direction of efficiency and economy. The 

m~nes closed down will receive compensatlon, so there ~s a heavy 

flxed charge to be subtracted from the economies etherwl~e attained, 

Secondly, the immedlate object of control ~s to lessen the sup- 

ply rather than to increase it. Whether the Government's object is 

revenue, domestic manufacture, or the prosperity of the producers, 

that alm is sought by restrlctlng the supply available to forelgn 

countrles, Either the supply is reduced dlrectly - b~ l~mlting the 

exportable quota of rubber, by l~itlng the acreage of long-staple 

cotton, by buylng up coffee and wlthholdlng it from the market - or 

by flxing a h~gher price or imposlng an export duty, the ±oreign 

demand ~s curtalled, 

Usually, the llmztatlon of supply has no other object than the 

rat!lug of the price. There are certaln cases, however, in which 

a national policy of conservatlon ol exhaustlble resources has been 

alleged as a reason for restrlct~ng exports. TT~is argument ~s used 

very w~dely in defense of the Canadlan restrlctlon on pulp wood. 

The argument ~s used in connection wlth the Japanese camphor monop- 
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oly, and in regard to other forest and m~neral products where there 

seems to be a posslbility that the supplles will run out. There 

is, however, no necessary connectlon between the pollcj of conser- 

vation and monopoly. The Japanese camphor monopoly has pursued a 

pollcy of reforestr~tion~ it h~s replanted a great many c~mphor 

trees. But the Japanese Government mlght have pursued a poilcy of 

reforestration wlthout monopol~ziug the supply of camphor® Souser- 

vation of tlmber of thls cotmtry is not understood as requlr~ng that 

the Gove~nent should engage in the lumber bus~ness. 

Thirdly - and here we come to the crux of recent controversles - 

it is alle~o~d that the restrlctlon of cerlaln supplles and the rais- 

ing of prices is essential ~n order to ensure adequate future ~up- 

plles of the controlled raw materials. This has been arooued mo~t 

forcefully in such cases as rubber, coffee, slsa!, that is, in re- 

gard to crops which require a number of years to m~ture. In n~ner- 

al materials such as potash, nltrates, etc., there is asually an 

abuniant supply~ if not, as in tln or qulcksllver, a h~gher prlce 

does not necessarily ensure more abundant suppl~es in the luture. 

!n the case of annual crops, production responds rapidly to hlgher 

prlces. There may be large fluctuations of yleld, b~t the supplies 

can be Increased Wlthin a short perlod of tlme; if the prlce goes 

high, it stimulates the plantings of the next year. But for those 

crops whlch requlre several years for maturi%y, ~f a real shortage 

develops, the prlce may remain high over a considerable period of 

t~me. Coffee was ~mmensely profitable for several decades, then 
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rather low for about two aecades; ~n the last few years it has 

agazn become profltabl~. 

We may conslder rubber more at length. It has been argued, 

and is still argued, that the control of this raw materlal was neces- 

sary in order to prevent a great shortage which is supposed to devel- 

op about 19ZO and continue for some years thereafter. So far as I 

can see, the bas~s of that prophecy was and Is very speculatlve, 

The production can be predlcted wlth some f~ir degree of accuracy. 

The consumption is less certaln but 9redactors assume a normal de- 

velopment of the market and project the cmr~e of demand Into the 

future. But, aud It is a large BUT, the predictors dld not pre- 

dict the developments in the tec~mlque of uslng rubber. They did 

not foresee the cord tire and balloon tlre~ they left out of account 

altogether the ~ncre~se in the use of reclalmed rubber. You ~11 

find that the shortage they predlcted was rather a narrow one, onl~, 

five to ten per cent of the total supply, and secondly, that if you 

allow for anything llke the consamption of reclalmed rubber which 

has become the practice in the last two years, you have uot a short- 

age at all but a very conslderable oversupply in ]930 and the years 

followlng. The majority of the owners of rubber estates, by their 

actions, - by thelr failure to plant more trees and by thelr selllng 

on long-term contracts at qulte moderate prices, - admit that they 

have no deep conv~ct~on of the certalnty of thls rubber shortage In 

the future. The supplies for the future - in so far as they depend 

on greater production rather than upon economy in ase of rubber - are 
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in llttle if any better shaloe than they would have been if there had 

not been a restrictlon pl~no In the slump of 1920, 1921 and 1922, 

there wss practlcally no plant!ng; in 1923 and 1924 the restric- 

tlon scheme increasecl prices, though they contlnued rather l~w and 

llttle was planted. In 1925 and 1926, hlgh prlces made the indus- 

try boom, but wlthout great effect upon plantangs whlch contlnued 

relatively small, below normal in fact; and it has been argued 

that the enforcement of the restractlon plan seems to deter plant- 

ings just as much as would a low prace. So far as I can see, the 

Ameracan and other consumers have paid addltlnnal prices (whlch may 

be figured in various ways, - perhaps one-half billaon dollars for 

four yearsl w~thout havang really se~ure~ any assurance of more 

adequate supplies an the future than if they had not pa~d the en- 

hanced prices. 

