Monopolies

Oil, the black gold, which fuels the American economic machine. One company had a monopoly of the American oil industry. Could anything break it? The government broke up a monopoly in oil. Why did it sanction a monopoly in the telephone industry? Eastman Kodak invented American home photography. How did competitors force their way into the picture? Monopolies, Who’s in control.

We like to think our economy runs on competition. For instance, we can choose the brand of gasoline we buy. If one station’s price goes to high, we can go across the street. If enough drivers pass the high priced station by, it will go out of business. If a station sets its prices too low to cover costs, it’ll go out of business too. But what happens to prices if one company or one person controls all the gas stations?

That was what the country faced in 1890. The company was Standard Oil, the man was John D. Rockefeller. This was the infant oil industry John D. Rockefeller saw after the civil war. Drilling equipment was manually operated and cheap. Anybody could join the oil rush, and anybody did. With thousands of prospectors, drillers, and refiners competing, the oil supply was plentiful. Prices we low, so were profits.

Rockefeller had been doing well as a Cleveland produce wholesaler, but thought he could do better in oil. Ruth Sheldon Knowles, Author of The Greatest Gambles, tells us of the industry’s history, “Rockefeller stayed out of drilling because he didn’t want to lose any money. When he saw there was such a thing as drilling dry holes, it was obvious there was going to be as much money lost in looking for oil as would be made by finding it.”

Rockefeller bought oil that others drilled, refined it, and sold it. By 1869, he had the country’s largest refinery. A year later, Standard oil of Ohio was born. When competition squeezed profits, Rockefeller squeezed the competition. Willing competitors were bought. Unwilling competitors were cut off from railroads, pipelines, and credit.

By having the monopoly in refining and pipelining, he was able to control the price of oil for the producers. The independents hated Rockefeller. There was a farmer who stubbed his toe on a rock, and he said, ‘damn the standard oil company.’ Everybody blamed the standard oil company for anything that happened.

Under Rockefeller’s guidance, the industry became less crowded. As competition disappeared, Rockefeller set prices where Standard could make the highest profits. Standard oil and other monopolies, like US steel, General Electric, and AT&T, became pricemakers. But their methods left bruises.

Professor Thomas L. Krattenmaker, Georgetown University Law, says, “The Standard oil trust was formed in 1882. That led to widespread public concern, and that reaction to the trusts led to the passage of the Sherman Act in 1890, which made if illegal for any one firm to obtain a monopoly, to get complete control over the production of all the goods in one market. Secondly, the Sherman Act made it illegal for firms to agree on how they would compete, by setting prices, dividing markets, or determining which customers they would deal with.”

As is seen Monopolies can control the economy if they are allowed to grow and expand causing economic struggle for an entire country.

