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This paper analyzes the transition from agents to branch selling as alternative

institutional modes for transacting abroad by pre.l939 British manufacturing

mutiinationals. A model to explain the shift between alternative modes is specified

in terms of transaction costs. Agent opportunism and contract monitoring costs

are the major transaction costs. Besides transaction costs. the frequency of

transactions and the accumulation'of market-specific knowledge by the principal

were found to be important variables'

T,.tCONOMIC historians have only recently become interested in

-Ifr multinational enterprise.r The interest was stimulated by the

literature on the evolution of the large corporation and by new estimates

of aggregate foreign direct investment, which found that over 40 percent

Of Brit ish overseas investment in the Third World and South America

by 1914 was direct.2 According ro John Dunning. b.v l914 company
investment abroad reached f 14 bi l l ion. representing as much as 35
percent of the long-term capital stake and by 1939 there were well over

iSO g.it ir t t  manufacturing mult inationai enterprises.3 The studies reveal

that British multinational enterprises acted as an important but neglect-

ed mechanism for transferring technology, products, management skill,

and know-how abroad.
The analysis of British multinational enterprises has been largely

directed to explaining the reasons lirms transact abroad' Utilizing a

sample of British multinational enterprises, I discovered that 50 percent

had technology advantages and 45 percent selling advantages; 32

O The Economic History

S6Eiation-.TII-fiEhFiEEEFedllSSN 0021t ) v g r 4 r r v r r .  A u  r  ^ 6 r r r J  r ! o s r  t

The author is Lecturer in Economics, University of New South Wales. Kensington, New South

Wales. Australia. 2033. He would like to thank Mark Casson. Diane Mon, Donald N. McCloskey'

and two referees for ass;stance. The usual disclaimer on errors applies.
tJohn Stopford. "The Origins of British Based Multinational Manufacturing Enterprises."

Business Historl 'Revieu,,48 (Autumn 1974),303-45: D. Paterson, Bri t ish Direct lnvestment in

Canada, 1870-tgt4 (Toronto, t976): S. J. Nicholas, "Bri t ish Mult inational Investment Before

1939," Journa! of European Economic Hisrory' , l l  (Winter 1982). 605-30; Peter J. Buckley and

Brian Roberts. European Direct Int'estment in the U.S.A. BeJbre World War / (London' 1982).
r Peter Svedberg, "The Portfolio: Direct Composition of Private Foreign lnvestment in l914

Revisited." Ec<tnomic Journal, SS (Dec. 1978). 690-712.
3 John Dunning, "Changes in the Level and Structure of lnternational Production: The Last 100

Years," mimeographed (1982). pp. 4, 31.
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percent integrated abroad to secure raw materiars and 3 r percent toavoid tariffs.a From eight case studies "f i;;;;;;;lnu.r,rn.nr in rhe.united states. Buckrey and Roberts found that ihe rhree dominanrmorives for making a foreign crirect invesrmenf;r;';1. desire to avoidAmerican tariffs' the opp^oitunity to exploit "patents,,, 
and the neecl forlocal production to tuiirry tocui oema"o.;-rä.-oäin or._r939 foreigndirect invesrmenr. Dunnins..rpturir.d rh; t;ü;äiäg.ur capacity ofinternationar firms.6 patentJd ,..r-,noioey il ö;;j'J,|,,,, in seging areknowledge created inside u fi;b;; nonappropriabre because of rrans-action cosrs in the inrernarionar n,"rt.l.fäv lä"äior"oriabre I meanthar rhe firm is unabre ro caprure ttre uatue 

ioro.ü;;; the knoivredge.AII the studies argue that the internarization of rÄe functions of themarket within the f;rrr 11'ai the poirr; of direct inuestment.L rhe firmeconomized on transacrion costs by providing an iniiiiution for appro_
lffi:I"ä ltotjJr:'ott 

and selling knowtedge ""0 "."rrlrring property
The uniformity of approach by economic historians reflects theconsensus by economists that internariz-atron expiainr* ror.ign directinvestment.e The roots of the notion are found in Coase,s work on thenature of the f irm.r0 Coase derived the dictum tnut tt .är, u, i ir  , . tend 

toexpand until the cost of organizing an extra transaction within the firmbecomes equal to the .ott oi.uüttt qy, the same rransacrion by meansof e.rchange in rhe op.n ,ur[.ii',' Ä;;;;;';.är.ii.r, work has ,.replaced the coasian firm-market dichotomy by a ..comparative 
institu-,t ional analysis" distinguishing inrti iutions (such as markets intermedi.ate cooper:rtive mo.res-agenrs. rrcensing, frir;il;;: and other rong-rerm conrracrs_and the hierarchical firä) dl oi-;;;i.i,*.conorize ontransaction costs.r2 The comparativ. inrtitutiÄr ^""i ir i, recognizes

J Nicholas. . .Mult inational 
Investment., ,  p. 10.5 Buckley and Roberts, European Oirrlr,inrl"rr^ent, p. llg.

