
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


Part 3 

~ 
GIANNINI F~DATION OF 

AGRICULTU R ECONOM1CS 
LIB RY 

MAR ~ 69 

PROCEEDINGS 

Agricultural Economics Seminar 

Compiled by 

HowARD F. ROBINSON, Professor of Agricultural Economics 

FREDERIC A. WILLIAMS, Professor of Agricultural Economics 

Department of Agricultural Economics I 
--.J 

1 North Carolina Agricultural and Technical State University 
L -

Greensboro 

February 1969 



INDUSTRIAL ORGA..~IZA~ION AND 
THE INDUSTRIAL Sf ATE 

By 

Marshall Hall 
1. 

The New Industrial State2 is' the title of an immensely popular 
book by Professor Galbraith which argues that the textbook explana
tion of the theory of the firm and market or the economist's view 
of Industrial Organization is irrelevant to an understanding and 
explanation.of the twentieth century American industrial structure. 
Professor Galbraith is not alone in his view of the irrelevancy of 
much of the theory of the firm to the current industrial scene and 
in this paper we shall (a) describe the current industrial structure, 
(b) examine some of the newer theories·of Industrial Organization 

. and their conclusions, and (c) comment on th.e relevance of the re
ceived doctrine of the theory of the firm to the existing industrial 
framework. The focus here is primarily on the manufacturing sector 
but our findings apply, with modification, to the financial and trade 
sectors. 

The Existing Industrial Structure 

The three key features of the existing industrial structure 
which are responsible for the view that a "new industrial state" 
exists are (1) the dominance of the economy by the large firm, (a) a 
high degree .of industry concentration, and (3) the separation of owner
ship and control in the management of the important firms in the eco
nomy. The empirical evidence lends strong support to this structural 
characterization of the economy. · 

Table 1 leaves little doubt as to the dominance of the large firm 
in the manufacturing sector. The largest 100 firms account for 46% 
of the assets in this sector and there are some 180,000 incorporated 
·firms and 240,000 proprietorship and partnership firms in the manu
facturing sector. Roughly the same picture would emerge if sales, 
profit or employment were used instead of assets. 

1 
Marshall Hall is Associate Professor of Economics, Washington 

University, St. Louis, Missouri. 

2 
Galbraith, John Ke.nneth . , The New Industrial State. Boston! 

Houghton Mifflin Co., 1967. 
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Table 1 

Concentration of Total Manufacturing Assets, 
Fourth Quarter 1962 

Assets 
Corporatie Size Group (Millions) 

5 Largest 
10 Largest 
20 Largest 
50 Largest 

100 Largest 
200 Largest 
500 Largest 

1000 Largest 
Corporations with assets 

over $10 million a/ 
All Corporations b/- · 
Total Manufa.1.cturing 

Businesses sJ 

36,447 
.54,353 
73,825 

105,421 
136,222 
165,328 
199,894 
221,279 

$237,410 
291,022 

295,690 

All Manu• 
facturing 

(percent) 

12.3 
18.4 
25.0 
35.7 
46 .1 
55.9. 
67.6 
74.8 

80.3 
98.4 

100.0 

Corporations 
·orily 

(percent) 

12.5 
18.7 
25.4 
36.2 
46.8 
56.8 
68.7 
76.0 

81.6 
100.0 

a/ There were 2,041 ij18nufacturing corporations in operation the first 
quarter of 1963. 

b/ This group includes about 180,000 manufacturing corporations. -
~ Includes asset estimates for approximately 240,000 manufacturing 

proprietorships and partnerships. 

Source: Bureau of Economics, Federal Trade Commission. 
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Industry concentration is a crude but widely used measure of the 
existence of competitive, oligopolistic or monopolistic industries. 
High concentration implies. oligopoly or monopoly, low concentration 
implies competition. Considerable variation exists in the degree of 
concentration among industries. In the motor vehicles and equipment 
industry, for example, the four largest firms account for 83% of the 
assets of the industry, whereas the largest four firms in the furniture 
industry account for less than 10% of the assets. The significance 
of highly concentrated industries in the economy is evident, however, 
from the fact that the largest four firms in the following industries 
account for at least 40% of the assets -- motor vehicles and equip
ment, aircraft and parts, other transportation equipment, primary 
iron and steel, instruments and related products, dairy products, 
bakery products, basic industrial chemicals, petroleum refining, 
rubber and plastic products, alcoholic beverages and tobacco. ·_u If 
the criterion of concentration were broadened to include, say, the 
largest 20 firms in each industry controlling more than 50% of the 
assets~ many more industries in addition to those above would be in
cluded. Industry concentration or oligopoly is therefore quite pre
valent, although quite a few industries exist that would be classi
fied as unconcentrated or generally competitive. 

