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INTRODUCTION:


A substantial literature exists on the growth and performance of the Lancashire textile industry during the nineteenth and twentieth centuries. However, literature on efficiency promoting institutions in the Lancashire industry is comparatively small. The received view among historians of this period is that the industry was characterised by increasing levels of specialisation: ‘Lancashire cotton industry remained vertically specialized almost beyond imagination’ (Leunig, 2003). Market based exchange dominated virtually all activity in this industrial region and the industry grew by adding more firms that remained small and benefitted from external economies due to agglomeration effects. Such Marshallian external economies are seen as a source of Lancashire’s high-productivity in cotton spinning despite the dominance of abundant labour using technology and vertically specialising small firms (Leunig, 2003; Broadberry and Marrison 2002). The intense competition between numerous small firms, located in close proximity and enjoying external economies and benefitting from rapidly growing export markets are considered to be the efficiency enhancing factors leading to Lancashire’s successful dominance of nineteenth-century textile industry.


In this paper, we propose to study a hitherto unexplored source of Lancashire’s efficiency: transaction cost reducing institutions. Our aim is to explore how Lancashire firms sought institutional solutions to endemic contractual problems that confronted the industry in the late nineteenth century. We argue that the Lancashire firms were privy to various ‘public goods’ that eliminated efficiency-reducing market practices. ‘Rogue’ practices resulted from the industry’s extreme specialisation, potentially escalating transaction costs and threatening market based exchanges that were the source of the region’s external economies. Lancashire firms developed new institutional forms and organisations to make market based exchanges more efficient in the late-nineteenth century. We conclude that securing external economies was not only a matter of technological choice (vertical specialisation in the presence of labour-using technology), or agglomeration effects (clustering), but also dependent upon efficiency-enhancing commercial practices.


We develop our arguments by studying the practice of ‘short-reeling’ of cotton yarn, a practice whereby yarn counts were systematically misrepresented. Yarn counts were a fundamental standard used to structure both labour and commercial contracts in the Lancashire cotton industry.
 Yarn counts are based on the proportion of length of yarn to weight – the greater the proportion, the finer is the yarn, and thus the better its quality.
 The practice of short-reeling (i.e. deliberately over-/mis-reporting the amount of yarn actually reeled in a hank), which we find to be endemic c1880, threatened the reliability of commercial contracting, especially in the export markets, potentially escalating the cost of market based exchanges. We show that attempts to remedy this problem via litigation were unsatisfactory, not least because of the division they caused within the Manchester Chamber of Commerce whose textile section was dominated by merchants.  To overcome this problem we demonstrate how the industry developed two institutional solutions: the specification of a uniform yarn contract and the establishment of a Testing House to determine the degree of variation between the reported and actual length of yarn and piece-goods. Conversely, efforts to sustain the repute of Lancashire’s cotton exports were confounded by the ways in which the Indian customs authorities interpreted their statutes. Exacerbating matters, a fundamental impasse existed between ‘trade’ understanding of reported measurements and the exact stipulations of the law, both in the UK and India.  
SECTION 2


Williamson has argued that the operation of market-coordinated systems can be thought of in contractual terms.
  Each feasible way of coordinating exchange between separate agents (or firms) can be analysed in terms of the ex ante costs of contract specification between parties as well as the ex post costs of policing and enforcing these contracts. According to this view, the extent to which such contracts are governed through market exchanges depends on a number of interrelated factors.  One set of factors concerns general problems inherent in the incomplete specification of contracts due to asymmetric information, bounded rationality, and the specificity of the asset being exchanged all of which may lead to opportunistic behaviour.
 A second set of factors concerns the relative advantages of short versus long-term contracts.  A ‘once and for all’ contract, while offerring the advantage of long-term production planning to the supplier and lower prices to the buyer, exposes parties to volatile trading conditions. This potentially leads to opportunism if contractual terms ex post are worse than was expected, inflating monitoring and enforcement costs. Conversely, while short-tem contracts facilitate adaptation to a changing economic environment, they suffer from disadvantages, such as inability to capture scale economies by discouraging large-scale capital investments. Historians have nevertheless shown that industries (such as the Lancashire textile industry) have overcome such issues by exploiting external economies via agglomeration.

Consequently recurrent, non-specific and inherently short-term contracts rely upon market governance to safeguard against opportunism (Williamson, 1979). The ideal case would be where such recurrent and non-specific transactions are based upon uniform, perfectly standardised contracts involving highly fungible goods whereby transaction prices convey considerable information to non-trading parties. In such situations, not only are the goods perfect substitutes, but also individual contracts are substitutes for each other given their uniformity. The identities of contracting parties do not affect the terms of the exchange. Opportunism is therefore easy to detect and, if established, switching parties to the contract is relatively straightforward.


Such contracting may be characteristic of organised markets, however, very few commodities are actually traded in organised markets.
. Costs of setting up an organised market may deter participants from establishing one, but also the practicalities involved in establishing homogeneity amongst traded goods may act as a deterrent. Manufactured goods are notoriously heterogeneous and even when highly standardised are usually listed in product catalogues rather than on organised exchanges (Rauch, 1999). 

Akerlof’s insight regarding the dissipation of quality is an alternate way to think about the problems of contracting, opportunism and governance in market-based transactions. The ‘lemons problem’ that Akerlof describes suggests that agency issues lead to an overall dissipation of product quality as low-quality imitations flood the market that are potentially difficult to distinguish from the high-quality products they imitate. This may arise not only due to the problems of bounded rationality and asymmetric information, but also due to lack of standardization both in terms of product attributes as well as contracting terms. The ‘lemons problem’ that Olmstead and Rhode describe in US cotton markets highlights the ‘costs of dishonesty’ in terms of product quality. Similar problems of quality dissipation have been noted for manufactured commodities such as wire (Velkar 2009) or in food products such as meat (Higgins and Ganjee, 2010). Historically, there were limits to the extent to which market governance, in the manner that Williamson (1979) describes, could mitigate the lemons problem in recurrent, non-specific transactions.