I P"ri,ir, 
-International production,,; pp. ilä.0s.

reereterJ'BuckreyandMarkcasson, TheFurureof theMult inationar Enterprise(London.t976)' pp.lG-30; Mark c. casson. ett"rnijr'r',i',i, u,,iino,uioit i^i'ritrrl|ondon. r97e). pp.3l-43; Harry G' Johnson'.' The Effciency uno w.rr".. Impricarions ortÄ" intf.n"tronar corpora-tion" in The Internationa!-corporation' .4. äi"rr.r'p. Kindtebergeiil"rutäg., Massachuserrs.1970)' pp' 35-39: steven 
f. 

Maeee, "r..i*l"rt 
""d the Appropriabirity Theäry of the *rurrina-

il"*:f:I:,T1H, : iJT, X; l, . 
r ̂ ,,,,, ii Jä, i) o, o ̂ i, o ra i r, ea. j . iiui*u,i ( cambridge.

o See Buckley and Roberts, European Direct Investment. pp. g_9; Nicholas, ..lVtultinationallnvestmenr.".pp. 9-10; Dunning. . . tnt. .nutioiJ p.oou"t ion,,,  pp. $24,4_34.' For a review of the literature see A. K. carvet, ..A synthesis of Foreign Direct Investment
är:m*:filil :::!;."'r'i""'i"""iiiJ"i"iou'not of Internationaii,,in",,srrd,er. r2

ro R. H. Coase, . .The Nature of the Firm,,.  Economica,n.s.4 (19j7), 3gl_405.f  r lb id . .  p .  3g7.  
LL . ' ' . . ' fn r ( 'u i  n .s .4  (19J7) ,  lE l_4(

12 A' Alchian and H' Demsetz, "Production. 
lnformarion costs and Economic organization..,American Economic Revie,v', 62 (Dec. r972), 77i-is, c. J. Dahrman, ..The probrcm of Externar-i tyi '  . Iournal of Lan,and.Economic", zi i ipir 1!zsl.  rol_ol,  o. Wil l iamson, . .The Modern

,t"orrät""r 
origins, Evorurion. nrt.iuut.ri:i'r'ru'rnot ,,f eronomic Lirerature, r9 {Dec. r98r).
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that nonmarket organizations do not simply duplicate .the allocative

results of a price tyttt*. They-are chosen because they lead to a

different alloiation of resources'r3 
he tiansitionBu t thecompara t i ve ins t i t u t i ona lana lys i s i ss ta t i c .T |

between alternative institutions remains unexplained. The historical

"uiA"n.. shows British and American multinational enterprises passing

ifrrougfr stages of overseas involvement from exporting with merchants

and t[e firm's salesmen to the so-called agency system, thence to the

ior.ign direct investment as a sales subsidiary, and finally to direct

inn"itr"nt in foreign production.ra For example, in a study of British

multinational entefriies, 88 percent of the firms entered into agency

u!r""r.nr, before making an initial direct investment in a sales branch

afiroad, and few British multinational enterprises b.egan overseas pro-

duction without first establishing sales subsidiaries.r5 ln part, the static

analysis of the comparative instiiutional approach arises from the failure

to distinguish between the reasons firms transact abroad and the

reasons ärey choose a particular form. The same arguments used to

.*pfuin the äecision to tränsact with foreign countries have been used to

.*pluin the choice of the mode of transacting.16 I offer here a dynamic

roOrf to explain the transit ion from sell ing through an agency system to

sell ing rhrough a hierarchical sales subsidiary between 1870 and 1939'

üri; ;agenr--principal theory, a transaction cost model is deveioped to

explain the choice of mode.

THE PRINCIPAL 'S PROBLEM

T h e t h e o r y o f t h e a g e n t a n d t h e p r i n c i p a l c o n c e r n s l o n g - t e r m c o n -
tracts for repeat sales.ihe repeat sales are between the producer (the

p r i n c i p a l ) u n d t h . s e l l e r o f t h e p r o d u c t ( t h e a g e n t ) . T h e p r i n c i p a l w i l l
o f t enhaveexpor ted th roughh issa lesmenormerchan thouses ,bu t the
apfointment of an agent iridicates that the principal's knowledge of the

market is limited. Tie agent knows the language. local customs. and

laws, and lives in the corintry where the product is sold. The principal

has knowledge of it. proOu.t, which is imperfectly transferred to the

"*.";.;; conäi.r, tend to deveiop berween agent an,.i prirrcipal over

täfJing stocks in the good, promotional effort, discretionary pricing'

and "ieasonable" levels of service' 'o

u John C. McManus. 
.,The Costs of Alternative Economic Organizations." Cunodiun Journal

of Economics, 8 (Nov. 1975), 335-50'
r.  Nicholas, "Mulr inational Investment." pp. l4-16. See also Mira Wilkins' The Emergence o'f