A more extreme clalm has been put forward that some rubber 

control, for InstanCe the so-called Stevenson Plan of restricting 

output, was necessary to save the industry, which would otherwise 

have more or less disappeared. It was thought that the industry 

was in a bad way but up to November, 1922, the industry was not 

in nearly so bad a way as a great many others were. The praces 

which were obtained, even at the lowest mark, were sufflclent to 

pay the runnlng cost and an many cases a small profit for about 

two-thards of the companies. 

It is held by a good many ~tudents of praces that a compet- 

Itlve price for any article is only sufficient to cover ~bout 
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elghty-flve per cent of the production. It seems to be true 

that the normal long-run prlce of an artlc~e is not the full sost 

of production, not the cost per unlt plus a reasonable profit, 

but is somethlng under the cost of produclng and putting on the 

market. The normal state of industry is for one company to be 

go~ng out, a~other company comlng in, making a constant changing 

of price - so that marglnal producers are usually loslug money. 

Detailed tabulatlons of actual costs support these generalizations. 

Accordlngly, if one says that two-thlrds of the rubber producers 

were holding thelr own, ~t does not indlcate a very serlous depres- 

sion as depressions go in competitive industr!es. 

The argument was advanced that the rubber buslness was in 

such a bad way that m~ny companles would fat1, the plantatlons 

would revert to j~mgle, and that when the prosperlty of the vo rld 

increased, there would be a great demand for rubber wlth none to 

satlsfy thls demand. If ~ou accept thls plcture as a true one, 

there might be some justlfzcatlon for the rubber-restr~ctlon plan 

slnce the rubber control in the long run mlght be sald to be for 

the interest of the consumer as well as the io~oducer. 

It is sometlmes argued that after all nelther these govern- 

mental cant~ols nor private monopol~es can effectively control 

prlces in the long run. ~s I see it, what is llkely to happen 

in the case of rubber ~s that ~heuever a surplus may develop In 

the future, there w111 be restrlctlon of output. I thlnk that 

in the general run of events when a restrlct~on Is ag~in called 

II. 



for, the Dutch w111 join the B~itlsh and there will be a hard 

anO fast monopoly. In the future, conmmers not only of rubber 

but of other commodltles are l~kely to be faced with thls s~tua- 

tlon, In one decade prices will be fairly satlsi~ctory to the 

producers and there wall be no governmental control; ~n the next 

decade, as praces begln to turn in favor of the consumers, the 

goven~ment w111 step ~n to restrlct output a~d ralse 9rlces. 

When demand agaln exceeds supply, governmental control will cease. 

In other v, ords, It will be "heads, t~e producer wlns, talis, the con- 

sumer loses". In this saccesslon of events, however, the s~pply 

wall presam~bl~ be adeau~te at all tlmes for those who can pay a 

fairly stlff price. The sugply, however, may fall if the control 

is no more sk111ful than the Brlt~sh rubber control in 1925, 

It is a general belief that in the long rum s~me forms of 

prlce coutro!s w~ll be more moderate tha~ some others. If, for in- 

stanoe, the control Is not e~tarely central~zed or ~f the control 

is in the hands of a government bureau, there may be a tendency to- 

ward more stable prices than would be found otherwise. The n~- 

trate association has been ~n the habit of f~x~ng prices for one 

year an advance; 80 per cent of the dlrectors may change the price 

durang the year, but the machlnery is a little hard to operate, and 

mid-year changes ~re not common. 

I have on my outllne other points connected wlth prlces, but as 

I understand the attltude of the War Department, it ~s not much 

interested in prlces, feel~ng itseli able to meet any price anyone 

else can meet, so we may drop prices and proceed to questions. 
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O P ] ~  DISCUSSION - CLASS 

Question. 

Yo~ mentioned a steel cartel. To what extent ~s the ~ited 

States involved ~n that? 

~iswer: 

The United States is not ~nvolved at all. The cartel ~ncludes 

most of the producers on the Continent of Europe, negotlat~ons being 

in progress now to take in Poland. There is a great deal of discus- 

slon about England. Judge Gary is reported to have sald, immedlate- 

ly after the flrst announcement of the completed cartel, that he did 

not antlcipate any trouble for the ~nlted States; that it would be 

relatlvely eas~ to come to some understandlng wlth the foreign pro- 

ducers, The immedlate object of th~s cartel was to raise prices, 

The agreement was forced by an unsatisfactory situatlon in whlch the 

productlve casaclt y ~as very much greater than the demand, so that 

there was cut-throat competltlon, no company maklng much money. 

They orgamlzed, llm~ted production and thereby forced the prlces up. 