The separation pf ownership and control refers to a situation 
where ownership is so diffuse that those who own the firm (hold the 
common stock), being so many, are divorced from the management of the 
firm. The most recent measure of the separation of ownership and 
control finds that as of 1963, 169 of the largest 200 firms in the 
manufacturing sector were management as distinct from ownership con
trolled. 4/ Management controlled firms are defined as firms where 
no individUal, family, group of business associates or other firm 
owns 10% or more of the stock of the corporation. In the majority 
of the 169 firms, the largest percentage of shares controlled by any 
one group or individual was considerably below the 10% limit. It 
should also be remembered that the top 200 firms account for about 
56% of the assets of the manufacturing sector. (See Table L) 

The above facts are generally accepted--the economy is dominated 
by a few firms in concentrated industries and the separation of owner
ship and contr.ol is prevalent. 

3/ Ibid. 

f!l Ibid. 
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The New View of Industrial Organization 

The structural characteristics discussed above permit firms, the 
proponents of the new view argue, to control the market and determine 
either price or output. Furthermore, they es.chew profit maximization 
.for a variety of other goals, the most important of which are survival 
and growth. 

Control of the market stems in the first place from the power 
vested in the firm by virtue of its oligopoly position. This control 
is further strengthened, however, by the great size of the corpora
tions, vast advertising expenditure which generates shifts in the 
demand curves and the affluence of much of contemporary America which 
makes the populace susceptible to advertising. 

The separation of ownership and control is the key variable in 
the demise of profit maximization and the emergence of survival and 
growth, among others, as the goals of the firm. The importance of 
the survival goal reflects the fact that firms cannot entirely for
sake the profit motive but once having.made enough profit to survive, 
they may, if they wish, trade more profit for a faster growth rate. 
Many reasons are put forward to explain why non-owner managers prefer 
growth to profit maximization. Growth is regarded as the one great 
panacea for an economic ills as everybody under growth can have more 
and nobody need have less, and it is therefore natural for management 
freed from the owners to adopt this goal. As firms grow, the need 
for management increases and growth thus emerges as a tool designed 
to perpetuate the management class by providing jobs for their own 
kind. Moreover; the returns. to management, absolutely large though 
they be, are but a tiny portion of the revenues of the firm making 
increases in m,anagement's salary highly inelastic (close to zero) 
with respect to increases in profit above the survival level. It is 
further argued, although.the empirical evidence is.less than conclusive, 
that technology and the nature of the capital market provide scale 
economies which make all .giant firms the efficient finns. 

The proponents of this new view of Industrial Organization do not 
necessarily prefer the changed structure and its performance but they 
argue that it is inevitable and that policy ought to be adopted with 
reference to the new industrial state rather than an outdated 
structure 5/. They are emphatic and unanimous in their criticism of 
the textbodi{ view of firm structure and performance regarding it as 
capable only of .describing a non-existent economy and of offering 
policy solutions to non-existent problems •. 

5/ Ibid. 
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It is perhaps worthwhile to sketch out the theory and policy 
that the economists of the 11 new industrial stateil now find irrelevant. 
The underlying rationale of the received doctrine is tha.t there is a 
definite and predictable relationship between market structure and 
performance. If the market structure is competitive, good per
formance in the form of ideal resource allocation, minimum cost, 
lowest price.possible, income distribution along marginal productivity 
lines, "etc.," will be forthcoming; if the structure is not competitive, 
one can in general expect. departures from good performance. To in-
sure good performance, it will on occasion be necessary to coerce 
firms .into a competitive structure or to persuade them to behave as if 
they were competitive (anti-trust laws) or regulate their performance 
via a set of directives (regulatory agencies) or via outright govern
ment ownership and production. The key institutions in this kind of 
system are private property and consumer sovereignty, the market 
where prices get determined by the interaction of demand and supply. 
The central and virtually the only goal is profit maximization. 

The Relevance and Irrelevance of Traditional Theory 

At first glance it appears that since the structural characteris
tics -- bigness, concent~ation and separation of ownership and control 
are beyond dispute, the proponents of the new industrial state have 
carried the day. Furthermore, the great panacea -- growth -- is in 

·operation at the micro level of the firm, so why rock the boat. It 
is our suspicion, however, that the new industrial state, to the ex
tent .that it behaves as described above, is a bad performer in the 
traditional areas of resource allocation, income distribution and 
market power. 

In the new view, the two crucial elements with respect to re
source allocation and income distribution are the increased adver
tising expenditure generated by the desire to control the market and 
maintain or increase a given firm's share of .the market and expen
ditures designed to encourage growth at the expense of profit. 