M u l t i n a t i o n a l E n t e r p r i s e ( C a m b r i d g e , M a s s a c h u s e t t s . l g ? 0 ) ' p p . 2 0 7 - 1 3 : M i r a W i l k i n s . I h e
Maturing of Mulr inational Busineis (Cambridge '  I{assachusetts'  l9?9)'  pp 4l7-1! '  431--17:

Bucklef anÄ Roberts. European Direct lnvestm'! ' '  pp' 44' 65' 87' 9l-92'

'5 Nicholas. "Mult inational lnvestment'" p'  l5 '
'u For a similar point see Calvet '  

"S-"-nthesis" '  p 56'
'? Magee. "TechnologY," P' 316'
rs This problem i,",  ü.en examined by the marketing channel l i terature See L' W' Stern' B

sremthal, and c. s. craig. "Managing Confl icr in Distr ibution Channels: A Laboratorl '  Stud1""



contractual arrangements between agent and principal are essentially
decision problems under uncertainty.re The principal tel ls the ug.ni
what to do. The more accurate the principal 's knowledge of the ug.nt
and the lower the costs of monitoring his behavior, the läwer the risks.
The risks in the agenr-principal problem are that the agent will make a
bad decision, hurting the principal. Even iftre promirrr-not to, the agent
may have incentives to cheat the principal.20 The contract will be driwn
to attenuate such opportunism. Nevertheless, there are costs of moni_
toring the agent, especially when he provides a service dependent on the
energy he devotes to the task and when he is distant from the principal.

A commission on sales is both a control and incentive system. As a
control system. commissions meter the agent's performance. allowing
the princrpal to rdentify ano punish bad performers. As an incentivä
system, commissions discourage opportunism. Having made a promise
to sel l  vigorously, the salesman has less incentive to i .n.g. i f  he is on
c-ommission. The posting of a bond by the agent is another control
device. Bonding includes investments by the ug.nt in physical capital
such as warehouses, or human capital such as knöwiedge of the
product, which locks the agent into the contractual relationsi ip.2' The
more idiosyncratic to the principal 's products is the agenr's special ized
capital investment the greater the lock in effect of bonJing. Government
or legal enforcement is a third control device, used sparirigly because of
i ts great cost. overwhelmingry, principals rely on the threät of dismissal
or the withdrarval of future business for contract enforcement.r: The
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Journal of 'Varketinp Resettrch.l0 lMay lgTS). 169-79r M. pearson and J. Monol1.. "The Role of
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performance... in ,Vurketins: 1776_t976 und Bet,ond. ed.K-. L'  Bernhardr {chicago. r97fi , .  pp.310-.t-r:  L. J. Rosenberg and L. w. srern. . .conft icr
ilteasurement in the Distribution Channel," Journal oJ',\lurketing iesearc,h, g (Nov. l97l ), 417-.12.re M. c. Jensen and w. H. r\ ' reckl ing. "Theory äf th. Fir,n, Manageriar Behaviour. AgencyCostsandOwnershipStrucrure," Journul of Finaicial Economics. j(NJv. tSZil . fO_r_i l ;Stephen
Ross, "The Economic Theory of Agency: The principal.s problem,.' American Economic Revieu;,63 (May 1973),134-49; srephen Ross, "on the Economic Theory ofAgency and the principal ofSimilarity," in fssays on Economic Behaviour lJnder IJncerta.ru, ea. tt. Balch. D. McFadden,and- S. Wu (Amsterdam, 1974), pp. 215_20.:0 oliver Wilfiamson, Markets and Hierarchie.s.'Änal-ysrs and Antitrusr Implications{New york.
1975)' pp' 26-371 David J. Teece. verticul Integration and Dir.estiture in the IJ.s. oil Industn,(Stanford, 19761, p.3l; oliver williamson, "Tänsacrion-cost 

Economics, rn. ä"i"*""..'"'i.
Contractual Relations." Journal of Law and Economics. 12 (Ocr. lg7gl, p.231. Of course. theprincipal could also act opportunistically. The paper. however. is concerned wirh rhe principal
establishing branch sellinc rather than the agent;s contractual problems with rhe principal. .2t B. Klein, R. crawfoid, and A. Alchian. "verticar Integrarion, Appropriabre Rents, and thecompetitive contracting process." Journal of Law,and Economic.r. ll (oct. l97s), 297_316: B.Klein, "Transaction 

cost Determinants of .ünfair' contractual er.ung.r"nir,., American Eco_nomic,Review, T0 (May 1980), 356-62; B. Klein and K. Leffier. .'The-Role 
of Market Forces inAssuring Conrractual Performances.', Journal of political Economv, S9 tnug. lggl), 615_41:wil l iamson, "Transaction-cost 

