
 

Introduction 

The monopoly that a type of business strategy brings the abnormal 

profit for businessman, This kind of business method unfairly breaks 

the market balance, which is a market failure. It almost completely 

dominates the supply of the entire market, which breaks both 

allocative efficiency and productive efficiency. However, This kind of 

economic method seems to be wildly popular with people in the 

business.  

In a market economy, every company aims to maximize profits. So 

controlling the total supply of the whole market becomes the goal of 

every industry leader. When they can dominate the whole market, the 

price and quantity of product are solely decided by firms only. 

Monopoly is formed, and a considerable amount of wealth is brought 

to the company. By the end of the 19th century and the beginning of 

the 20th century, monopoly had become the basis of all economic life 

of capitalism.  

This kind of competition severely affects the balance of market 

competition and makes the whole economic system operate 

inefficiently. Therefore, the monopoly was banned by the competition 

law of all countries. Because of legal constraints, the big monopolies 
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have collapsed. However, in today's real economy, monopolies seem 

to have taken a different form. This business model seems to avoid 

many risks, in the form of platform intermediaries, which do not 

directly participate in the transaction. It may only provide a trusted 

platform for producers and consumers to promote the deal. It charges 

a specific intermediary fee according to the transaction amount, 

similar to the real estate agent. Thus the readers maybe questions that 

this company will not even be directly involved in the transaction. How 

can it be called a monopoly 

 Nevertheless, in my research, I found this business model is not 

limited to the sporadic commission. When it grows mature enough, 

enough strong market influence, it will force the markets authority 

limited to in this platform, rather than the entire market, which not set 

barriers to entering the business while it set the high boundary of the 

market and achieve the effect of monopoly, In this industry. An implicit 

concept and rule have been established. That is, a layer of the barrier 

has been set up to block the boundary of this market, no matter the 

new company or the old company, it must be operated in this 

intermediary, because of the authentication degree or scale of this 

intermediary. For consumers, new consumers may only recognize this 

brand, and they will be attracted by the ability of this organization, 

which is very common and understandable consumer psychology. 



Consequently, not any company that has market power stronger than 

this platform and although this platform is not joining the economic 

activity, it dominant any transaction in this market. I defined this 

phenomenon as the invisible monopoly.  

The purpose of this paper is to give a brief review of traditional 

monopolies first, represented by standard oil of the United States. I 

aim to explain why I define this business model as an invisible 

monopoly by using cases study the Standard oil company in united 

states and the Lloyd’s in London. Explain what the character of invisible 

monopoly. What the difference compared with a monopoly in the 

20th century. Why defined as invisible. Given the above points, I will 

give my interpretation and evaluation. 

The monopoly 

I want to introduce the concept of monopoly to the reader before I 

introduce The invisible monopoly. Monopoly is an essential part of the 

economic research. 

Definition. 

Monopoly is When a specific person or enterprise is the only 

supplier of a particular commodity. Monopolies are thus characterized 

by a lack of economic competition to produce the good or service, a 

lack of viable substitute goods, and the possibility of a high monopoly 

price well above the seller's marginal cost that leads to a high 
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monopoly profit.  

  Characteristics.  

Profit Maximizer: Monopoly can achieve the maximum benefit 

because it is the only supplier in the market, and all consumers' 

demands need to be satisfied by monopoly enterprises, which means 

that such enterprises dominate the whole market. 

 

Price Maker: Decides the price of the good or product to be sold, but 

does so by determining the quantity to demand the price desired by 

the firm. This is because a monopoly is different from the perfect 

competition. Only one supplier means there is no competitor, so there 

is no price competition. Therefore, a monopoly can set any price at 

will, without considering the price pressure caused by competition 

High Barriers: Other sellers are unable to enter the market of the 

monopoly. The output corresponding to the large-scale economy of 

monopoly is usually large and generally not up to that, so we can 

think that the larger the output, the lower the average total cost, and 

the enterprises with natural monopoly have much lower average 

total cost than the enterprises that want to enter. This is referred to 

the tern economic of scale. 
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Single seller: In a monopoly, there is one seller of the good, who 

produces all the output. Therefore, the whole market is being served 

by a single company, and for practical purposes, the company is the 

same as the industry. 