The Unlted States has not been doing any great amount of export 

buslness in steel. We export the flnlshed products but not the bars, 

sheets, etc, The ~nmediate effect of the cartel was to raise the 

prices in Europe, includlng the export prices, and therefore, rather 

to raise prlces and to dlm~nlsh com;etltlon in the bhlted States. 

The Geman, not the ~nternatloua!, cartel was g~vlng an indlrect 

bounty on exports, and our Treasury Department has put into effect 
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ant~-dumpzng duties on German plg iron. 

~ue st i on: 
I 

Have not the courts in thls country held that prlce-f~xlug 

by commerclal enterprlses is 111egal? 

Answer: 

Yes, prlce-flxlng by comblnatlons of producers is illegal. 

But the law exempts agricultural enterprises from the penaltles of 

the Sherman anti-Trust Law, ~ne theory is that agrlcultural co- 

operative orgaulzat~ons control only the marketing and not produc- 

tion, and, therefore, can not in the long run control prlces. I 

thluk that is generally true. ~nat has been one of Brazzl's dlf- 

flcultles| the Govelmment hab trled to reo~ulate prlces by buylng 

up s~pplles without any effective control over productlon. But 

the point w111 bear watching in the future, there ~s a steady 

tendency for an organlzation to start out slmply to provlde for 

ordsrly marketlng of a product, and then to strive to perfect its 

org&nlzatlon so as to be able to cut down production. 

Quest ion 

We are interested in secnrlng raw materlals. WIll these con- 

trols affect our sapply of m~terlals~ 

Answer: 

In s~me cases it mlght affect the prlce yo~ would have to pay 

but as not llkely to affect the quant~t~ of sug~lles yo~ would re- 

ceive, Toward the close of the World War the V~ar Trade Board had 
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to make an agreement wlth the sisal monopoly for raw materlal for 

binding twine. The sisal monolooly quoted, if I recall correct]j, 

twenty-three cents (~3~) as thelr prlce and the Board offered twelve 

(12~], Alter a while ~u agreement was reached at nlneteen and one- 

h~If cents (19½%~. It was just a case of concentration o± control 

of the supply. The 9roducers had the stuff and they had sufflclent 

fln~uclal backing to walt until we declded to pa~ thelr pr!ce; the 

harvest was comlng on and we had to have b~ndlng twine and had to 

pay the prlce they ~sked, or most of it. 

~uest ~on. 

If the control of these raw materlals is passed from the lu- 

dlvldual to a government agency, a government polltlcal control, 

is ~hat not llkely to Interfere w~th our gettlng these materials 

prior to the outbreak of war~ 

Answer, 

There mlgnt be danger of that. So far, most of the controls 

are not dlrectly operated by governments, or the operation is ef- 

fected by an export duty or general regulatlon o± that so~t. Even 

in the potash cartel, where the whole thlng Is organlzed by law and 

the ~overnment has an ultlmate control over nearly everyth!ng, it 

does not exercise immediate control over export prices and contracts. 

I± the German Government, however, should consider it ~nwlse to ex- 

port potash at a partlcular time, i do not bel~eve there would be 

any exported. Governmental controls raise the posslb111ty that 

they would be afrald they would be Involved in unneutral acts. As 

15. 



long as trade is wholly in private hands, traders sell to any who 

will buy, bat as governmental controls over raw materials approach 

more closely to direct possesslon a~d sale, the danger increases 

that international lawyers would hold the sale to coustit~te an 

unneutral act, the same as the sale of munitions. 

Q, ue  s t i,,on: 

Can y o u  g i v e  us  a l i t t l e  s i d e  l i g h t  on t ~ e  t e n d e n c y  o f  t h e  

tarlff policy on imports here in the United States, taking for in- 

stance the idea of stlmulatiug production of manganese with the 

object of bringing out the production here In the United States ~ 

Has there been amy set policy in the past few years on this? 

Answer, 

There is no policy. There is a general tendency, however, 

when any group of producers think they have resources capable of 

development, for them to appear before the Congress appealing for 

an impo~t duty. Tllere is also a general tendency for the Con- 

gress, either by reason of its wisdom or otherwise, to enact 

statutes granting thee protection. 

The answer to the question whether this is a good policy de- 

pends prnn~rily uloon the state o± domestic supplies® If there is 

a l~rge ~uantity of a grade of ore below that which could be profit- 

ably used without a tariff, it might be wise, from a military stand- 

point, to put on a duty and begin operating that property so that 

there would be a developed source of supply in this country in the 

event of War. 
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As I understand the manganese sltuatlon, we have no sach re- 

serves of ore and there xs nothxng to be gained oy putting on an 

import duty, the high duty we now have has not brought out those 

abundant sources of supply wnlch, it was alleged, the country po- 

sessed. 

~ue st ion: 

Do you know the attitude of the steel people on thls~ 

Answer. 

They are very much opposed to the duty~ but manufacturers or con- 

sumers do not ordlnarlly have suf±icient influence to defeat pro- 

posed leglslation for protect lve dutles° 
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