Institutions such as rating agencies or third-party monitoring of quality are able to mitigate some of these limitations of recurrent, non-specific transactions.
 In fact, safeguarding against quality dissipation implies that ex ante costs of contracting involve measurement costs in the manner described in Barzel (1982) and North (1990). Product attributes determine the extent of the measurement cost, such that, according to Tirole’s classification, some attributes may only be measurable ex post, while others may only be measureable at considerable expense. 


Thus, efficient recurrent, non-specific and short term contracting in manufactured commodities relying upon market governance necessitates standardized and measurable attributes. As Barzel (2004) argues, standardized attributes increases the commensurability of different contracts, which in turn reduces the need for parties to measure the attribute during every single exchange. Commensurability assures the parties to the contract of compensation even if a court establishes non-compliance in third-party contracts involving the standardized attribute. Thus, if A and B contract with C and a court establishes non-compliance in the contract between B and C, A can be assured of compensation.


A key set of issues for recurrent and non-specific transactions then are (a) how to standardize attributes in contractual terms, (b) how to monitor compliance of contracting parties to the standardised attributes, and (c) how to seek compensation in the event of non-compliance (e.g. litigation vs. arbitration). These issues are evident in the case of the Lancashire textile industry during the late nineteenth century, and form the basis for our study of this industry.


Standardisation is as much a political process as it is an economic one. Whose standard should dominate to become the industry standard is often difficult to establish ex ante and the existence of multiple standards is not a trivial equilibrium solution (e.g. railway gauges as described by Puffert, 2009). In fact, literature on the economics of standardization is unable to establish whether ex ante standardization (de jure standard setting by a committee) or ex post standardization (de facto standard setting through market interactions) is more efficient.
 This literature nevertheless stresses the importance of compatibility enhancing standards, that is, those properties that lead to interchangeability amongst products and between technologies. The literature emphasises how compatibility helps firms to avoid confusion, reduce search costs and capture physical scale economies.
 Kindleberger (1983) and Berg (1989) argued that compatibility-enhancing standards are public goods, although they are often be privately set by firms.


However, for market governance and contract enforcement compatibility is often less important than commensurability. Monitoring of quality for the reasons described above favours the ‘sameness’ of attributes more than their interchangeability.
 Commensurability of contracts requires the standardized attributes to become law-like in order to be enforceable, especially if it is a third-party that is doing the monitoring and enforcing. The standard requires codification, but additionally needs to be non-proprietary and non-excludable. Such public goods characteristics of standards does not preclude their origins as privately set standards, nor does the adoption of publicly set standards imply that they have to be mandatory in compliance. Henson and Humphrey (2008) among others describe how privately set standards may secure a legal mandate (legally mandated private-standards as distinct from voluntary private standards), but also how publicly set standards may be voluntary in terms of adoption (voluntary public standards as distinct from regulation).
  The power of enforcement of standards depends upon the adopting parties, which in turn determines the penalties of non-compliance. 


In terms of market governance of recurrent transactions the question arises whether privately set but legally mandated standards are more effective in mitigating opportunism and dissipation of quality, or could standardized attributes be set publicly but be voluntary for adoption, thereby transferring the burden of compliance to the industry. At stake are issues of whether to have a restrictive but easy to monitor ‘one-size-fits-all’ standard that may stifle innovation, or to allow the possibility of multiple competing standards that present challenges and increased costs of monitoring and compliance. 


We show that the Lancashire textile industry grappled with such issues during the latter half of the nineteenth century. The provisions of the Merchandize Marks Act that imply prosecution in the event of failure to comply to the definition of a hank of 840 yards is an example of a legally mandated private-standard based on de facto industry practice. However, the standardised yarn contracts were entirely voluntary but legally binding on parties who used them.


Another issue we explore in the case of the Lancashire industry is how governance of market transactions is particularly challenging along globalized value chains that are characterized by loosely filamented relationships lacking integration and hierarchy.
 (. This is especially so when quality cannot be easily ‘objectified’ i.e. standardized in the manner discussed above.
 In other words, market governance of value chains spanning national/legal jurisdictions encounters both issues of coordination as well as compliance if standards – especially quality standards - are not commensurable. This literature emphasizes the importance of organizational forms of such value chains as well as governance modes. Thus, whether a value chain based on market governance is ‘producer-driver’, ‘buyer-driven’, or ‘trader/merchant-driven’ is significant in understanding what standards emerge and the extent to which they can be legally mandated or voluntary. 


In a recent article, Roy shows that British merchants shaped the development of legal codes in the case of indigo production in India to reduce friction in trade.
 Lancashire merchants were similarly influential as they were able to lobby for the adoption of their standard of yarn quality in the Indian legal code in the late nineteenth century. Although such developments do not amount to the (re)establishment of the lex mercatoria, they are nevertheless important in understanding how nineteenth century markets reconciled the inherent problems posed by the limitations of legal adjudication of international commercial disputes on one hand and the doctrine of freedom of contract and caveat emptor on the other in the.
 In other words, recurrent and non-specific market governance had to reconcile the potential ability of parties to switch when opportunism was detected with the practical problem of dealing with ‘contracts of adhesion’ where some firms (e.g. Lancashire merchants) were able to impose their standards along a value chain even where contracting between parties was non-specific. We explore how such tensions shaped the manner in which standards governing transactions were introduced in the Lancashire textile industry, whether legally mandated standards were effective in preventing opportunism, the degree to which compliance could be ensured by the industry (as opposed to the state) and the extent to which arbitration was effective without resorting to expensive litigation. 


Although the Lancashire textile industry in the nineteenth century is an example of a merchant-driven value chain characterized by extreme specialization, in reality there were few firms capable of individually enforcing standards in this industry. In practice, collective organizations were key to both the coordination and governance of market transactions. Various industry associations played key roles in shaping how the industry responded to these issues of market coordination and governance. Rather than dismissing associations as ‘distributional coalitions’, it is useful to consider their market strengthening activities, as Ville (2007) argues.
 From this perspective, their emergence or prominence in many key industrial sectors and their public goods provision role makes an interesting study of the how firms have historically used political and economic institutions to address their informational, strategic, and governance issues. In this sense, industry associations may be considered an important organisational form that firms used to devise effective means of competing in the Lancashire industry. The associations were ‘gap-filling’ in a highly specialized industry, just like business groups or integrated firms did where markets were thin.