Economics." p. 23.r.  rg-45: Klein. . . .unfair.  
conrractualArangements," pp. 3-58-59; Krein. crawford, and Archian. .'compctitive 

contracting process,,,
pp- 302-7: Klein and Leffier, ..Role of Market Forces... pp. 6lg_35.2r Klein. Cra*.ford, and Alchian. ..Competitive 

Conrracting process,,. p. 30_t; 111.;n and Lefrer."Role of Marker Forces," pp. 616-20.
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mode lpred ic tsa t rans i t ion tobranchse l l ingwhenmoni to r ingcos ts
incurred by the pri"lip"r outweigh the agency's benefits relative to

branch selling. The transition from agency agreements.to foreign direct

inuirtr.nt ii a selling branch by pre-1939 British multinational enter-

prir", provides a testing ground for the model'

TESTING THE MODEL

A nonrandom sample of 2l British multinationals was selected on the

basis of archival availability and access.23 All the sample firms met the

United Nations aenniiion öf multinationals, as enterprises that control

"aratr, either factories, mines, or sales facilities' in two or more

Iounärr.r- The sffile included a range of firm sizes. The four

;il;;i,"*l machinery firms were among rhe ten besr known and largest

in the lg70_1g3g p.;;d, and Hunrley palmer, Reading, and Peak Frean,

London, were the,*"l"ig"r, biscuii firms in the pre-lg3g period. other

frrms (for example' ff"t"L?A Co' and Blackie Sons Ltd') were medium-

sized firms. The basic agency contract was.fairly standard across sizes

of firms. specifying exclüsive sales areas' sole agencl'requirements' and

specific arrangements for performance, holding stocks of the good, and

p.o*orionur Jffort. As fai as it is possible to Cetermine' the agency
'aontruat. 

for the firms in the sample correspond to agency agreements

for nonsamPle firms.25
Agency.on,ru. r r focusedonthesel l ingofgoods-andthepayment for

them. [n every agency contract, vague (änd unenforceable) provisions

required tfre agents'-; 
"Oush ttre sate'; of the principal's products'26

such promises to behave nonopportunistically involved monitoring by

z3 The firms. by industrial groups, were Hunrley' Palmer and felk 
Frel1 in foodl Bentall'

Ransomes, Marshal.and Fowler inagricurrural rr.hin.ry, A. w. Smith and Mirrlees watson in

sugar-crushing machtnery: er.*"io"icowan and Blackie Sons Lrd. in paper and publishing: in

s tee lp roduc tsandcut le ry ,o 'u " *s tee l .spearandJackson.andGeorgewostenho lm&Sons: in
eng ineer ing , thepumpt^ f t . t t ,w t i t ' andHarvey&Co ' ;GourockRopeCompany inrope;Mor ton
(Sundour) anrl L inen rnrääotp"ny Ltd. in texriles; and Beardmore in shipbuilding and iron and

steel. The merchanr tourJ.. l;il""; Gibo. LorrJ;n, and.lolrir ['i;rlal'. Scoilanc' acttd as agents

*i.n ,f,.v ,igned exclusive agreements to represent British firms abroad'

2{ United Nations. Transaciiona! Corp'orarirttts in World Det'elopntent: A Re'Examination' E'18

ll 45 (New york. l97El. ihis definition is also used by the Group of Eminent Persons in their

report, United Narions, iir- f^por, of Mulrinationai Corporations on Det'elopment and on

In te rna t iona lRe la t ions ,g ' f+ I f  eS(NewYor t< '  lg74) 'p '25 landbyJohnDunn ing '  In rerna t iona l

production and the uutrinoiio*t Enterprise (London, l98l), p. 3. Further. 13 of the firms

subsequently made an i""t'it""t in assembll' and manufacturing in the period'

2j D. Coleman , counotTr, Än Erono^i, and Social Histon- ioxford, 1969)' vol' I' p' 193' I

wou ld | i ke to thankRobenKi rk fo r in fo rmat iononPla t tBros .agencycont rac ts .
26 For example, spear and Jackson's agenr promised ro "deligently and faithfully service the

market to the best of his ability and judgment" (Spear a1d Ja1k,son, 
11t^t,t"t""' 

SJ65 3i7l29'

Sheffield Public Libraries Archives)' Gourock's ageni agreed "to take steps lo introduce and sell to

local customers.. (Gourock, Agency Agreemenls..  ucbal lerß' 22l l i } l .  universit-v of Glasgow