Price Discrimination: A monopolist can change the price or quantity 

of the product. He or she sells higher quantities at a lower price in a 

very elastic market and sells lower quantities at a higher price in a 

less elastic market. This is the decisive characteristic of monopoly, 

which is to change the quantity demanded through the current 

demand elasticity, to obtain the maximum benefit under any price 

elasticity of demand. 

  Through a brief introduction to monopoly, I will introduce the 

standard oil company of the United States as a case study to 

elaborate How does a monopoly work. 

  Case Study. 

Standard Oil. 

  Standard Oil Co. Inc. was an American oil producing, transporting, 

refining, and marketing company. Established in 1870 by John D. 

Rockefeller and Henry Flagler as a corporation in Ohio, it was the 

largest oil refinery in the world of its time. Its controversial history as 
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one of the world's first and largest multinational corporations ended 

in 1911 when the United States Supreme Court ruled that Standard 

Oil be an illegal monopoly.  

I will explain: 

How do standard oil companies have a monopoly? 

How can a monopoly bring considerable benefits to the standard 

oil company? 

How the monopoly breaks down. 

These three questions will explain how traditional monopolies 

work. 

The brief review of the world most massive monopoly  

The standard oil. 

  John Rockefeller was born on July 8, 1839, in the small town of 

yangjia on the Hudson River in New York state. America's early rich, 

mostly by chance, except John Rockefeller. He was not versatile, but 

he was remarkably calm, shrewd, visionary, and built his vast oil 

empire from scratch with his boldness and skill. 
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In 1855, before John d. Rockefeller graduated from high school; he 

decided to give up the opportunity to go to college and work in 

business. On September 26 that year, he worked as an accounting 

clerk in a cereal business for $4 a week. The company that 

Rockefeller founded at the age of 19 was Rockefeller's first. He made 

a net profit of $4,000 from a $45,000 business in his first year 

because it went well.  

In 1859, Pennsylvania produced the world's first oil well, and 

thousands of people poured into the northwest in a frenzy. 

Thousands of Wells were dug out at random, including, of course, 

nearby Cleveland. Rockefeller, who saw this, judged that "the price of 

crude oil is bound to plummet and that it is oil refining, not drilling, 

that makes money." History bears out his ideas. Within a few years, 

crude oil has slumped, refining at a far slower pace than drilling, and 

many drillers have had to sell crude at a steep price to avoid 

bankruptcy. In 1863, the two eventually formed Clark& Rockefeller to 

invest in oil refining and secured another partner, chemist Samuel 

Andrews. This again proves that Rockefeller's extraordinary business 

vision was also in line with the law of supply. When people choose to 

follow the trend and work together to extract crude oil, the supply of 

crude oil will increase dramatically, and what producers need is 

refined oil that can be used as fuel. Rockefeller then focused on 



refining, an industry that was not developed at the time, and who 

could take the first step could dominate it. 

  Oil prices fell again and again as a result of the frenzied drilling, 

plunging from $20 a barrel to just 10 cents a barrel. The pioneers of 

oil drilling were defeated one by one. 

Three years later, as crude oil continued to plummet, Rockefeller 

think it was time to invest in oil. He invested $4,000 with Mr. Clark 

and set up an oil refinery in partnership with Andrew Andrews, a 

Briton who works at the refinery. Andrews uses a new technology to 

refine kerosene, and the oil plant is proliferating. Rockefeller later 

bought a stake in the company at a high price from Clark, renamed it 

Rockefeller Andrews and embarked on his oil career hopefully. 

  The secret to Rockefeller's monopoly on the oil industry was his 

clever use of mergers, which is an essential economic strategy. We 

can divide that by both Horizontal integration and vertical 

integration. 