Associations thus functioned much more than transaction-cost reducing institutions, but were a key organisational form in industries where the ‘visible hand’ of a hierarchical M-form organisation did not develop. Promoting transaction-costs reducing mechanisms (standards, arbitration, etc.) itself is not a ‘costless’ process – it requires various organisational and institutional structures to be in place. Historically, associations tended to fill this role and were promoted by industry firms for that purpose. They brought together individuals in a more cooperative setting – individuals who competed and were often rivals.


At the very least, such networks could lay the foundation for consensus formation that could ultimately be manifested in public goods in the form of standards or disciplining opportunistic behaviour. Literature on standardisation shows that co-operative behaviour between firms to establish standards may be strategically efficient and relies upon political processes of consensus formation.
 Equally, the transaction-cost reducing scope of an individual association through standardisation may be limited if it fails to secure cooperation of other key actors (including other associations) in the industry.
 

However, networks within and between associations also become crucial for enforcing contracts and disciplining malfeasance. Granovetter argues that people rely not upon a general concept of trust and reputation, but in specific dealings with other individuals.
 In other words, monitoring and compliance is not only based on general institutional arrangements (e.g. standards, switching-costs), but equally upon organisational arrangements (e.g. associations, informal networks) that characterise an industry. As Ferguson notes, for the commercial community to depend upon non-legislative means to resolve disputes, adjudicative processes (such as arbitration) depended upon organisational arrangements that associations provided in addition to lowering the costs of dispute resolution. Leone Levi’s proposals to establish the Liverpool Chamber of Commerce contain explicit arguments for establishing a ‘local tribunal’ to settle commercial disputes through the ‘judgement of commercial and practical men.’


Thus, the impersonality of contracts alone does not make market-based governance effective, but the personality of institutional and organisational arrangements that tie together ‘weak’ or filamented relationships that makes market-based governance effective. We examine this proposition as well in the context of the Lancashire textile industry.
SECTION 3

It is well established that the Lancashire cotton textile industry benefitted from rapidly expanding export markets for most of the nineteenth century and up to 1914.  This export growth stimulated an increasing degree of vertical specialisation in the industry and generated powerful external economies which further reinforced vertical specialisation.  For example, whereas in 1884, 60 per cent of the spindles and 43 per cent of the looms in Lancashire were owned by specialised spinning and specialised weaving firms, by 1911 these figures were 77 per cent and 65 per cent, respectively.
  The fragmentation of the industry’s operations was vividly conveyed by contemporaries.  Ellinger and Ellinger, for example, noted that the industry was, ‘all without cohesion, without nucleus, loose, higgledy-piggledy’.  This observation was echoed by Keynes, Henry Clay, and in a report by Political and Economic Planning. More recently, Lazonick described the industry in terms of ‘high-degrees of horizontal competition’, and claimed it possessed a ‘perfectly competitive structure’.   

This specialisation in production was facilitated by the operations of a multitude of specialist merchants who purchased, distributed, marketed, financed and shipped Lancashire’s yarn, cloth and cotton piece goods. These agents, upon receipt of orders from their representatives would, in turn, place orders with weaving firms who would then place orders for the requisite yarn from specialist spinning firms.
  Following production of the cloth, the merchants would either arrange for its shipment in its unfinished or ‘grey’ state, or put out to specialised finishing firms to be bleached, dyed, printed and converted to meet the requirements of a particular market.
  According to Helm, ‘the employment of middle agency is essential to the most advantageous distribution of …products’, and, ‘the history of the development of the enormous business which has grown up in Manchester in the distribution to the markets of the world…affords striking confirmation of [this] view’.
  Although it is impossible to provide exact data on the numbers of merchants during this period, the evidence  indicates that they were the single most important group in the industry’s principal commercial body, the Manchester Chamber of Commerce.    Redford showed that members of the Chamber engaged in the Lancashire cotton industry (in any capacity) accounted for 73 per cent and 61 per cent of total membership in 1860 and 1900, respectively.  Within this textile cohort members who were solely engaged in merchanting activities were by far the most important single group, constituting 45 and 48 per cent respectively of the ‘textile’ membership, and 33 and 29 per cent, respectively,  of the Chamber’s total membership in these years.


One particular type of fraud which was prevalent in Manchester was ‘short-reeling’. Cotton yarn was sold by weight. The fineness of yarn was denoted by ‘count’ which indicated the number of hanks – each of 840 yards – needed to make a weight of one pound. Thus, a count of 100s meant that 100 hanks (totaling 84,000 yards) were needed to make this weight.  Clearly, higher counts were lighter and finer than coarser counts (eg 40s).  The practice of stamping ‘short-length’ exploited this relationship between weight and count. For example, a contract for 20s might be specified but the yarn delivered was in hanks of only 820 yards.  To make good the deficiency in weight, coarser (heavier) yarn was actually supplied.  In other words, the weight of yarn delivered was correct, but not its composition. Similarly, the weight of bundles of yarn could be misrepresented by increasing the thickness of cardboard backing when transporting the yarn. The problem in the Manchester trade was that, unlike sewing thread were the number of yards was stated on the reel, in yarn, there was no indication of measurement.  Exacerbating matters, in the case of piece-goods, such as dhooties, the cloth might be folded and stamped to create a misleading impression.  Thus, a dhootie which was only 8 yards might be folded and stamped to create the impression it was 9 yards. Further, whereas reputable merchants stamped their cloth with a number (accurately indicating length) and ‘yards’, their unscrupulous brethren simply marked the number which was not truthful.  Moreover, by not inserting ‘yards’ after the number, merchants escaped litigation precisely because they were not making a false claim about length. This problem was particularly severe in the Indian market because there was no legal standard of length.  Consequently, an Indian merchant who misrepresented cloth as 9 yards  could claim that a yard did not signify a particular length.
  