Arch ives [wherepagenu,nu" . , - " ,enotava i |ab le thedateo f there ference isg iven] ) .
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the principal. Agents could sit  back and wait for orders. The demancl for
the principal 's products, coming from investments in brand names. .good wil l .  product differentiat ion, and advert ising, createtl  an appropri_
able rent that the agent could capture at the cost of rudimentarv
paperwork. The scope for opportunistic behavior obviously increaseä
when agents received some payment irrespective of the level of sales.
By replacing the salary or guaranteed income with a commission the
principal reduced the possibility of opportunistic behavior.:7

one attempt to strengthen vague performance clauses and to ensure
service quality was to write into the contract specific input requirements
covering the amount of traveling, advertising, and showing-the agent
was required to do. The requirements were a form of bondin!, invotiing
investments by the ligc11t, rtrhich lt clicd the agerrt into the contractual
relationship. To ensure a competent sales staff. principals required
agents to invest in engineers or special salesmen u,ith specific technical
knowledge of the principal 's product. For example, the lggg agreement
between Platt Bros. and N. wadia & sons,'Bombay. stated ..The
Agents should at their own cost employ and retain the services of dulv
quali f ied representatives."2s Even rvith such requirements. r,oru.u.i .
principals could not be sure that sales performance was adequate. one
common practice was to share the expense of a technical representative
or salesman, part iculariy when knowledge of the product was concen_
trated in the principal. The sugar mil l  machinery f irm. A. w. smith.
shared the f300 salary plus expenses of a technician with , i , . i .  inolon /
agents' Martin & co.:e Many f irms, part icularly in engineering. provir l-
ed a technical salesman or mechanic who l iveci with t[e agent. By 1920
five texti le machinery f irms. Asa Lees, Tweedare & Smalrey. pratts.
Dobson and Barlow, and Howard and Bullough, had one technical man
at their expense based at the off ice of their lndian agents.ro t;" i ;g ;; ;
of the principal's employees inside the agency reporting back to theprincipal was an effective if costry monitoiing meciranisri

Perhaps the most important bonding and mönitoring arrangemenr was
the requirement that agents carry stock of the good io be sold. stocks
were vital to ensure__prompt delivery, and also served as advertising
when displayed in offices and showrooms. Idiosyncratic investment in
machines. offices, warehouses, and showrooms effectively locked the
agent into the contract. stocks for sale purchased bv the t"",,

^.27-sqear and Jackson, Agency Correspondence, Alex vox. Paris. SJC65, 2614127, 116/27.31712g.
Sheffield Public Libraries Archives.

2E Platt, Agreement' DDPSL ll109/1, Lancashire Record Ottce, Presron. Also Fowler. Toepffer
Agreement. COI/9' Institute for Agricultural History, University of Readingl and Benrall.
Agreements, DFll l6 1924, Essex Record Off ice.2e A. w. smith, Directors'  Minute Book, ucDr rgi l3n, lg/?J6g, p. 5. university of Glasgow
Archives.

_ 
to 

l, tVt. Rutnager. Bombuy Industie.r: The Ctttton l/r//s (Bombay. l9?7). pp. 6,f3_46. I would
also l ike to thank Roberr Kirk for informarion on this ooinr.
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however, tended to be carried at less than the optimum level, while
consignment goods, which earned the agent commission but remained
the principal's property, tended to be overstocked. Nearly all firms
accepted that their agents would hold mainly consignment stock, since
most agents lacked the capitalresources to purchase stock.3r Moreover,
consignment stock allowed the principal to advance credit to customers
and assured prompt delivery.

Provisions for consignments in the contract were supplemented by a
range of monitoring mechanisms. Stocks were monitored by weekly,
monthly, or half-yearly stocklists provided by the agents.32 Alternative-
ly, agents might be required to send terms of each sale to the principal.33
The arrangements were given teeth by rights to inspect the stock, to
inspect the agent's books on demand, and to appoint the agent's
bookkeeper or storekeeper.3o Nevertheless, stocks were a source of
principal-agent conflict. For example, when Marshall's found that
Johannes Donalsen, their Swedish agents, kept consignment stocks
above the four engines and three thrashers stipulated in their 1883
agreement, a new 1889 contract specified that three engines and two
thrashers could be stocked.3-'The contract encouraged vigorous selling
by moving consignment stock to the sales account after l2 months and
rnaking i i  immediatel i '  payable to the agents.36 Spear & Jackson's
contract with Aktu Mokuzai Kaisha. Tokyo. although al lowing the
agent to keep consignment stock. required the agent to purchase stock
valued at f  1,000 per year.tT

A large part of the costs of agency' agreements involved regulating
sales behavior and stock levels. The most effective monitoring mecha-
nism was to send directors or the f irm's traveling representatives to
check agents. For example, after accumulating high stocks with little
evidence of increasing sales activity, directors of Osborn Steel visited
B. M. Jones in the United States, replacing the consignment stock
agency with a purchasing or sales agency in 1909.38 In lgl l  Osborn's
decided that stockholding of their Warsaw agents was not justified and
sent a salesman to Warsaw to review the agency and report to the

3t ln l92g Fowler's stocked machinery valued at f15.297 with their ltalian agents and {16.956

with their German agents. Fowler. Memorandum on Branches, AC9/63, 3lll?l29.lnstitute for