The Horizontal integration. 

  Rockefeller kept his mind sharp all the time; At the time, the oil 

industry was in chaos, overproduction, poor quality, price chaos and 

intense competition were on the horizon. Rockefeller's company was 

like a boat in a sea of water, ready to sink. By this time Rockefeller 

was well aware that he had to expand his business, and that only 



when the ship was big could he withstand the shock of the storm. He 

quickly expanded refining facilities, pumping 500 barrels a day and 

selling more than a million dollars a year. Rockefeller's company 

became the largest refining company in Cleveland. He has teamed 

up with two well-funded and reputable investment partners. Three 

years later, on January 10, 1870, they co-founded a new $1 million 

company, standard oil. When Rockefeller first entered the oil 

business in 1865, Cleveland had 55 refineries, and by 1870 only 26 

had survived the establishment of standard oil. By the end of 1872, 

Standard Oil controlled 21 of the 26 families, and Rockefeller's oil 

empire was growing, which is the first step.  

Rockefeller smartly uses the horizontal integration that is the 

process of a company increased production of goods or services in 

the same part of the supply chain. He bought almost all the refineries 

so that he could control almost all the supplies; The process can lead 

to a monopoly if a company captures the vast majority of the market 

for that product or service. By acquiring major oil refineries, this was 

the first step in Rockefeller's monopoly. Horizontal integration can 

eliminate competitors from the supply chain and obtain all the 

supply chain. Then think about how to reduce the cost in the next 

step. Thus he applies the vertical integration. 

The Vertical integration. 
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Vertical integration refers to the integration of the upstream and 

downstream of the supply chain and the integration of 

complementary goods for commodities such as oil tanks and 

chemicals for refining. Integrate sales at the same time, such as 

setting up sales stores. Rockefeller cut costs as much as he could, for 

example, by making his oil barrels and buying a chemical company 

to make his sulphuric acid for refining. He also bought oil tankers 

and pipelines to avoid paying for rail transport. This has led to a 

sharp drop in costs for standard oil companies, which have become 

increasingly influential in the oil industry. 

Economic of Scale. 

When standard oil completed horizontal and vertical integration, 

Rockefeller's chemical and transportation companies were 

subsidiaries of standard oil. These companies will supply refining 

materials at rock-bottom prices. He achieved both internal and 

external economies of scale through horizontal and vertical 

integration. In 1865, Rockefeller and his old partner Clark had a 

serious dispute over business policy. As a result, Rockefeller 

borrowed much money to raise cash and bought Clark's shares at an 

auction for $72,500, a considerable sum for him at the time. The 

auction was often seen by later historians as a momentous battle for 

Rockefeller and the entire history of oil. Through reasonable internal 



adjustment, the management of the company has enough efficiency, 

and the company goes to the internal scale economy. Through large 

acquisitions and the integration of the supply chain. The cost of 

refining has been dramatically reduced. Standard Oil has also 

reached external economies of scale. 

Only when the company expands and has economies of scale can 

it be profitable. Rockefeller succeeded in creating an unprecedented 

joint venture, The trust. Under the trust structure, Rockefeller merged 

more than 40 firms, monopolizing 80 percent of the country's 

refining industry and 90 percent of its pipeline business. The 

standard oil evaluate to monopoly. 

How the monopoly makes money 

  Every industry leader wants to be a monopoly so that I will 

analyze. Why is it so profitable to be a monopoly. 

  Because under the condition of the market economy, the 

company only considers the maximization of profit. When a 

company becomes a monopoly, it controls all the supply chain so 

that it can adjust at any time according to the price elasticity of 

demand. 

  Price elasticity of demand is that measure the responsiveness of 

the demand when the price of product change. If the quantity 
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demanded of a product exhibits a significant change in response to 

its price change, it is termed "elastic," that is, quantity stretched far 

from its prior point. If the quantity purchased has a small change in 

response to its price, it is termed "inelastic"; quantity did not stretch 

much from its prior point. 