Manchester was early identified as the principal sinner for this. In 1860, for example, a meeting of Manchester merchants and manufacturers who were concerned about the false labelling of goods for sale, reported:
That the practice did obtain in Manchester they had no hesitation in saying, especially in some branches of trade…goods which were marked 100 yards did not measure 50; those marked 150 yards only measured 70 or 80; and those marked 200 yards only measured a little more than 100 yards…Such a practice was calculated to bring the town of Manchester into disgrace, and was one which was inconsistent with her position as the leading manufacturing district in England

Short-reeling was not unique to the Lancashire industry, but its prevalence was greater and lasted much longer compared to other UK textile regions.  In the thread trade, it was universally acknowledged that reels were labelled with numbers indicating length, not fineness.
  Consequently, the practice of short–reeling did not arise. J & P Coats, for example, decided in 1880 that the lengths of all their thread would be marked on the top and bottom of every spool.
  Additionally, prosecutions under the MMA 1862, Act appear to have had a strong deterrent effect on short-reeling in the Glasgow thread trade and were reinforced by a gentlemen’s agreement between John Clarke & Sons and J&P Coats.
  Similarly, as far as we can ascertain from reported cases, and subsequent evidence reported in Select Committees, the practice of short-reeling  disappeared in the Yorkshire woollen industry.  These practices had the potential to wreak far more damage on the cotton textile industry because of the sheer volume of its exports.  For example, over the period 1890-1913,  exports of cotton cloth and yarn exceeded those composed of wool, by a factor of 32 and 4,300, respectively; over the same period, exports of cotton yarn exceeded those of thread by a factor of 8.5.


Marking false length was part of a more general problem about accurate labelling and marking of merchandise and included, for example, composition of products and misuse of trade marks.  Following the Select Committee of 1862, legislation was enacted which criminalised false indications of quantity.
   However, in the Lancashire industry, no prosecutions involving short reeling were brought under this Act because there was no accepted or universal custom for marking yarn or cloth; marks might refer to quantity, or quality. This absence of a legal standard for length in India encouraged this fraud.
   Moreover, trade custom recognised there were permissible or accepted variations.  The effect of moisture on yarn was recognised as problematic.  Provided both buyers and sellers agreed on the moisture content, a fair and honest contract could be concluded. But, it was estimated that the amount of moisture contained in yarn in the spinning room varied from 3.5 to 7.5 per cent. Stocks of yarn containing a high level of moisture would be affected by mildew, especially if they were exported to warmer climates. If very damp yarn was reeled in the full glare of the sun in a warehouse and then weighed, the result would give a totally erroneous indication of count. Moreover, inherent variation in length during spinning meant that the reported ‘count’ was not exact and this variation depended on the counts spun.  For example, a maximum variation of 2.0 per cent was allowed for counts up to 20s, increasing to 3 per cent for counts greater than 40s.  For bleached yarns, the variation (or ‘regain’) could be 8.5 per cent. Finally, drying the yarn to determine its correct length and weight altered the suppleness of mule-spun yarns.
  

Consequently, in Manchester, the problem of marking short-lengths continued. George Lord, President of the Manchester Chamber of Commerce, complained that the Merchandise Marks Act (1862) had not resulted in any prosecutions in Manchester and, although the practice had declined in the early 1880s, ‘during the last few years it has been revived, and to a much greater extent, and in worse forms, so that in particular classes of goods it becomes exceedingly difficult for those who do not resort to these practices to do business at all’.
  Contemporaries claimed that the structure of the Lancashire industry provided an incentive to ‘short-reeling’; that specialised spinners deliberately short-reeled the yarn which was knowingly purchased by merchants.
  The financial rewards that could be obtained from even the slightest variation between reported and actual counts were enormous: James Henry Lees, Managing Director of Messrs. Crompton & Co., and Wood End Mills, reported that his mills produced 80,000 pounds weight of 12s every week, and to mark these as 14s would yield £2,000 per annum profit if the price difference between these counts was just half a farthing, and £4,000 if the difference was one farthing.


In addition to evidence given before Select Committees, the Manchester Chamber established its own investigation in 1888 which revealed that the practice of marking ‘short-length’ was particularly acute in  ‘bundle yarns’.
 This inquiry revealed a number of intractable difficulties.  It was claimed that short-reeling was first introduced to deceive customers but had, ‘become so general that the practice had ceased to be dishonest’.
 Additionally, there were  inevitable disagreements between manufacturers and shippers. The ability of Lancashire to retain its export markets was also recognised as important: if short-reeling was judged to be an offence under the Merchandise Marks Act, 1887, the discontinuance of this practice might simply drive the trade to other countries who were unencumbered by similar legislation. Short reeling was especially damaging to the reputation of Manchester’s cotton merchants because it represented a double  fraud in terms of quantity and quality (since lower counts are passed of as higher counts).
 Much depended on how the Courts might interpret the key sections of the Act.
  The view of the Chamber was that in the ‘absence of clearness of definition in the wording of the Act it would be impossible to come to a unanimous decision as to how far the practices in question were affected’.
   The opinion of Counsel did little to remove this uncertainty: did the make-up of the contents of a bundle of yarn indicate count? If the answer was negative, it was difficult to comprehend how an infraction of the Act could result from applying a ‘false description’ giving the impression that yarn was finer than was really the case.  In any event, because the Merchandise Marks were criminal statutes, there was no opportunity to ‘test the water’ by instigating a ‘friendly’ civil test case.
  Moreover, to the extent that unscrupulous merchants were in collusion with dishonest spinners the problem of obtaining sufficient evidence to instigate a successful prosecution remained intractable.
  

Consequently, domestic litigation involving Lancashire firms was minimal.  In fact, for the period covered by this article, we can only find three cases of litigation involving domestic firms. In Pemberton v Greenhalgh & Sons (1898),  the defendants were charged with selling 60s yarn in which the hanks were 570, not 840 yards, which amounted to a total fraud of 81,000 yards. It was reported that the defendants were also supplying the Manchester merchant Messrs G. and A. Ananiadi who were able to undersell local merchants honestly supplying 60s, with the consequence that the genuine trade almost disappeared. The defendants were fined £4, ordered to pay costs of £120, and required to furnish information which would allow an action to be brought against Ananiadi.
 Subsequently, in Regina v Ananiadi (1889), the defendant was convicted of fraudulently selling 45s as 60s by ‘short reeling.’
  In Regina v Manoukion (1898), the defendant was charged with misrepresenting 4s as 6s, resulting in a total fraud of over 20 million yards, and was fined 40 shillings each on four counts, and ordered to pay costs plus an extra £50.
  One of Britain’s foremost legal authorities claimed, ‘The effect of the convictions in Reg. v. Ananiadi in 1889, and in Reg. v. Manoukian in 1898, was to render it difficult, if not impossible, for a merchant desirous desirous of placing “short-reeled” yarn on the market to procure it in Manchester’.
 

