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When I agreed some months ago to the suggestwn tha,t my
remarks be entitled ''The Role of Antitrust Among Nationa.l
Goals, '' I thought that it would be useful and appropriate for me
to ais;:uss the role of antitrust, not in terms of its su‘bstantive
coﬁtént, bui: in terms of its proper scope, that is to say, i;o how
much or how little of éur economy the antitx;ust léws ls-lﬁoﬁld be
applié;i.j That is indeed a dox:'nesticvpolicy issue of pervasive
importance, and I hope sometime to discuss it, However, the ’
persis’fené‘e a_x;d freqhency of serious c.;riticisn; of some impbr%ant
fe’a;;;res of antitrust law have led me to conclude éhat I should
utilize -this.forum for at least a partial reply. I shall devote
my remarks to issues thaf go to the meritsof a signifitcant part
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of antitrust law itself. In particular, I wish to defend the

céncérg of ~antitrust law with market structure gnd the relative
sJizé“of. Business firms; This concern haé mos? recently come
Ht‘mdery‘a.ttarck vin aﬁ article appearing .in the cﬁr'rent issue of thé
Fo‘ftux;é ‘inagazine». Fortune's own summary of the* article reads

as folléw s:

A

""Antitrust law, that great American sacred cow,
was born with two heads. Its enforcement has followed
two basgically inconsistent policies, One ic 2imed against
conspiracies between companies to fix prices; this has
played a helpful part in protecting and enlivening competition,



#'The other policy, ‘slow -dominant, is preoccupied with
the size of companies and their sharé of market, It
“frustrates the natural tendericy of busmess ito adjust to-
changes in technology, merchandxsmg, finance, and
c¢orporate organization by growing b1gger and by mercrxng
The effect of recent court decisions id'te shield sPec1f1c
irzcompetitors.against -theeffects of compefition. ~This .
second ‘tendency sets up rigidities in business structure
sat,astime when )greater and greater flexibility is reqmred
by the accelerating pace of innovation,

"Fortune therefore presents this proposition for
public:considerationr. . Congress should amend the antitrust
statutes to make it clear that the national policy is to foster
competition by:punishing restraints-of-trade, including:
conspiracies to fix prices, limit production, allocate
markets,iand:suppress tnnovation; ‘but thatiitis not the-
national policy to prefer any particular size, shape, or
‘numberz:of-firrns-to anyother sizé, shape, tor Aumber, -and
that mergers - horizontal, vertical, or conglomerate -
‘ate eiititely legal urless they spring from amanifest
attempt to restrain trade, "
I will not go so far as to say that this analysis is nensense,
or that the proposal based upon it would be folly. I doubt that any
one of us knows or could know enough about the facts to warrant
conclusions so strohg. However, I have no hesitancy in saying not
only that no affirmative case has been made out for the proposition
which Fortune suggests, but also that the best economic information
_and thinking available to us indicates that a strong anti-merger

polity, at least insofar;as:horizontal type mergers are concerned,

is almost certainly right.”



Preliminarily, it is obvidus that in term's of traditional
economic analysis ’ preoccupation with market structure and
relative size is plainly a pro-competitive policy, in no way
inconsistent with antitrust concern about such restraints of trade
as price-fixing conspiracies and other restrictive agreements,
' There is no doubt-that some conceived and étill co§Ceive of the
Sherman Act and Section 7 of the Clayton Act as weapons against
\.;b>igne‘s.s _p_éé se, #s‘protectors of small bu‘sine;ss vceme what may,
z;hd as protectors of what were and are thought to be gfeat social |
values. But so long as such sentiments are not allowed to
override judgments based on compétiti‘ve‘ concepts, it séems to
me that the presence of such diverse motives is totally irrelevant
to the question whether the law, as economic policy, is silly or wise.
The principal purpose of anti-merger law is to forestall
the creatic;n of, or an increase in, market power, Its purpose is to
preserve competitively séructured markets insofar as nat:urai forces
will pe;r;nit.y I néled only briefly restate thté traditional reasons which
are mustered in support of such a policy., If we can avoid the creation
of undue market power, by and large we expect to achieve better market |

performance-better in terms of lower prices,higher quality products, and



innovations both in product and technology. We 2lso expect to
minimize the fnisaliocation of resources thaf results from monopoly
or oligopoly'iaricing.