  Therefore, when monopolizing the entire supply chain, the 

company can adjust the quantity of supply at any time, according to 

the price elasticity of demand. 

The formula of PED is    PED=
 % 𝒄𝒉𝒂𝒏𝒈𝒆 𝒊𝒏 𝒒𝒖𝒂𝒏𝒕𝒊𝒕𝒚 𝒅𝒆𝒎𝒏𝒅𝒆𝒅

% 𝒄𝒉𝒂𝒏𝒈𝒆 𝒊𝒏 𝒒𝒖𝒂𝒏𝒕𝒊𝒕𝒚 𝒑𝒓𝒊𝒄𝒆
  

  If the price elasticity of demand for oil is elastic, which means the 

price change slightly while the quantity demanded change 

significantly. 
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                   Fig1.elastic. 

  The firm's revenue is calculated by ∫ 𝒇𝒙
𝒑𝒏

𝒑
 where “fx”is the    

function of demand the curve. Thus we can saw that if the ped is 

quiet elastic, firms could reduce the price of product due to 

consumers have high rea sponse to the change in price, they will 

increase quantity demanded siginificantly.As sh own in the fig1. 

∫ 𝒇𝒙
𝒑𝟏

𝟎
 ＞ ∫ 𝒇𝒙

𝒑𝟐

𝒑𝟏
 thus for a monopolist you just have to increase 

the supply and lower the price to get more profit, nothing comes 

from the pressure of product quality, product innovation, and market 

price competition. 

  Usually for the supplier, lowering the price is undoubtedly an 

effective way to increase the sales volume, but most of the supplier is 

unwilling to do so because lowering the price means the difference 

between the price and the cost is reduced again, which means the 

profit per unit product will be smaller. Suppliers are more likely to 

increase prices without the adverse effects of lower demand. 

However, to achieve this, it is necessary for consumers to have a 

strong dependence on this product in this market, and it is difficult 

to find similar substitutes. Therefore, even if the price increases, 

consumers cannot make other choices, so they have to continue to 



purchase at high prices. Moreover, the companies that can do that 

are monopolies. 

 

                   Fig2.inelastic. 

  The fig2 illustrates the situation that Monopolies can make more 

money by increasing prices. Because crude oil is used in many 

industries, the price of crude oil has increased by 10%. However, 

consumers are so dependent on crude oil; demand has fallen by only 

4%. Therefore, ∫ 𝒇𝒙
𝒑𝟐

𝟎
 ＞ ∫ 𝒇𝒙

𝒑𝟏

𝟎
, The decrease in demand cannot 

keep pace with the increase in price. As a result, the increase in prices 

leads to a decrease in demand, but the monopoly can still make 

more profits. Don't take pressure from your competitors into 

account, because monopoly is the only supply chain. This is how 

monopolies make money. 



  However, the formation of monopoly breaks the fairness of market 

competition and reduces allocative efficiency and productive 

efficiency. IDA M. TARBELL began publishing a series of Revelations 

about the dark side of the standard oil company in “McClure” in 

November 1902 and published the history of the standard oil 

company in 1904. Theodore Roosevelt, who came to power in 1901, 

launched an investigation into standard oil companies and the oil 

industry. In November 1906, the Roosevelt administration filed a 

lawsuit against standard oil in the federal circuit court of st. Louis, 

accusing the company of antitrust violations. 1909 a federal court 

disbanded standard oil. The monopoly era ended in July 1911 when 

standard oil was split into 34 separate companies. 

  A new era of monopoly 

  The end of the traditional monopoly giants does not signal the 
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in a new form. It is almost impossible for a company to monopolize 

all of the supply chains under competition laws. However, some 

companies can restrict the trade in this industry in the form of 

platform intermediary. In other words, the company's ability to 

narrow the market limits the ability of the industry to secure 

transactions only through the intermediary, forcing buyers and 



sellers to enter the intermediary. However, this kind of intermediary 

does not provide services directly, so it has nothing to do with 

supply. That is the invisible. Lloyd's of England as this kind of 

intermediary giant is the object of my research. 