Unfortunately, for Lancashire, this was only partly true. Although we cannot find any further reported court cases involving short-reeling by Manchester firms during our period
, the Manchester Chamber remained concerned about the damaging effects of this practice throughout the 1890s.  In 1891, a special committee of the Chamber was appointed to investigate whether current modes of reeling and making-up single yarn conflicted with the Merchandise Marks Act, 1887.
 The chamber examined a sample of ‘short-reeled’ yarn and pronounced it was, ‘calculated to materially deceive the spinning trade of this country’; it was recommended the procurement of sufficient evidence that would allow it to launch a criminal prosecution.
 Letters from merchants stated, ‘that it was well known and capable of proof that large quantities of yarn are being reeled in short lengths of 600 to 700 yards per hank for shipment to the continent to the injury of legitimate trade’ which required, ‘the careful consideration of your Chamber with a view to bring about a clear understanding of the position of both spinners and exporters’.
  In the following year, upon receipt of a report from the special committee, the Yarn Sectional Committee, endorsed a statement that a hank of 840 yards of single cotton yarns, was a recognised trade description; that deviations from this were in breach of the Merchandise Marks Act, 1887, and that, ‘this Committee desire to accentuate the fact such resolution of the Special Committee is intended to define the Standard Hank as a “trade description” per se with a view to prevent intentional departures from the 840 yards standard’.
 And in 1896, novel ways of false marking yarn exported to India were reported.
 

Manchester cotton merchants could not afford to remain inactive about the problem of short reeling.  Although legislative solutions were largely ineffective in overcoming false marking of yarn lengths it was imperative that an alternative approach was sought. One reason justifying action was that misrepresentation diverted orders away from reputable spinners to their unscrupulous bretheren.  A further reason, which became increasingly important from the later nineteenth century, was growing, and it was claimed, often fraudulent competition, in the international yarn market.  Manchester merchants realised that there was a simultaneous solution to both of these problems: no gain could be achieved if misrepresentation was eradicated in Lancashire, but permitted to continue abroad; conversely, the Manchester chamber could hardly complain about unfair competition practiced abroad, if it was unwilling to put its own affairs in order.
Section 4


Lancashire’s dependence on export markets is well documented. Equally well established are the adverse consequences for Lancashire during the interwar years from loss of the Indian market, and growing competition in third markets.  In the post-1914 period, the fundamental reason for Lancashire’s long-term decline was the emergence of a substantial cost – and therefore – price disadvantage compared to Far Eastern producers.
  In the pre-1914 period, Manchester’s textile merchants – the middlemen who dominated the Lancashire textile industry – were aware of growing competition.  However, and unlike the post-1919 period, their concerns were not focused on relative price differentials, but the pernicious effects of unfair competition in the form of short reeling. These complaints emerged in the 1880s
, but reached a crescendo in the following decade.  Numerous complaints were made in the 1890s that short-reeling by foreign spinners, ‘acted to the detriment of full reeled English spun yarn’; that such practices, ‘defraud the buyer and consumer, to the great disadvantage of all honest traders’, and, by 1892, the Chamber had resolved, ‘the time has come when strenuous efforts should be made to bring about an international agreement for the purpose of putting an end by legislation to the increased tendency towards fraudulent trading induced by improper competition’.


Obtaining an international consensus on the uniform numbering of yarns was one solution to the problem of short-reeling.  A universal agreement on the denomination of yarn measurement offered a number of benefits: it would be easier for Customs authorities to detect, on import, falsely labelled yarns and it would also ensure that the correct tariff was applied
; similarly, litigation would be facilitated because variation in national denomination (metric or imperial), and national differences in trade nomenclature, would be eradicated.  Finally, to the extent that metrification would simplify textile calculations, it would encourage technical progress in the industry.  The first International Cotton Congress, Vienna, 1873, recognised that, ‘The systems of numbering yarns in force hinder business and render it difficult’.
  This Congress, and those held at Brussels, 1874, Turin, 1875, and Paris, 1900, passed the following resolutions: international numbering of yarns would be based on the metric system; the grade number of spun yarn was to be determined by the number of metres contained in one gram, and the hank would be fixed at 1000 metres, with decimal subdivision  for all classes of yarn. However, these resolutions were not effected during our period.  Part of the explanation for this was the opposition of English textile interests.  Because England was the world’s principal textile producer during this period, a form of technological ‘lock-in’ had emerged which rendered it impossible for agents in foreign textile industries to take independent action:

The continental spinners, although quite prepared to apply the gramme metric numbering of yarns, practically for its own sake, are to all intents compelled by the influence of England on the international trade in yarns and by her preponderant contribution to the same, to conform to the English customs regarding winding, packing, numbering and ticketing of yarns.  Independent action is made difficult for them, so long as the English spinning industry declines to accept the metric decimal numbering of yarns

The Manchester Chamber had negatived an approach by Robert Giffen, Board of Trade, to adopt the metric system for yarn counts to obviate tariff problems, claiming, ‘the inconvenience  caused by the difference in the two systems are only slight; that no alteration from the prevailing English system is desirable unless the metric system should become universal’.
 This was reiterated in 1902, and in 1906, the Board stated it was, ‘absolutely opposed to the compulsory adoption of the Metric System of Weights and Measures…such a measure would be extremely injurious to the Cotton Trade of the country’.
 The objection of Manchester’s cotton merchants was not without justification: the UK possessed the biggest spinning industry. In 1885, the UK owned 53 per cent of the world’s cotton spinning capacity, which was approximately twice that of continental Europe.  By 1913, the UK owned almost 40 per cent of global spinning capacity and was still, by a considerable margin, the most important nation in the yarn trade.
 Consequently, the costs of adjustment in moving to the metric system were correspondingly higher.   However, Manchester’s opposition was only part of the explanation for the failure to adopt a universal, metric-based, system of yarn counts. It was recognised that at the unit of production, it was impossible to have the metric and non-metric systems operating simultaneously.  German spinners were particularly disadvantaged because, unlike Lancashire mills, they tended to produce a variety of different counts. Moreover, there existed a multitude of weights and measures within Continental countries: in France, there were 11 methods of numbering yarn, and 20 each in Germany and Austria.
  