Advertising expenditures last year (1966) were $16. 5 billion, 
or the equivalent of all purchases by the Federal Government other 
than for defense. 6/ If these expenditures are primarily for the 
control of the market (Galbraith view) and the control of the market 
is necessary to the well being of the large concentrated firm, it 
is difficult to conclude other than that the current industrial struc
ture is guilty of a severe misallocation of resources. Let the 
opportunity cost of the advertising be a doubling of the Federal 
Government's non-defense expenditure and the effect of the mis
allocation in this current period of all too scarce government funds 
is laid bare. The impact on income distribution is also profound as· 
it is the factors in advertising (multiplier effects aside) which 
will receive payment from the advertising industry. The labor factor 
in advertising is usually highly trained and misallocation of re
sources to advertising will at least in the short run drive up the 
salary return to advertising labor. 

6/ Ibid. 
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The misallocative effects of a growth policy at the expense of 
profit maximization is impossible to assess inthe static framework 
of this analysis and consequently we make no comment cm growth. and 

·.resource allocation. The income diStribution effects are, however, 
less difficult to analyze~ Advertising may to some extent increase 
·industry demand but as Schumpeter long ago declared, and the in
crease in expenditures for research and development suggests, it is. 
the ri.ew product (highly advertised) which is the. growth product~ 
The search for new products requires expenditure on highly trained 

· personnel. These highly.· trained personnel tend to develop goods 
that have a high technological input. The returns to. factors ·with 
technological skill will therefore increase~ .Should· the product be 
capable of production via alitomati,.on techniques, the returns to 

· technology increase yet further with the consequent realignnient in 
income.s •. It is. important to point out that the above is not an anti
technology, anti-research and development argument. Its stress is 
on the goods with a high technology compoenet which would not have 
been produced had the society's industrial structure not. pushed growth 
at the expense of other possible uses to whiCh increased profit may 
have been devoted. The' net effect of the above:could very well ex
plain the sitUation of qnemployment for lower skilled and shortages 
of the highly trained that is supposed to exist in the U.S. in the 
1960's. · 

The market:..pol:lltical power problem is the. time honored one of how 
to keep giant corporatio1;1s from becoming so powerful that they dominate.· 
the nation both politically and economically. To many the military · 
industrial complex, where large firms seek (legitimately) to influence 
the government's production and purchase of new armaments, is the wave 
of the future 7 /. This .close relationship between firm and government 
agency with no-clear cut goals frightens many, however, as in the 
process the marketis completely shut out and even the semblance of 
consumer sovereignty is lost. 

It is time.now for the major question. Does the textbook view 
give us answers and policies about the current industrial structure 
or should we abandon it as Galbraith and others suggest. The textbook 
answers to the structural problems outlined earlier are well known - ~ 
discourage concentration and acts (predatory practices) which dis• 
courage competition and where necessary regulate or nationalize in-· 
dustries. These are old saws, however, and the Sherman Act goes back 
to 1890. The proponents of the old view must answer the question of 
why, with the existence of anti-trust regulatory agencies and the 
many treatises on the virtues of competition, the st>;ucture that 
emerges is bigness with oligopoly. The answer to this question is 
also well known ..... - economic t,p.eory and the anti-trust laws have only 

zL Ibid. 
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too rarely been tried. The record is there for all to see. The 
Justice Department and the Federal Trade Commission rarely seek to 
bring divestiture and dissolution suits agai~st the major firms. 
The inevitable that Galbraith refers to is no.thing more than laxity 
in enforcing the laws 8/. It may very w~ll b,e true, as was stated 
in a recent hearing before the Subcommittee Oj:l Antitrust, that the 
Federal Trade Commission and the Justice Dep~~tment for political 
r~asons will refrain from pushing antitrust policy as vigorously as 
they wo.uld U .. ke 2J.... One canhot, however, us~, th.is vitiw to argue 
tliat something else ought to be tried, as thei po:litical re<.111ities 
w:Ul still be!!. present. This does not, however, mean that we should 
not continue to . seek for new institutions . to fielp solve •the current 
problems .'"' · govetrtment owned firms. in a basi~aily private indui;;try 
or treating a portion of advertising expenditures as taxable income 
may do much to ease the pressure of bigness. 

If it is inevitable that the giant firms will continue to g.row 
in increasing dominance and that industries must grow more and more 
concentrated, it seems impossible that the vulgar halfway house of 
the military-industrial complex could lay claim to an ideal situation. 
Outright socialism may even be preferable to this behind closed door 
operation. For now, however, we call for a strong and vigorous 
prosecution of anti-trust laws. 

2_l Ibid. 

2./ Ibid. 
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