Consequeﬁtly, if there is validity in this t?‘aditional economic
reasoning, an anti-merger law clearly makes sense, even though

based almost entirely, as in Philadelphia Bank, on structural

considerations. For there is obviously a polar distance between
our present law on horizontal mergers and a law, as proposed by
Fortune, that would make mergers lawful '""unless they spring from
a manifest attempt to restrain trade. "

Moreover, if there is validity in the traditional competitive

analysis,e a éoﬁgh »anti—m.erger law is not going to do any- significant
harm to the economy, even though, as I have argued repeatedly

it
elsewhere, /fmust be based on general rulgs that are bound to s:toP
some mergers that in fact are innocuous or even somewbhat
beneficial. For a tough rule on horizontal mergers does not stop
the economy from achieving the principal objects with which the
antitrust critics are concerned. If we exercise reasonable
restraint in formulating rules on other kinds of mergers, a tough
“rule on }Vlérizontalxmergérs simply shuts off some merger

alternatives, not all, It may indeed in some instances prevent
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the mergé'r which would most readily dccamimedate efficiency gains;
but thére seemsto be little Edﬁhﬁti‘?t'ha:‘tf’ i many cases supériority

f the sub.stantial horizontal merger in this respect will be at
best marginal and there may be no superiority at all,

Moreover, even if the general body of merger prohibitions
wetit ‘well beyond its present scope, the avenue of internal growth
“Feriains ‘openahd thig is the avente by which many if not most '
firm's have achieved whatever economies there are in large size,
There seems to be little reason to believe that any significant
edonomiés willhlbng go**xih"r.g:ali‘zed because this orithat merger has
been prohibited. Again, this is not to say éhat there will neve“r be
a “c-ase« in which growth througl;i-imerger is more advantageousto
the ecc}nomy‘kthan 5internalngrOWth c->"r e'-Xpa.n‘sion; > There“undoubte:ﬂy'
will be’ séme’ such cases, but if we are ‘right in being toncerned
about undue concentration in markets it is more than a fair guess
that the gains from a strong anti-merger policy will far outweigh
the losses.

I.et me sum up at this point. The economic purpose of an
anti-merger policy is precisely the same as the purpose behind the
antitrust prohibitions on such anti-competitive agreements as

Price-fixing. The purpose is to prevent, wherever natural economic
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forces do not compel it, the development of the kind of
concentrated market structure that produces the same adverse
effects on performance as those produced by price-fixing and
similar agreements. |
ir Inow turn to the question whether our traditional analysis,
-which looks with disfavor»upop cencentrated market structures,
is no longer valid - or at least no.longer sufficiently valid to make
-a strong anti-'_me‘rgerlpolicy worthwhile.. ILet me first make a little
clearer what-I-mean by t;raditiqna.rl,econorhic analysis. .l do not
mean to r,e_fer v;;o the earlier theoretical aﬁalfsis .p.g-sa&% which
i implied that an industry with but a small number of sellers '

-could never be workably‘competﬁ:ive’bor could never _ni_atch the

"perfo-rmz;hoe}'standards of the large numbers industry. .This is
clearly not so, .and I doubt that any one has seriously believed

+it for:a long-time..:. There is no.doubt that economies of scale

{.¢an and-do produce comparatively&cohcentrated industries which
because of economies perform much better than artifically pulverized;
industries could ever do. There is no doubt that fairly vigorous
competition takes place in some concentrated markets where

there is.considerable room for product variation and product .

~improvement, But as I understand it, what our traditional analysis
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holds i; that as a-general rule u'ndﬁ‘e‘éb‘ncen’crati(‘)n‘ doeé':%e'nd to
produce iﬁferﬁr rr.ia.r‘k“e‘t pe ﬁo‘rﬁianc’é‘i"ﬁ'th’e form of l‘x'i:gh‘e'rpixfices‘ -
and the like; and our traditional belief has been that economises of
scale are not sufficiently severe and widespread to render an
anti-concéﬁtration policy a harmful or pointless gesture,.

These are the propositions which the editors of Fortune and
‘others a’p}:ear to dispute.. While many assertions are made;," the
most important seem to be these:

1. that concentration in the prodgction of a particular
product is of little or no signifi;:an;e beéaius’é: of'inte“f;-produt":i:”
Jc:ompeti;:ioh';’

2. tHat traditional analysis ''tends to ignore the element around
v&.r hich competition in fact incf'e-aAsi'n'gly centers - managerial
brains''; and ~

© 3, that in creating larger size compan(ies‘me'r'gers usually
produ.c'e greater efficiencies, most importantly in research and
~ de‘vélopniént .