An alternative solution to the problem of short-reeling was to obtain international agreement that all forms of ‘unfair competition’ were prohibited.  This approach possessed the advantage of not requiring universal adoption of the metric system since any false indication of weight or length was indictable. But a robust international system addressing this broad problem did not become operational until after 1914.  In general terms, ‘Unfair competition refers to any act of competition contrary to honest practice in industrial and commercial matters, [and includes] a broad range of acts which are designed to mislead consumers about the nature, composition and origin of products.
  During the nineteenth and early twentieth centuries many countries recognised the need to protect specific forms of intellectual property, such as copyright and design, patents and trade marks, as well as the necessity of reducing ‘unfair competition’.  The increasing volume of goods traded across national boundaries from the mid-nineteenth century necessitated an international response to infringement of intellectual property and unfair competition. A basic requirement was to provide minimum and uniform levels of protection for all consumers and traders, independent of their domicile. An International Convention for the Protection of Industrial Property was first convened in Paris in 1883.
  This Convention established the fundamental principle that citizens in each of the contracting states would benefit from reciprocal rights to protection.  However, many of the Articles were dedicated to protecting specific forms of intellectual property: no specific Article was dedicated to ‘unfair competition’.  

Subsequent revisions to the Paris Convention re-affirmed the protection of intellectual property, and made only limited provision for ‘unfair competition’.  The Brussels Convention (1900) enacted that citizens of the contracting states would, ‘enjoy in all the States of the Union the protection accorded to nationals against dishonest competition’, and the Washington Convention (1911), stipulated that, ‘All the contracting countries undertake to assure to those who enjoy the benefits of the Union effective protection against unfair trade competition’.
 But it was not until the Hague Convention (1925), that  a clear and comprehensive definition of ‘unfair competition was provided.


The absence of a universal definition of yarn counts, and the embryonic state of international protection against unfair competition meant a different approach was needed.  The approach of the Manchester Chamber was to petition specific countries to adopt and/or more stringently enforce legislation preventing the import and the export of short reeled yarns.  In particular, as a leading commercial institution, the Manchester Chamber was instrumental in campaigning the governments of countries in which spinning was important, to adopt legislation similar to the UK’s Merchandise Marks Act, 1887.  

Misrepresentation of textile products exported to India was of particular concern because of the size of the Indian market and because the Merchandise Marks Act of 1862 did not apply to India.  The Manchester Chamber emphasised the need for merchandise mark legislation to be introduced in India and resolved to petition the Indian government.
  Manchester’s campaign touched a raw nerve: it coincided with growing dissatisfaction about the ineffectiveness of domestic legislation among India’s cotton industrialists.    The chairmen of the chambers of commerce in Bengal, Bombay and Madras, and the Millowners Association in Bombay, expressed their support of an Indian version UK’s Merchandise Marks Act, 1887.  These chairmen recognised that their own members were suffering; many of the practices they wanted criminalised were identical to those practised in Britain before 1887.  The chamber of commerce in Karachi stated that it was desirable that an Act be introduced, ‘making the false stamping of lengths and the false stamping of quantities punishable’, and a leading editorial stated, ‘This summary of recent correspondence shows that the great bulk of mercantile opinion in India is in favour of early legislation, and this is certainly the view of the mercantile community in Great Britain who are interested in Indian trade.’
  It was also recognised that the operation of the British Merchandise Marks Act of 1887 would have the unintended consequence of encouraging continental European spinners to export textiles with false description of length to India, because their import into Britain would be prevented by British Customs.


In 1889, the Indian Merchandise Marks Act was passed.
  Many of its provisions were similar to those of the British Act of 1887, for example, the definition of ‘trade description’ and ‘false trade description’. However, unlike the British Act of 1887, the Indian Act made additional provision for the identification and testing of trade descriptions which featured prominently in the textile trade.
  It is apparent that, at least in the early years of its operation, the Indian Act was especially effective in the detection of falsely marked textiles imported to India.  Thus, comparing 1890-91, with 1891-92, the total number of seizures by the Indian customs authorities was 1,133 and 894, of which 59 and 56 per cent, respectively, were under the provisions governing false stamping of lengths on textiles.
   Manchester cotton merchants recognised that the Indian Merchandise Marks Act, 1887, had been beneficial on two issues.  First, it had eradicated the ambiguous stamping of cloth by requiring every piece to be stamped with its actual length.  Second, the Indian Act had cured the deceptive marking of grey bundle yarn.
  
However, one feature of the yarn export trade to India which remained unresolved, was the treatment of dyed or bleached yarns. The Act of 1889 provided that:

The [Central Government] may...issue instructions for observance by Criminal Courts in giving effect to any of the provisions of this Act…Instructions under [this] sub-section may provide, among other matters, for the limits of variation, as regards number, quantity, measure, gauge or weight, which are to be recognised by Criminal Courts as permissible in the case of any goods

Indian textile industrialists were acutely aware of the potential effects this section could have on their activities.  In 1890, the Indian government established a special committee
 to report on permissible variation in cotton piece goods, and cotton yarns and elicited the views of the major chambers of commerce, but a clear consensus proved difficult:   the special committee recommended that the variation on grey yarns should be 5 per cent either way; the Bombay Millowners Association recommended that the permissible variation on grey yarns should be 10, 7.5, and 5 per cent, on all yarns under 16s, 16s to 30s, and greater than 30s, respectively. This Association recognised that this variation could not be applied to other types of yarn.  For example, compared to grey yarns, bleached yarns weighed less because bleaching removed resinous matters.  Consequently, the Association recommended that acceptable variation as regards count and length should be the same as grey yarns, but variation in weight would be permissible for dyed yarns.
 Further consultation resulted in the Calcutta Notification which specified that the only acceptable trade description applied to dyed yarns was that denoting length in which the hank was 840 yards.