  Case study. 

Lloyd's of England 

  Lloyd's of London was developed in 1688 by a British 

businessman, Edward Lloyd, who opened a cafe on Thames tower 

street. The bourgeoisie revolution of the 17th century cleared the 

way for the development of British capitalism. At the time, traders in 

London often gathered in cafes to exchange news about shipping 

and trade over coffee. Because Lloyd's is close to seafaring 

institutions such as customs, admiralty and port authority, the cafe 

has become a regular place for shipowners, traders, brokers, captains 

and bank usurers to meet and exchange information. Insurers also 

often gather here to approach policyholders about insurance. When 

a ship is at sea, the insured will write on a piece of paper the ship or 

goods insured, and the amount insured. Each underwriter will write 

his share of the coverage and sign his name until the sum insured is 

100%. 

  Since its inception, Lloyd's has not been a direct provider of 



insurance and services. Lloyd's was just a cafe, a place for traders to 

trade. When people wanted insurance and other services, they soon 

thought of going to the cafe. Accurate and reliable information was 

invaluable to people in business because of the poor communications 

of the time. So merchants were willing to trade here even though they 

would pay tips or brokerage fees to the cafe because at the time there 

were the most extensive trading groups and sources of information. 

As more and more people come to trade here, the reputation is 

growing. Meanwhile, it excluding some of the other sales information 

and the insured hawkers, it would be more reliable for insurers and 

policyholders to trade outside than in a cafe. 

  Lloyd's underwriter by the insurance type composition of different 

scale combination, namely underwriting syndicate. There is no limit to 

the number of people in the group, from dozens to thousands. Each 

group has an active underwriter, also known as an underwriting agent. 

The underwriting agent represents a portfolio to accept the business 

and determine the rate. This kind of combination is not a mutual stock 

relation; each underwriter undertakes risk responsibility independently, 

have no mutual and several relations. At the end of 1999, Lloyd's had 

122 syndicates insured. 

Lloyd's, as a business organization, accepts only the business that its 

brokers solicit. In other words, Lloyd's underwriting agent represents 



a syndicate, who does not deal directly with insurance clients or 

insured persons, but only the business provided by insurance brokers. 

An insurance broker is a professional business; the broker is a trained 

expert, they are proficient in insurance law and business, can advise 

the party concerned which insurance policy can best meet its needs. 

Insurance customers are not allowed to enter Lloyd's business lobby 

and can only be arranged by insurance brokers. Agent after accept 

the insurance requirements of our clients, ready to some insurance 

application, on the insured's name, the subject-matter insured, 

insurance amount, insurance coverage and insurance time limit, an 

insurance broker hold insurance application to find a suitable 

syndicate, and determined by the syndicate underwriting agent rate, 

decided that their underwriting share, then sign it. The insurance 

broker is holding the policy to seek out other members of the same 

syndicate to ensure the remaining shares. If the risk on the policy is 

not "Shared out," he can also contact other syndicates until the full 

amount is fully covered. Finally, the broker sends the application to 

Lloyd's office. After inspection and verification, the application policy 

is changed into formal policy, the Lloyd's of England affixed the seal 

to sign, and the insurance procedures have been completed. 

 This shows, on the whole, the insurance procedures, Lloyd's does 

not offer any insurance at all, it serves as a broker only, offer a trade 



for policy-holder and contractor. However, because Lloyd's is so 

powerful, almost every big British insurer has a place in Lloyd's. It 

seems to be an excellent place for insurance companies to find 

customers, For policyholders, they will choose to trade in Lloyd's, 

which guarantees the security of the transaction, and they believe that 

a well-known insurance company can afford to pay the high rent in 

Lloyd's. Only such a reliable insurance company can be qualified to 

accept the business of the insured. So it has forced more prominent 

insurers to trade in Lloyd's, and new insurers to target Lloyd's. Entering 

Lloyd's is a symbol of the company's ability. 