As for inter-éroduct competition, it no doubt does impose
ceilings on the power of the manufacturers of a particular product
to faise prices. If tﬁe products are close enough substitutes and

the costs of production are comparable, the ceiling may be as tight



or nearly as tight as would be imposgd by additional sellers of
precisely the same product. But what conclusions can be drawn
from this? There is of course the well-recognized fact that anti-
merger law and anti-monopoly law will often invelve some rather
difficult problems of market definition, and that these problems
should be approached in a rational way. But it seems to me .
preposterous to suggest that we should cease to be concerned about
concentration in the productioﬁ of a particular product simply
becagse.g_hre‘,_,}g‘zx‘is)texvlceb of other products narrows the range of
price explpitation thét_ otherwise would obtain. - Though, to-quote
Fortune, '"beer competes with ... candy,' & monopoly or an
oligopoly in the beer ;indu.'s)try would still have power to raise price
well above pp;npgetit.iyg,leyglsUbe.fo;re, any;‘s;,i‘grgiﬁcgr‘;t number of
customers would decide to quench their thirst with Hershey bars.
-And the. fact that aluminum wire competes with copper wire and that
many copper and aluminum products.compete with steel products
simply does not mean that concentration in any one of the se indus-
tries has no impact on the price of its products or on other aspects
of competitive performance. Therefore,Zt does not mean that
L

antitrust concern with concentration has de#s its raison d'etre. Indeed,

:it.would not be entirely facetious for me to suggest that those



who praise the vi"rtiiégi of intersprodust competition do not really
: takethémselves all that se riodsly. ' Even: the editots 'b’k Fottine
“continue ‘tnc; ?raise the virtue of making price-fixing agreements
unlawful Y;‘, price-fixing agreements among producers of the
éérﬁe i:rodt;ct w;)uli,d beAa matter of no consequence if producers
‘did not h;}';re fhe power to raise prices because of inter-product
] éémpe'titioﬁa'~
That significant increéases in concentration in the production

of particular products will normally lead to less compet;ltipn is
strongly ‘supl;crted !;)y empirical eviéence. Professor Caves has
pointed otlit: '"We would expect from economic theory that high
¢oncentration , . . would tend to produce lngh profit rates . i .

be givingA firms.a chance to garner some of the potential monopoly |
‘iSroﬁts . .T"T?is éieéicti‘dﬁ, '.»' adds Professor Caves, ''turn[s]
miiL to be accurat;%/ A study by Professor Bain on the relation of
’1.:‘1-o£it‘ rates to industry concentratipn in 40 industries defined more

or less along traditional product lines shows a significant correlation

b
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between higher than average profits and high concentration. - A more
recent study shows that among industries with medium entry barriers
(again defined along traditional product lines), the industry that is

le/

more highly concentrated shows higher profits. And a recent



thorough study of the Bisking indust¥y shows'¥HAY déncentration

of banks in a local'makket goes hand in hand with higher interest
rates - a direct correlation between concenttation'ind a Higher:
price for the product sold, in this case, monéy.~ Were it'éorrect,
as many .assert, .that increased concentration-does not ledd to .
5diminishﬁd'.eorhﬁetit.ign, either because of inter- pﬁoductiic%mpeiition
or for any other reason, it remains for them to explain-why it*»‘i‘s
that even among industries. with stationary demand and constant
output;:those that are highly jconcentrated;set prices significantly
higher than costs —plu,s,no,rrr_xal profit, To i‘e,.pea»t, 'u'l;hat:-ey,i,dence
we:have tends to support the commonplace conclusion that significantly
increased ,concentrat'ioné means diminished competition and the
.extraction of monopely:p rofit s -from the consumer,

Let.me now turn to the contention that traditional analysis
Mtends-to. ignore the element around which competition-in fact
-increasingly-centers:~ managerial brains.!;;1-can only -say. that -
the contention if true (and Idon't believe it is) seems to me to be
largely irrelevant to. the. a,pprog;‘iatene ss of anti-merger policy
unless management is so ;séarcq a resource that it can only -be
utilized tp full advantage by _p,evrmi,tt_ing levels of concentration well

beyond what othferiepopo,mie s-of scale would dictate. I know of no
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evidence 'th'at man'agement'?is’;tha.tf scarcea resource, -In fact,
some:studie s whic¢h T'shall 'shortlyallude to: suggest; although of
course they do not prove, that no such scarcity exists,. But even
if we suppose that first-class management is so scarce that we
"should encourage a greater concentration of business assets than
we now have, it seems clear that valid competitive considerations
"ot still dictate directing such’further conc entration toward
COnglomerate forms rather. than pe rmit{ting"underutilized' mana.gement
to fulfill itself by substantial horizontal mergers.
Rathet than p\}x‘r‘sil-i‘r"igT this particular issue further at-this-