This was problematic for Manchester and Glasgow-based firms because in the process of dyeing, yarns shrunk compared to their original, ‘grey’ length.  Consequently, the hank was reduced and the precise effect of this on the weight of the dyed yarn varied according to the materials used for dyeing.  The accepted practice in Britain was that dyed yarns used domestically continued to bear the denomination which they had in their original grey state, notwithstanding the fact that its altered weight affected its count.  For example, if dyeing made yarn heavier, fewer hanks of 840 yards were needed to make one pound weight. A related problem was that the practice of denoting dyed yarns conflicted with the Indian Act.  For example, a long established practice in Manchester was to mark yarn as ‘60s made up as 40s dyed’ which indicated a conflict between the length and weight of yarn indicated on the package.
  To resolve this problem, a joint meeting consisting principally of Manchester merchants and the Scottish Turkey-Red Dyers Association, was held at Carlisle in 1898. At this meeting the Manchester representatives stated that the general opinion in Manchester had:
come round to the conclusion that the most honest way of making-up and of denominating all dyed yarns, is that they should conform throughout to the original grey counts, so that if 60s.yarn be bought in the grey it would be made up as 60s. in the dyed state, whatever weight of colouring matter be added to the yarn by the dyeing process…This recommendation follows the practice which obtains in the…manufacturing districts of Lancashire…Manchester firms have stipulated for many years that …the counts of coloured yarn…are the counts of the yarn in the grey state, and not what the yarn counts in its dyed condition

The Glasgow delegates, previously supportive of the above practice, were unwilling to accede again stating that they were not certain that any injustice was done by existing trade practices; in any case, they thought it highly unlikely that any conflict between accepted trade custom and the strictures of the Calcutta Notification would be detected by the Indian customs.
  This fissure between accepted trade nomenclature and the provisions of the Indian Merchandise Marks Act and the Calcutta Notification, generated discord between textile merchants in Glasgow and Manchester and resulted, ultimately in the latter instigating unsuccessful legal action against the former.
 This matter was never satisfactorily resolved before 1914 and Manchester merchants continued to complain about the import of short-reeled yarn (grey and dyed) from Glasgow to India and Singapore.

Section 5
The previous sections have shown that the provisions of domestic and international legislation, especially in India, were not always effective at combating short-reeling.  Nonetheless, it was imperative that the industry eradicated, or at least minimised, the practice of short length in Lancashire.   Failure to do so would increase the costs of market exchange (lengths and weights would have to be verified), as well as continuing to damage the reputation of Manchester’s leading merchants. Of fundamental importance was the need for Manchester to both standardise the product and the contracts used in exchange. Two innovations were crucial to the joint attainment of these objectives: the introduction of a uniform contract (to be legally binding on the signatories), and the establishment of a Testing House which could scientifically investigate whether yarns, and other textiles, were defective in length or weight.  These two innovations were simultaneously necessary: no advantage could be obtained by having accurate testing equipment if the parties in a dispute could not agree about what was an accepted length of yarn.  

Efforts to develop a uniform contract were instigated by the Manchester chamber from the mid-1890s and involved internal discussion only during the initial stages.
 By 1895, the key clauses of the contract had been agreed and these included, inter alia: on the basis of 840 yards to a hank, the number of hanks in a bundle must indicate the count; the maximum variation between indicated and actual count, not to exceed 5 per cent, coarser or finer; maximum variation in weight for bundle yarns was specified and, in case of dispute as to count, length or weight, the yarn would be evaluated by a Tribunal of Arbitration and  the Testing House, and its decision would be binding on all parties.
  


Although subsequent doubts exist about whether it is possible to develop a fully-specified contract 
 it was crucial that the  efforts of the Manchester chamber were accepted by the industry. A conference representing many of the industry’s key institutions –  Federation of Master Cotton Spinners Association (FMCSA), Oldham Master Cotton Spinners Association, and the United Cotton Manufacturers Association – was held in June 1895 at which it was resolved that:
It is desirable in the opinion of this Conference that a form of contract note, acceptable to buyers and sellers, should be framed and recommended for general use in the home and foreign yarn trade, and that as a basis of such form, it is necessary to agree upon a series of rules applicable to the various conditions and contingencies of contacts in the several departments of the trade


However, one of the key omissions of the contract was that its use was not compulsory.  Even though it was recognised that such a contract would eventually become recognised in arbitrations and courts of law
, it would not supersede private agreements and contracts.  The Burnley and Bolton employers associations indicated their disapproval of the contract: the former argued that its members would insist on full and regular counts without the assistance of contract; the latter thought the sheer diversity of markets to which its yarns were sent would render a uniform contract worthless, as well causing friction between buyer and seller which did not exist.
  Following a series of further adjustments, the Uniform Contract was eventually adopted by the Oldham and Rochdale Chambers of Commerce, and the FMCSA.  Burnley and Bolton maintained their opposition, as did the Blackburn Chamber of Commerce, and the North and North East Lancashire Cotton Spinners Associations.


The yarn contract, which became effective from January, 1897, was, ‘intended to define the regulations which have become tacitly acknowledged in the trade, although they have never been put in proper form’, and, ‘attempted to satisfy a want which has for many years existed’.
  The uniform contract was a vital first step in standardising yarn output by specifying  the terms on which market exchange was based.  It was a necessary, but not sufficient condition, for regulating all aspects of the Lancashire yarn trade. A further condition was also required and this was the establishment of a Testing House.  Initially, there was considerable opposition to the Testing House from key employers associations in the yarn industry: the FMCSA reported its members had no desire for such a facility and that there would be considerable difficulties in its operation. Nonetheless, despite this opposition, the Manchester chamber was adamant that an independent facility for verifying the accuracy of statements about length and weight of textiles was vital:
The Yarn Sectional Committee is of opinion that arbitration cannot be satisfactorily carried out without accurate and impartial authority for the testing of raw materials, yarns and textiles.  This meeting therefore urges the Executive to take the necessary steps for the establishment of a Testing Room


Thereafter, key issues about operation and governance were quickly resolved: members of the chamber agreed to contribute sterling 25 to cover any deficit which might be incurred by the chamber in the establishment of this facility; collaboration with Manchester City Council was obtained  Plans to establish the Testing House commenced from 1893, when members  and it was agreed to visit the Bradford Testing House to ascertain the rules governing its operation.
  