Agricultural History.
32 Marshall, Agency Term Book No. l, pp. 238-40, lnstitute for Agricultural History: Gourock,

Agency Agreemenrs. lJGD l l lO3!3.22110,31. University of Glasgow Archivesl Smith. Minute

Book. UGDIlSi l3/1. l '7/8/14. p. l14, University of Glasgow Archives.
33 Ransomes. Agency Book. AD7l48. p. 7. lnst i tute for Agricultural History'
31 lbid..  pp.3642: Marshall .  Agenc-v Term Book No. l .  pp. 238-40. Inst i tute for Agricultural

History; Fowler, Toepffer Agreement. COI/9. Inst i tute for Agricultural History.
rr Marshall .  Agency Term Book No. l .  pp. I65-68. 183. lnst i tute for Agricultural History.
36 lbid.,  p. 274.
tt Spear and Jackson, Agreements, SJC65 l0/2i20, Sheffield Public Libraries Archives'
I t  Osborn, Letter Book. Osb. 17. pp. 220. 130, 397,421. Sheff ield Public Libraries Archives.
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Board.3e Frequent tr ips by directors and traveling representatives were
undertaken by every f irm with an agency network. wil l iam Mackie. a .
d i rector  wi th  A.  w.  Smi th.  t ravered to  moni tor  agents in  lnd ia in  1910.
1935.1937, Sourh Africa in 1927. sourh America in 1931, 1932. anti the
west Indies in 1933 and 1937, in addit ion ro yearly visits by their
American and European salesmen.o0 one of Ransom.r' ,  t . .prär.ntu-
t ives made 8l tr ips abroad between lg90 and 1900 including 5 to France,
l8 to Germany, and 8 to Russia, while directors traveled regularly ro
Europe and the Americas.ar

The second major area open to opportunism was the payments
system. of course, stock monitoring and the right to inspect the books
also allowed the principal to monitor payments. Such methods were
superfluous ,vhen thc pr iricipal insr"reri on direct e\ecution .ri orders to
customers. spear & Jackson and Gourock Rope company. for example.
specif ied that rhe principal would bi l l  directly.or iut the agent. by
misinforming the principal. courd collect a commission by passing
orders of noncreditworthy customers. As a result.  contracts specif ied
that the agent should take every.precaution to pass orders only of
creditworthy customers. or to advise the principal rvhether credit
should be given.ar Peak Frean. the London biscuii  f irm. required the
agent to share the loss from customers' bad debts.s contracts explicit l '
allowed.-principals to refuse orders or to make the final appro'al of
orders.a-t Despite such safeguards bad debts were common under the
agency system. There n'ere also r isks in receiving payment for stock on /
consignment when customers paid agents for-goods thar were the
property of the principal. A common arrangement was the requirement
that agents pay by bi l l  of exchange or retters of credit draw,n on a
London or European merchant house.a6 In these cases the drart or
credit letter guaranteed the principal payment but involved the agent in
the expense of a commission to the financial house.aT principals also
encouraged payment through charging interest on outstanding payments

3e osborn, works Meeting } l inutes lgol-24, osb. t42 9/10/l l .  n/t2l l t .  Sheff ield publ ic
Libraries Archives.

{ A. W. Smith. Directors'Minutes No. l .  uGDl 18/17/2a,pp. l l .  I49: Directors' l \ l inures No. l .UGDllS/17l2b, pp. 102. 104. t :7. ?32-31,27_5. gniu.r. ' , ,  of Glasgow Archives.ar G' Palmer. "The Histor.v of the orwell works." p. sPl/aHs, lnstitute for Agriculrurdl
History.

. 
t2 spear and Jackson. Agreements, s|c65 3/7l2g,sheffield public Libraries Archives; courock.

Ag€ncy Agreements, uGD42/r0-1'i r/r?r7. university of Grasgow Archives.a3 Gourock, Agency Agreemenrs, UGD42/l0l/3 l tgi l4: l l l2l?7.

I l.i* 
Frea.n.. c.an Agencv Records, pKr3/4 r/7/0r, University of Reading Library Archives.- rpear and Jacl(son. Agreements, SJC65 l213/19. 3/7/29. Shelfield public Libraries Archives.

. 
6 Ransomes, Agency Book. AD7/49. pp. 68-79. Institute for Agricultural Hisrory: Gourock.