‘point, ‘I should like to furn now to the questionéf__whethélr econdmies
‘of scale ge-nerally are so significant that.an abandonment or- -
substantial curtailment of anti-merger policy.is in order.: Let me
Suiimatize somé of the evidencé which:is available for-what light
it sheds on the questions before us. One statistical sfudy, which
was carried out some years aéo, concerned the relationship between

w L/
corporate size and profit rate among manufacturing corporations.
The primary finding of this study'is that average profit rates increased
as firm size grew to approximately the $5 million total asset mark,

but that once this level had been reached profit rates were constant or

even tended slightly downward. In short, among corporations with
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assets exceeding $5 mi}llion, profit rates are not crucially
dependent on firm size. If it were true that better managers
ténded to concentrate in larger firms, or that economies of scale
were continuous, then profits should increase with size throughout
the whole of the distribution. The statistics, however, simply do
not bear this out.

There have been a number of other studies concerned with
the question of economies of scale among manufacturing industries,
Let me review the-findings of one of the leading studies, findings
@h;racteristib of the other studies that have been made, Professor
‘Bain set out to measure statistically the extent of scale évc‘onomies
within 20 of the leading manufacturing industries. By this, I mean
he. attempted to. . measure -,thg._rn-iglinmm size of plént ;whic:h; was
sufficiently large to realize all of the enginéering and technical savings
which.are associated with mass production.  Having done this, he;
sexamined whether concentration was greater or. less than appeared
to be required for optimal efiiciency. His cor;clusion was this:

YReferring to the first four firms in each of our
industries, it appears that concentration by the large
firms is in every case but one greater than required
by single-plant economies, and in more than half of

‘the .cases very substantially greater.'" 2 [/

‘v This finding-indicateg:that an active.merger pplicy intended to



limit ih}:.réa, ses ih market coricer_ztra.,t‘iofﬁ“i'é”ﬁnlik‘e!y-"to result in
lower éfficiency, ' that an ‘anti- me‘rgegpohcy and’ %ﬁ‘i‘;iency are
not in’ EOnﬂiéﬁ.‘ :

Bain"s study 4de.als' with economies of scale within fixed
té'gﬁnolbgies; and the ;rirti‘cgc'gf antitrust me rger policy quite
properly suggest that we need also to concern outselves with the

Hlg1atios hip s bétween ‘competifion and tecHnological innovations.
By no means thé,-firs;t'é do’ ’s.ot, Fortune refers admiringly to the
“writings’ of Proféssor Schumpeter, who advanced the view that
'sérhe” eémbination of Iirge firm size ‘and maaop‘aiy i s’i"z’-ééiii’i‘i*éd if
fitms aré'td i;n\fels"t substantial funds for innovation.” While:
Schumpeter's writings are strong and lucid, -and there isa good
deal'of implicit appéal to the drguménts which he makes, we still.
need to aw'sk oursdlves whether this-approach has empiricdal’ds Well
d's theoretical justification and if so just what the limits of the '
‘gfgument ate. Ihope you will excuse me if I quote herTe fror Ty
favorite authors, Kaysen and Turner, who had this to say some
"se¥en ‘Years ago:
"rdk it is clear *#*% that the atomistic firm of the
competitive swarm might have neither incentive nor
ability to invest in reseatch, *¥% -
" But neither this argument; nor the probably -
correct conclusions on the existence of some economies

of scale in research and development activities, is
helpful in settling our problem. Since we are talking

¥
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"only in terms of business units at least as large ... =«
as those necessary for ‘efficient productzon and
distribution, the problems of competitive atomism

are irrelevant, In crude terms, our problem is to
distinguish between the ability of the $500 million to

$5 billion firms to contribute to a "high rate of
progress, and that of the $50 million to $500 millipn
firms. - Firms which are big enough to be technically
and managerially efficient in most of the ohgopohstlc
industries are big enough to fall outside the ared of
obvious disability in research and development; whether
they are as efficient as their bxgger brothers is not shown
by presently available evidence.' 3 /-

We have gince had several studies designed to test the validity and

a#ﬁé&fi%% ,of,:th; proposition that both.the amount of research and
the ééf;%.cv;iéncx;geég.eéﬁér9h is,correlated with size of firmﬂ 1 believe
it.is acsu;.at.e, ito,say, on the basis of these studies, that once we.