The broad trends in the activities of the Testing House are shown in  Table 1, from which a number of trends are apparent.  First, there was a rapid growth in textile testing: samples of yarns and textile tested  increased by a factor of 5 and 6.6, respectively.  Second, textile samples dominated the total work of the House, accounting for over 80 per cent of its total activity.  Clearly, therefore, although the contract was not universally adopted within Lancashire, the need for impartial and accurate testing of yarns and textiles -  by firms engaged in private trade agreements and those conforming to the rules of the uniform contract - were central to the survival and success of the Testing House.
CONCLUDING REMARKS
This paper is a work-in-progress and the authors acknowledge that some issues remain outstanding. For instance, was Manchester justified in expending so much effort in developing institutional solutions to short reeling?  After all, exports of yarn were at their zenith in 1913 (and cloth).  But this is with the benefit of hindsight. What was the scope of the Testing House activities? To what extent were Manchester merchants successful in getting Lancastrian firms (from Bolton, Preston, etc.) to submit to the Testing House examinations and adopt uniform contracting terms? Such questions require further research to flesh out. 


Nevertheless, this paper has shown that Manchester’s cotton-textile merchants believed the problem of short reeling was acute and that it would seriously hamper its export efforts. It examines the how they struggled to make market-governance work by weeding out rouge practices. The potential inefficiencies were the result of extreme specialisation in the industry. Also, there were limits to the extent to which legal codes could enable the industry to mitigate these inefficiencies – both within domestic as well as export markets. In this context, the emergence of non-legal solutions (the testing house and uniform contracts) was an attempt by Manchester merchants to make market transactions more efficient and governable.
Table 1.
Yarn and textile samples examined by the Testing House, 1899-1914

Year

Yarn

Textiles

Col.2 +

Total

Cols. 2 and 3







Col.3

samples1
as % Col.5













1899*

1447

1878

3325

4025

82.6

1900

642

1446

2088

2781

75.1

1901

1253

1714

2967

3802

78.4

1902

1084

1394

2478

3388

73.1

1903

1213

1549

2762

3794

72.8
1904

1601

3333

4934

6001

82.2

1905

1529

5236

6765

7976

84.8
1906

1377

2348

3725

4657

80.0
1907

1774

2729

4503

5505

81.8
1908

2210

3531

5741

7059

81.3
1909

3144

3848

6992

7244

96.5
1910

1948

3834

5782

7229

79.9
1911

2334

4435

6769

8132

83.2
1912

2621

4294

6915

7614

90.8
1913

2417

7353

9770

11788

82.8
1914

3215

9533

12748

14824

86.0
Notes

1. Total samples refers to the sum of yarn, textiles, chemicals and produce.
*
To November, 1899.
Source: Calculated from Testing House Management Committee, 1899-1919, M8/4/28, Manchester Chamber of Commerce, Greater Manchester County Record Office (GMCRO).
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� GMCRO, Proceedings of the Manchester Chamber of Commerce, 1885-1890,  M8/2/10,22 October, 1886; 24 January, 1887; 23 February, 1887; 28 March, 1888; GMCRO, Proceedings of 	the Manchester Chamber of Commerce, 1885-1890, M8/2/10, 23 February, 1887.  The Chamber also resolved that thos of its members who were MP’s should continue to raise the issue in the House of Commons. 28 March, 1888.


�  Times of India, 22 October, 1888, p. 6. 


�  Times of India, 31 January, 1889, p.6. 


�  The Indian Merchandise Marks Act, Act IV, 1889, pp. 337-345. 


�  The Indian Merchandise Marks Act, Act IV, 1889, s 4 (3); s 20. 


� Times of India, 7 December, 1892, p.5. 


� GMCRO, Manchester Yarn Contract Conference, 1896-1913, M8/4/34, 9 March, 1898. 


� The Indian Merchandise Marks Act, Act IV, 1889, s 16.


� This committee was comprised of some of the most famous merchant houses in the cotton textile trade, for example, Messrs. Ralli Brothers.  The Times of India, 16 January, 1890, p.5.


�  The Times of India, 3 April, 1891, p.6.   


�  Judicial Notification 1474, Calcutta, 13 November, 1891.  The Times of India, 7 April, 1897, p.4.


� GMCRO, Proceedings of the Manchester Chamber of Commerce, 1890-1894, M8/2/11, 17 March, 1890; 30 June, 1890;  18 December, 1895.  Other problems would emerge if this practice was not followed: jpegs 21 and 22. 


�  GMCRO,  Minutes of the Yarn Contract Committee, 1896-1919, M8/4/32, 24 November, 1896.


�  GMCRO, Minutes of the Yarn Contract Committee, M8/4/34, 9 March, 1898; 22 February, 1901.


� GMCRO, Minutes of the Yarn Contract Committee, M8/4/32, 14 May, 1898; 23 September, 1903;28 November, 1904; 


�  GMCRO, Minutes of the Yarn Section, M8/3/32, 4 April, 1898; 27 June, 1898;  


�  GMCRO, Minutes of the Yarn Section, 1890-1896, M8/4/31, 4 January, 1895; 11 January, 1895; 18 January, 1895; 1 February, 1895; 22 February, 1895. 


�  GMCRO, Minutes of the Yarn Section,  1890-1896, M8/4/31, 20 March, 1895. 


�  Issues of bounded rationality; asymmetric information etc.  


� GMCRO, Minutes of the Yarn Section, 1890-1896, M8/4/31, 18 June, 1895. 


� Decision of Judge Bradbury, Salford, 1907.  


� GMCRO, Minutes of the Yarn Section, 1890-1896, M8/4/31, 21November, 1895; Bolton Local Studies and Archives, Bolton Master Cotton Spinners Association, FET/1/1/3, General Standing Committee, 16 October, 1896. 


� GMCRO, Minutes of the Yarn Section, 1890-1896, M8/4/31, 16 September, 1896.


� GMCRO, Minutes of the Yarn Section, 1896-1919, M8/4/32, 21 October, 1897. 


�  GMCRO, Minutes of the Yarn Section, 1890-1896, M8/4/31,  15 November, 1893.  


�  GMCRO, Minutes of the Yarn Section, 1890-1896, M8/4/31, 15 May, 1895;  
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