Agency Agreemenr. uGDt2/l0r i u6/26,4/22. university of Glasgow Archives.ntGibb' Gcneral Records: l\lacfarlaine strong co. lggg. Ms it.eoglt. Lontton cuiklhallArchives: E. J. Perkins, Financing Anglo-American Tratle: The Httuse o.l. Brotr.n, tS00_lgg0.(Cambridge, Massachuselts, l9:gy, pp. 5-8; p. Cortrel l .  . .Commercial 
interprise,,.  i"  f i ,"Dynamics of Victorian dr.sizes.r. ed. Roy Church (London. I9g0). p. 2.f0.
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and offering a discount-usually Tt/z or 3 percent-for cash within one to
three months of the sale. The provisions, however, did not always
work. Osborn's in 1905 demanded that their American agents,-8. M.
Jones, reduce their outstanding credit of f23.000. When the next six
months witnessed the dispatch of goods valued at f I1,000 but payment
of only f9,600. a director's investigation of the agency resulted.aE Sales
representatives or directors also were used as a monitoring and enforce-
ment mechanism to encourage payment. When Ransomes's agent in
Rumania in 1882, F. Freund, "never completed payments within
specified times," Ransomes's director visited Freund in 1883 to sort out
discounts, payment. and the size of the trade.ae Ransomes's found that
Freund was "perfectly honest."-s0 A Fowler's director sent to Sort out a
similar problem at the Societa Anonime La Penetrazione Roma con-
cluded that "the main trouble is that Fowler's are completely in the
hands of the Italians who are as cute as can be."5l

The ultimate enforcement device was the termination of the contract.
The standard nonrenewal clause required three to twelve months notice
after the contract had run a specific duration, usually two years but on
occasion aS many as ten. Addit ional termination condit ions including
"fai lure to carry out provisions." "termination at any t ime," or
"terminatinn at the pleasure of the principal" favored the principal '5r

Many principals fol lowed Spear & Jackson's contracts. rvhich provided

for termination due to "misconduct or incapacity." and in fact, most
terminations \\'ere for fraud or concealment by the agents.s3 The option
of termination in midcourse was. however. rarel.v used. Most agency
agreements ended by nonreneu'al. For example. Burn & Co. were
appointed by A. W. Smith as their Indian agents in 1932 and immediate-
l-v ran into trouble over nonfulfillment of the agency contract. Rather
than terminating the agency, Smith's decided in June 1935 to await
payment by Burn before ending the agreement. By September a further
recommendation Saw nonrenewal replace termination "due to the threat
of a lawsuit which would freeze money in India."''a

FREQUENCY AND NATURE OF TRANSACTING AND LEARNING

A solution to costs resulting from monitoring and opportunism is

vertical integration. There is evidence that shifts from an agency system

.* Osborn. Letter Book. Osb. 17, pp. 221-30. 397.421. Sheff ield Public Libraries Archives.
o" Ransomes. Agency Book. AD?/48. p. 8. Institute for Agricultural Historl'.
5t '  Ibid.
5r Fowler, packet: Societa Anonime La Penetrazione Roma. AD6i8. lnst i tute for Agricultural

Histor-v.
5: Marshall .  Agency Term Book No. l .  pp. 47-48,235-37.lnst i tute for Agricultural History;

peak Frean. Special Agencies. PFl4/2. Universin,of Reading Librarr-- Archives.
53 Spear and Jackson. Agreements. SJC65 l. '7, '19. Sheff ield Public Libraries Archives.
5o  A.  W.  Smi th .  D i recrors 'M inu te  Book.  UGDl lS l l3 /2 .  pp .  213-14.221-27.27 ,s .  Un ivers i ty  o f

Glasgow Archives.
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to a selling subsidiary occurred in order to economize on such costs.The shifts seem.cornmonry to occur as direct investment in response toa crisis, where the coilapse of the agency triggers investment in a seilingbranch by the principai. For exampre,'John-Dr.l inron, papermakers,Cape Asbestos' Harvey & Co., engineers, r iro"ru. 'F.nner, makers ofleather belts for machinery, att estaitished sales b;;n;;", as a responseto crisis.55 Neverrheress, ii would üe misleadi"g ;;;;;risis invesrmentas the typicar case of rhe rransition between;g:;;;-"; branch se'ing.Most firms who made a foreign direct investmänt i,i irun.t, seiling werenot reacting to an immediate contractual breakdown,-but were investingabroad after an agency nonrenewar. To construct iüe trreory of foreigndirect investmenr soreiy on the uaiis of transaction coris oisr.gards rhecoopera'rive nrture of ;cntracrs. wtat reativ l,;;;;;." is that theprincipal graduaily gained information about tire n,u.tc.t, including thename of cusromers rhrough direct sares data. ,.g"rä.liä"krisr, and saresreports by the agenr. The monitoring.of the äg.".vl.rat ionship, bywhich directors and traverers visited rn. ug.n*] i*0..,.0 books andstock, and provided skirted mechanics and represeniatives. meant anaccumuration of knowiedge within the firm on the servicing of aparticular overseas market. Learning by the pr;ncipui made the agentunnecessary, even occasionally when sales were few.There was, however, a minimum sares vorume or rrunruarion frequen-cy before a foreign direct inuestrenl courd be undertaken. For exam_,.ple, Ransomes carcurated that a rto,ooo-a-y.u.,ruJ. *"rrä u" ..#:rbefore a paris depor courd economicarty compete ;;; ";;g.ncy tradirgon less than f2,000 per year.5o Trre costs of running branch sares officeswere not insignificant, as the 1929 cost of Fowrer,s nuJup..t branch offl l ,593 and George wostenhorm'siew york city branch of fr5,700per year show.57 The whoily-owned sares subsidi;r;- rn.uo.o higherfixed transaction costs but ä ro*.. marginar cost ;f extenoing saresrelative to emproying an agent." r'urtnermore, the rarger the number ofsales the greater were.t.le.;onitoring-costs of the agency system. Thus,the propensity to estabrish branch ,ä., *u. greater the rarger were thenumber of sares, the more .ornpi.* the product, the greater the