it gﬁf 2, .fu-m j;%‘?‘,-%g,&i enough Atp‘,g?“g:ig;.;izfjic‘agg ;p ????é‘ at all .th.e_re are

e n(;j_‘ej;rident'%_eg;)nqmies of s,c,ale,, e#h__er in resea,rch per,ﬂs“i,zem of .
firm or in reélearch product;;v;ty for any given amount spent, It

¢ Jp,mdeeitg;;githat zla,rger f}rms are much more likely to ha.ve research

1;%1395?%99%% than small firms. ._ing{.studx indicated that oaly 4% of |

fixms employing less than 500 workers had research es‘tabli'shménts,‘

while nearly 80% of firms having more than 5,000 employees had

research facilities. Nevertheless, among firms which do have

research organizations, small firms.tend to spend proportionately

oy

"as much-as their Jarger-‘Counterparts, and in some mstances they
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spend more.

Another most interesting study showed that between 1899 and
1937, the industries in which labor productivity increased most
sharply were those characterized by declining concentration.
Not only was this true, but industries of low concentration showed

5/

better performance than those with high concentration. Since
we frequently presume that research and innovation are directed
?owards ‘loweringt‘gosts, leading thereby to higher levels of
output per manhour, those studies suggest that increasing concentra-
tion has not led to more inno?étion ‘but rather that the opposite °
{xl;iy have been the case, and that "it is the competition of new
rivals within an industry, not the conipetition of new industries,
that is associated with rapid technological progress.'

The last question which deserves comment is whether large

firms and lai'ge research labbratories are nece'ssary fox : (Minient
xr‘gslearchA ag:tiv}ty. The argument here is that even if sina ler firms
’spend proPoffin}ately as much or more than tﬁhei;léfge rivals on
research and development, smaller laboratories are inherently less
efficient than their larger counterparts and turn out relatively less in

the way of new innovations. There is no overwhelming evidence on
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the point because of the difficulfies involved in meaéuring output of

research laboratories. And here agaiﬁ, there are undoubtedly

sit uations in which rescarcl‘m. of any kind requires expensive

eqdipment and facilities which firms below some minimum size
‘Could not-afford. However, t\yo studies éuggesi that in .general _
fhere is little reason to suppose any persistent economies in large
“size. - Indeed, -they suggest the contrary.

In a recent study reported in the American Economic Review,

Proféessor F. M. Scherer of Princeton University attempted to

measure the extent of innovation within various manufacturing

. R [ T S U SAPTES LE EATICIPU U SR

industries by means of the number of patents granted to major firms
LR T . R 5 R - A S AP P
within these industries, Let me quote to you Professor Scherer's

leading conclusions:

‘"1, Inventive outpu'ir:v‘r(aé measured by patents granted)
increases with f1rm sales b_,ut gene: rally at 2. less than
proportionate rate; and CooTaTTns e mm L

M2, Inventive oufput does not appear to be systematically
related to variations in market power, pnor pront 11qu1d1tv
or degree of production line diversification. 8/

And Professor Scherer concludes his stuﬂy with the ‘follow‘ing
*réflections:
"Th’é‘se fmdmgs, among other thmgs, raise doubts

whether the big monopolistic conglomerate corporation is
as efficient an engine of technological change as disciples

3
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“6P Schumpeter have supposed it to be. ‘Perhaps a ="
bevy of fact-mechanics can still rescue the -
Schainpeteérianenging frond disgrace; but'at present”
the outlook seems pessimistic.' 9 /

The second of the studies I refer to involved efficiency in

research in the pharmaceutical industry. The author concluded

as follows: ' .

"Our analysis , . .-provides some evidence that

in the pharmaceutical industry, there are substantial
diseconomies of scale in R&D; and that these disadvantages

are encountered even by‘moderately sized firms. One

implication of this finding is that an actively enforced

pro-competitive policy in this sector is not likely to dampen

the rate of technical change and may well stimulate it. 17/

‘Where are we then? I quote Professor Stigler:

"Whk%kkFor the time we may conclude that there is no

prima facie contradiction of the classical view of the

positive relationship between competition and progress

or, indeed, as much support for the contrary view as the

devil usually provides for clever heresy.'" 11 /
The proposition that the factual premise for an anti-merger policy
has disappeared rests on little more than sheer assertion; the
weight of the evidence we have indicates that there is about as much
justification today for an anti-merger policy directed against
substantial horizontal mergers as there ever has been. In this
connection I cannot but point out again that anti-merger law, even

if stretched well beyond its present bounds, leaves open most

alterpatives whereby any advantages of large sice rhéy be legitimately

17



obtained. Allin all, the costs of being too lenient on mergers

-3t

still appear to be higher than the costs of being too strict,
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