Anti-Trust Laws

 The Henry Ford’s model T seemed like the perfect car. It never wore out, never went out of style. The TVA and other electric companies bought hundreds to millions of dollars worth of equipment every year. For 40 years, regulation protected the airline industry from the hazard of competition. What happened when deregulation ended that protection?   To paraphrase Calvin Coolidge, “the business of America is big business. Large and crucial industries are dominated by a few powerful companies, which have rewritten the rules of competition. What economic and legal rules do these companies live by?   Oligopolies: whatever happened to price competition? There is no business bigger than the auto business. It looks like the real competition, but the variety of product from variety of prices. It is what you see is what you get? It was with the Ford model T Henry Ford didn’t invent the car and he did not invent the assemble line, but he brought the two together, giving America its first mass produced and mass purchased car. 

Ford, an inventor and mechanic by trade and no effort was used to improved the car, or improve the profit by which it was build. The tin Lizzie looked like the same car year after year, but Ford’s mechanical genius made it run better each year than the year before. His industrial genius made it cheaper to build and to buy. He paid the highest wages in industry, $5.00 a day. He made the car that his workers and other working people could afford to buy Fords.   Ford’s vision was to produce the perfect car, inexpensive and durable. The outside looks did not important as long as it was black.  Richard Strout of the Christian Science monitor owned one. He states that “they were lovely little cars. They were seven feet high and as angular as an awning, and they would take you anywhere.” 

Ford had devised the perfect competitive product. It took beating, but it never wore out, it kept getting cheaper, and would never out of style. Henry Ford had American drivers eating out of his hand. Model Ts were not the only cars around. There were Pierce arrows, Stutz Bearcats, and the Chevrolets, Oldsmobile’s, Buick’s, and Cadillac’s built by Ford’s number one competitor. General Motors, headed then by Alfred P. Sloan. According to him, the corporation’s primary object is to make money, not just to make motor cars. Sloan realizes that he could not sell his car cheaper than Ford, so he gambled that people wanted more than a ride and that they did pay more for color, variety, and options they could get from GM.  Henry Ford may have known cars, but Alfred Sloan knew people, and he knew the twenties. To link his car with the national mood, Sloan made advertising as much as GM product. Professor Leo Ribuffo of George Washington University has written about the car and the era. He states that “shrewd – in some sense manipulate advertising, suggesting that an automobile represents your status and your personality, that not the way to get around aided the appeal. The possibility that you could trade in your old car and buy a Chevy on time made it more possible for GM to challenge Ford. 

According to Richard Strout, the Christian Science Monitor says that “they got better looks and convenience, yes.”  “William Knutzen, who headed the Chevrolet Division, who had worked for Ford, recognized that there was a stigma in using cheap goods that look cheap. There would be an opportunity to sell the Chevrolet by making it look classier than the Model T. The Chevy wouldn’t look cheap as the Model T was beginning to do” says Ribuffo.   For a while, Henry Ford stood his ground with the Model T. The man whose name meant efficiency worldwide couldn’t believe that Americans could choose GM’s style over Ford’s substance. “He said why should he provide a self-starter? Why should he have a rear-view mirror in the car? The joke was whatever was behind you would pass you soon, anyway!” says Strout.   Chevy was passing the Ford, by the depression’s start in 1929, Sloan and GM had overtaken Ford. The model T was history, and Ford built the model A with colors and options like GM cars, but it was too late.   We live in a world of change, but not all that much has changed in the auto industry. GM is still the first, and consumers still watch the advertising and choose among cars varying more in color than in costs. 

When economists discuss about supply and demand they usually talk about price competition, but the battle between General Motors and Ford was not over price.  According to economist Richard Gill states that the American automobile industry is competition between a small numbers of firms. We don’t have a monopoly – a single firm controlling the industry. We don’t have pure competition, meaning thousands of firms selling identical products. We have a few firms in control – this is what economists call an oligopoly. In general, oligopolistic firms like to avoid price competition. This automobile story brings out two ways firms can avoid price competition. One, by fiddling around in various ways with the special features and gadgetry associated with their product – what economists call product differentiation. Two, is by advertising and trying to convince consumers that their special version of their product is necessary for their survival, or at least social success. 

This kind of competition raises problems for the economic analyst. When companies have product differentiation, each firm does have a monopoly of its particular product. For instance, only General Motors sells Cadillacs, and only Ford sells the Lincoln Continental, or whatever the brand names. As monopolist in this sense, it can be argued that their prices, costs, and profits may all be too high. Still, these companies are competing, and consumers do seem to like having a wide variety of choice. That is exactly how GM was able to overcome Ford’s early advantage.  Let take advertising to shows the outcome of it. Businesses use advertising to convince consumers that their products have special qualities, different personality. They are trying to increase consumer demand for them. Of course, when my competitor is trying to increase the demand for his product at the expense of mine, how much advertising is self-cancel like this? There are other ways to avoiding price competition that are far more dubious. 

“The Tennessee Valley authority symbolized national progress, bringing electricity to millions who had lived without light. General electric was one of its primary suppliers, and one of the Nation’s Industrial giants” says Schoumacher. 

According to David Schoumacher in 1959, Julian Granger was a reporter with the Knoxville News Sentinel. “It was Saturday night, the late shift at The Knoxville News Sentinel; I went to my box and pulled out all the news releases. There are weekly, biweekly of the Tennessee Valley authority. I went through it, then I got to the second page, and this thing jumped out at me stating that “On this bidding, Allis-Chalmers, General Electric, and Pennsylvania transformer quoted identical prices of $112,712.”  According to Robert Bicks, the Assistant Attorney General of U.S. Department of Justices who oversaw the Justice Department’s investigation of TVA’s bids says that “we came across, in part by accident, a very small company in the industry, and an official known to somebody in anti-trust who told a story regarding one particular product in meetings, after his company had been subpoenaed. Building on his story about conspiracy in meeting there, the first cases was put together.”