55J. Evans, The Endless Web: John Dickinson & Co. t(04_t954 (London. t955). pp. ljg-41:cape Asbestos: The story of cape erurrlor'ü. 
.ua., taca_t!cäi;;;;". t953): Harvey,.Johanesberg Branch: Hosken\ e..",rr,,, ööÄ/gJ 
_Cornwatt County Record office, Truro: E.Yate, The Harvey's of Halte rpd""i., is60):;:ä',R. oauies. i,o|-i,i'ör"')ro a Hatf BishopsLol:l History of J. H. Fenner a cr. tä.'öa"uie. rxD.'o Patmer' "orwet works," p. spAxF;;b,'i;.;i;r. for Agricurrurar Historv.57 Fowler. Branch Reoorts. AC7l63, tnrtitut"ioiegricultural Hisrory; Wostenholm, New yorkoffice. wosRt2(b). Sheifietd puuric r_iurJe, l."ir""r.'o Perer Buckrev and M. casson, ..rr" öpir*"i'iirin, of a Foreign rnvesrment... EcononicJournal' 9l (March rggr),.75-E7l r"r. cu.ron.';ior*uro,,' in rnside the rlurrinatirnrrs: The

:;i::#:X:{:;fifi:f::-;f ii,:if;;äonooJ,, n,, r, pp is-i r ri,"ri",. .. New rheories
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idiosyncratic investment in specialized capital and brand name by the
principal, and the greater the appropriable rents from opportunism by

ägents. In part, this explains the sophisticated sales and stock level
monitoring alTangements utilized by the agricultural and engineering
firms.

Clearly, then, the timing of the transition between modes depended
on the frequency and nature of sales, the size of the opportunities for

cheating, and the extent of the. firm's knowledge of the market.

Knowledge of markets was most easily gained by taking over the agent.

Fowler's asked their South Africa agent W. A. Mclaren in March 1904

to investigate the establishment of branch selling.se "The only advanta-
geous way to work our business in South Africa is to work it our-
Selves," Mclaren argued, sinCe there was a "business tO work up
which needed a lot of energy and special knowledge of machines."60
Mclaren argued that a branch would give people confidence that the

firm was not composed of "itinerant bagmen who may never be seen

again."6r In 1905 a South African branch managed by Mclaren was

opened. Similarly, in 1939 Cowan's took the advice of Conmon Thomp-

son and Thomas Steed. their Argentinian agents. to establish a ware-

house, and the agents became ful l-t ime company emplol 'ees'6? When

Corvan's took over their Brisbane agents the staff, including five

saleSmen. some motormen. warehousemen. Off ice boys, clerks, and

typists. were al l  continued.6s The establishment of most sel l ing
branches did not involve the take-over of former agents. but it did

require learning about the rnarket.

CONCLUSION

The agency system was a unique institution, in which information on

markets and products was exchanged between agent and principal. For

the principal the exchange of information was a learning experience

about servicing a distant market. Market-specific knowledge shifted

down the costs functions for branch selling relative to the agency. The
greater the frequency of transactions and the more complex the nature

of transactions the higher the costs of agency contracting and the

relatively cheaper was branch selling. The accumulation of country'

specific knowledge of markets, and some minimum transaction frequen-

cy were key variables in the timing of the transition to a foreign direct

5e Fowler. South African Branch Correspondence. AD6i I I 3104. Institute for Agricultural

H is to ry .
([  Ibid.
6 r  lb id .
62 Cowan, Reports: Argenrina t9,r8. UCD3I I /7/34. University of Glasgow ,Archives.
o3 Cowan. Repons: Austral ia. lJCDll l '7134. Universit l  of Glasgou' Archives'
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investment in a selling organization by British pre-1939 multinational
enterprises. of course, opportunism and monitoring cosrs were not
totally eliminated: they occurred within the firm-ownid selling branch
itself. within the firm, however, the organization could be more
effectively audited and the machinery of resolving disputes within the
firm replaced termination and nonrenewal as enforiemint mechanisms.
The firm-owned selling branch reflected the growing institutional and .
organizational maturity of British multinational enterprise in the years
before world war II. The shift from one institution to another was
dynamic and historical, a matter of learning by doing.