  From my perspective, I define that as the invisible monopoly, which 

is the institution can narrow the market, forcing any trade in the 

industry takes place in this particular area. 

  I am going to compare this with the characteristics of traditional 

monopolies to explain why it is defined as invisible 

 1. The most significant difference between “The invisible” and 

traditional monopoly is that traditional monopoly controls the supply 

chain and makes itself the only supplier of the whole industry. This 

“The invisible monopoly” cannot control the supply market, or even 

not participate in the supply entirely. For example, the above standard 

oil and Lloyd's, the monopoly of standard oil is to control the oil chain 

of almost the entire United States, from the supply side, and then 



expand the company through integration. The Lloyd's, by contrast, is 

involved in the insurance industry but does not provide any insurance 

at all. It is to promote the transaction between the contractor and the 

policy-holder in the form of brokers. Through their reputation 

monopoly the market of the insurance industry in Lloyd's. They are 

forced to trade within Lloyd's, taking a certain amount of commission 

from the transaction as profits, thus achieving monopoly benefits. 

  2. This monopoly is not subject to the size of the company, and it 

does not take the market share as the primary reference standard. For 

example, the traditional monopoly model, the monopoly of the 

standard oil company, Rockefeller acquired all the refineries in 

Cleveland, so he became the only supplier and achieved benefits by 

monopolizing the supply sources. Moreover, this monopoly, as I say, 

is not subject to it. The principle of this business, as a platform, is not 

involved in the business activities in both demand and supply. Which 

success lies in this commercial reputation, as a platform for authority 

and guarantee, which is the guarantee for the transaction of demand 

and supply activities. Thus which not restricting supply, not setting up 

barriers like traditional monopolies for all the competitors who want 

to enter the industry. Anyone who wants to enter this industry can 

build a company without any obstacles. All suppliers can choose 

whether to trade on this platform by themselves, but consumers will 



tend to choose suppliers provided on this reliable platform as the first 

choice, while individual operators in the same industry will be 

regarded as the second choice by consumers. This secondary 

transaction is not guaranteed and trusted. With the evolution of this 

industry, the function of this platform is not limited to providing the 

most basic platform, only to connect consumers and suppliers. The 

transaction on the platform saves a lot of tedious steps for the 

transaction between party a and party b. Consumers and suppliers, 

whether they are consumers or suppliers, need to register before 

trading on this platform and need certification or guarantee. Therefore, 

compared with the second selection, consumers are more likely to 

choose from the platform. From another perspective, suppliers will not 

miss an opportunity to promote themselves, so suppliers with specific 

capabilities will register on this platform because they also know the 

power of this market.  

So this kind of monopoly is not to say that he must be to be a 

leader in the industry, such as high-end brand Burberry, but a 

platform, the brand as its industry leader naturally want into “Selfridge” 

sales, so “Selfridge” monopoly is such a platform, it brought together 

a variety of original luxury brand, and in the perspective of consumers 

authoritative high-end luxury goods must be in the“Selfridge”, there 

is a store, and the platform outside the brand may be the middle of 



the consumer perspective The inferior. 

  3. The legitimacy of this monopoly. The monopoly still comes from 

the unique system, because it does not need to participate in any 

economic activity both demand and supply. It merely as a third party 

to provide a platform for a party, like a coffee shop, he provides a 

platform for the customer place to talk about with the manager, 

platform and service charge two cups of coffee money tips. So in this 

business model, there is no traditional monopoly at all. This kind of 

monopoly has the same operating capacity but has a complete legal 

guarantee. Any problems arising from any transaction will be 

compensated by the insurance premiums paid by both parties. 

  Conclusion. 

  Not only Lloyd's, but we can also see “The invisible monopoly” in 

many large platform organizations. What I propose, however, is that 

the existence of a business mechanism that is similar to monopoly, 

and whether it will have an impact on future economic efficiency, is 

something we will think deeply about in the future. 




