Economic
Insight
Issue 5
24.07.07

The Groucho Marx
Theorem
Prepared by Will Page,
Executive Director, Research,
MCPS-PRS Alliance

References
Hughes Hallett, A. J. and P. McAdam,
(1998) 'Fiscal Deficit Reductions in Line
with the Maastricht Criteria: An Empirical
Analysis', in Jeffry Frieden, Daniel Gros
and Erik Jones, (eds.) The New Political
Economy of EMU. Boulder: Rowman and
Littlefield. pp. 83-123.
Hughes Hallett, A. and Jensen, S.E.H.
(2001).Currency unions and the incentive
to reform: are market mechanisms
enough? North American Journal of
Economics and Finance, 12, pp.139 -55.
Hughes Hallett, A. and Jensen, S.E.H.
(2004).On the enlargement of currency
unions: incentives to join and incentives
to reform. In R. Beetsma, C. Favero, A.
Missale, V.A. Muscatelli, P. Natale and P.
Tirelli (eds), Monetary Policy, Fiscal
Policies and Labour Markets:
Macroeconomic Policymaking in the
EMU. Cambridge, UK: Cambridge
University Press, pp.344 -66.
Hughes Hallett, A. and Jensen, S.E.H.
and Richter, C. (2005).The European
economy at the cross roads: structural
reforms, ?scal constraints, and the
Lisbon Agenda. Research in International
Business and Finance, 19, pp.229 -50.

Disclaimer:
This material has been prepared by Will Page at the
MCPS-PRS Alliance for information purposes only and
should not be relied on for any other purpose. It does not
constitute the view of the Management or the Boards of
MCPS, PRS or any associated company. It is provided for
the information of the intended recipient only and should
not be reproduced or disclosed to any other person
without the consent of the MCPS-PRS Alliance PR
department. For further enquiries, information, and to
request permissions, please contact:
press@mcps-prs-alliance.co.uk

An Application to Europe’s Collecting Societies
'I don't want to belong to any club that will
accept me as a member,' remarked one Julius
Henry 'Groucho' Marx (1890 -1977). That same
astute self-observation was used to powerful
and persuasive effect by Professor Andrew
Hughes Hallett in a series of influential
economic papers which helped Europe's policy
makers understand what it will take to make a
Monetary Union work. Here, Will Page - one of
the Professor's former students - explains
how the theorem can be applied to the
dilemma facing Europe's network of collecting
society's today.
According to Professor Hughes Hallett's
'Groucho Marx Theorem', no country would - in
its own interests - ever want to join a union of
other countries who were less reformed than it
was. By the same token, any union of countries
would want to try to persuade a more flexible
or more reformed country to join their union
instead.
The reasoning is straight forward enough. The
most market flexible country will end up doing
the lion's share of adjusting every time there is
a shock; suffering the first and strongest
upward adjustment of prices in inflationary
times, and the bulk of the downturn and
unemployment in recessionary times, on
behalf of the rest of the union as well as itself.
It gets ripped off, in other words, by the ability
of the rest of the union to free ride on the
flexible economy which, by definition, cannot
prevent its market from adjusting first and by
most.
Nice theory - but is there any evidence to
support it? Well, the key driver in the
formation of the Euro zone was the fact that
countries wanted to join a club primarily to
secure lower (German) inflation that they
could not generate themselves. Given that
higher inflation countries would join the club,
Germany would not be able to prevent their
higher inflation (and hence Germany's import
prices) having an effect on her economy and

her inflation. So why would Germany ever want
to join such a club? And if Germany were not to
join, why would the second lowest inflation
country ever want to join? And so on…
Meanwhile the higher inflation countries would
always want to join, in order to free ride to
lower inflation again.
Of course, Germany did eventually join the
Euro in order to take advantage of the political
capital of membership, such as the location
and governance of the European Central Bank,
but that's a different story and certainly does
not remove the Groucho Marx effect.
Professor Hughes Hallett essentially
highlighted the problem of 'asymmetric
incentives' (when two parties share the same
task but have opposing goals) when 'free
riding' (when one party benefits from a
collective activity without participating in it) is
possible. So, can we apply the theorem to
achieve a similar understanding about what to
do with Europe's twenty-seven collecting
societies?
Let's apply these two economic concepts to the
CISAC club of collecting societies.
Firstly 'free riders' could be those societies
whose primary job is to collect another
society's money. Their existence - and market
insulation via a monopoly status - is
technically justified by free riding off the

economies of scale generated by someone
else's repertoire. Point being (had they not
been members of the club) that repertoire
would not have been theirs to collect.
Secondly, 'asymmetric incentives' can occur
when a society pays out more into the network
than it collects in - or runs a deficit trade
balance - as it might have an incentive to apply
protectionist trade practices. Put simply, if
you're in the business of collecting your own
members' royalties, then you behave one way;
whereas if the majority of your business is
collecting other peoples' money, you behave
another way. That's the problem of asymmetric
incentives when free riding is possible.

Professor Hughes Hallett

“Katz's proposals
show little
understanding of how
the creator works,
nor how they are
compensated for
their work”

These two economic concepts can help us
apply the Groucho Marx theorem to collective
rights management. Consider the formation of
a completely new 'club' of collecting societies
who seek to pool expertise and exploit
economies of scale for the purpose of online
collective rights management. The question
facing potential members of this club is,
'would they want to join the network?',
whereas the question facing existing members
is 'would they want these potential members
to join?' Should this 'more efficient' club
threaten the incumbent model, then Groucho's
theorem could be turned on its head by
observing that any union of societies would
want to try and persuade a more efficient
society to rejoin their old network.
This observation helps explain the conflicting
and contradictory views currently being
expressed by some (less efficient) societies, to
the Alliance's own online initiative of Alliance
Digital and CELAS, along with its continued
support for Option Three. For those societies
who have been openly critical of these
developments, Groucho would have viewed this
as a club they would have benefited from had
they been allowed to join. From a publisher's
perspective, their frustration with the
incumbent model and motivation for a new
model can also be captured by Groucho when
he went onto say: 'Please accept my
resignation. I don't care to belong to any club
that will have me as a member'.
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What else can we learn from Groucho's
Theorem and the Professor? Well, going back
to how economists created the conditions for a
European Monetary Union to work - integration
was treated as a 'given', but the Maastricht
Criteria enforced tough fiscal rules - or

incentives - upon those who wished to join the
'euro club'. Similarly, if we treated the
integration (or consolidation) of Europe's
twenty-seven societies as a 'given', then a
similar set of membership rules could be
applied to commission rates, transparency and
timeliness of distributions. Rules, when
designed properly, can have the desired effect
of restoring symmetrical incentives and
eliminating the free rider problem.
But, what if societies continued to ignore the
economics behind Groucho's Theorem? How
might a continuation of the old marriage of
twenty-seven institutions, draped in
asymmetric incentives and free rider
problems, progress into a digital age? This
might offer stability in the short term - but
paves the way for a more uncertain future of
collective rights management as the interests
of the society become increasingly asymmetric
to those of the publisher and writer, or, as
Groucho concluded: 'Marriage is a wonderful
institution, but who wants to live in an
institution?'

