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Introduction 
Conventional wisdom says that business is about producing better products at lower prices than other companies, 
about seeking sustainable advantages and about winning away customers from companies around the corner or 
around the world. Business, in short, is about competition. 
 
But what if we turn conventional wisdom on its head and say that business isn't about competition but about 
monopoly? When we do, we begin to uncover the hidden reality of business: the Monopoly Rules.  
 
In Economics 101, of course, you probably learned that monopolies are unnatural, illegal and rare. Wrong! Wrong! 
Wrong! In fact, monopolies are often natural, usually legal and surprisingly common. 
 
At a multiscreen cinema, for example, you might pay $3.95 for a 32-ounce soft drink that costs 99 cents at 
McDonald's down the street. It's made from the same syrup, from the same supplier, served in the same kind of 
container and chilled with ice made from the same city water. So why does a cola at the theater sell for four times 
the price of the same cola at McDonald's? Simple: the theater complex has a monopoly created by its rule that any 
food or drink consumed there must be purchased there. Once you choose to see a movie, if you want something to 
drink in the next two hours, there's only one place to buy it. The theater management sets prices accordingly. 
 
Similar monopolies exist all around us. A room at the O'Hare Hilton costs much more than a similar room in a hotel 
two miles away because it's the only lodging within walking distance of the main Chicago airport. Business travelers 
who want quick access to O'Hare - for an early morning flight, for instance - have no choice but to stay at the 
Hilton. 
 
Replacements for ink-jet cartridges in a Hewlett-Packard printer are a monopoly, as are Harley-Davidson motorcycle 
accessories, Cabbage Patch Kids and Microsoft Windows. 
 
It's true we don't think of those businesses as monopolies. But the soda fountain, the airport hotel and the other 
examples cited are monopolies in the only sense that matters: their customers have only one choice - to pay the 
price demanded or go without. 

Find a Monopoly 
Every company that wants to enjoy lasting success and large dependable profits must have a monopoly of some 
kind. The conventional explanations offered for successful businesses are often superficial: "They have a powerful 
brand," "They design good products," "They've got smart management," or, "They keep their costs low." Dig deeper 
to find out what kind of monopoly the company owns and you get insights that are very different and ultimately 
more meaningful. American Express, for example, owns a great brand. But the real source of its 25-year track 
record of success was a charge-card monopoly created by regulations limiting consumer interest rates. 
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Dell Computer is highly efficient at manufacturing and selling personal computers. But so are many other 
companies. Dell's unique success is based on its 10-year monopoly - a decade when it was the only PC maker selling
made-to-order PC's directly to corporate customers. 
 
Like other car rental companies, Enterprise has a large fleet of well-maintained vehicles available at affordable 
rates. But Enterprise has become the largest car rental firm in North America because it owns a monopoly: it's the 
only major agency that caters to the market for local, non-travel-related car rentals. 
 
This new perspective offers a very different way of thinking about a company's prospects and strategies. Most 
important, it focuses our attention on ends rather than means. The business leader needs to ask the fundamental 
question, "What kind of monopoly can our company own?" rather than concentrating on strategies for product 
development, finance, marketing or sales in the hope that those will (somehow) lead to profits. Those strategies 
may be valuable, but only as tools for achieving the real objective: monopoly control, which guarantees a company's
profitability. 

It's Not About Sustainable Competitive Advantage 
The management literature tells us the Holy Grail that companies should seek is sustainable competitive advantage. 
That comes, according to Michael Porter's 1998 book, Competitive Advantage, through differentiation or low-cost 
production. Others have pushed the concept much further, citing scale, service quality, product uniqueness, greater 
efficiency, experience over the long haul with the industry, and brand strength as the determinants of sustainable 
competitive advantage.  
 
There's nothing wrong with trimming costs, improving quality or sprucing up your brand image. They may boost 
your profit margins by a point or two. But none offers the guarantee of profitability. Only monopoly can do that. 
 
Furthermore, although the concept of sustainable competitive advantage is supposed to provide an all-embracing 
explanation of business success, it actually does very little to shed light on some of the most startling success 
stories of the last dozen years. 
 
Consider, for example, Starbucks, which achieved its amazing success without the help of any of the traditional 
sustainable competitive advantages. For its first decade or more, Starbucks had no advantage of scale - it wasn't big
enough to buy coffee more cheaply than Nestlé, General Foods or any other large company. It had no truly unique 
products - cappuccino, latte, iced coffee and regular and decaffeinated coffee have all been around for a long time. 
It had no special expertise - the business of brewing and serving coffee dates back at least to the London 
coffeehouses of the 1700s. It had no brand advantage - for many years, few people had heard of Starbucks, and to 
this day the company doesn't advertise heavily. 
 
Finally, Starbucks was definitely not the low-cost provider. Most towns had plenty of diners, coffee shops and 
cafeterias that sold a cup of java for a third of the cost of a typical Starbucks brew. 
 
But it had a monopoly: the good-tasting-cup-of-coffee monopoly.  
 
Consequently, Starbucks made lots of money, the kind of unusual profits that professors of Economics 101 call 
"monopoly rents." Folgers, Maxwell House and Nestlé, on the other hand, had strong brands but no monopoly - no 
profitable, winnable space. As a result, they were hustling to sell coffee at $4.50 a pound while Starbucks, in effect, 
was selling it at $45 a pound - and couldn't open stores fast enough to satisfy its eager customers. 
 
Southwest Airlines is another example. It's the poster child for the importance and value of being the low-cost 
producer - the classic sustainable competitive advantage. But it's not true. In reality, Southwest Airlines has been 
successful when - and only when - it had a monopoly: a monopoly on cheap seats. 
 
Let's say you want to travel from Chicago to Washington, D.C. You can take United or American from O'Hare and 
pay $600-plus, round trip. Or you can travel to Midway (Chicago's alternative airport, on the city's south side), take 
Southwest Airlines to Baltimore for $199 and cab it to D.C. You save about $400, even after paying for two 
additional cab fares. 
 
Is this an attractive trade-off? Not for everyone. If you live on the north side of Chicago or in the northern suburbs, 
traveling to Midway is a hassle, so you're more likely to take the flight out of O'Hare and let your corporate travel 
office pay extra for your convenience. But for the budget traveler it's a different story. The only alternative is a 
Greyhound bus or Amtrak train, neither of which is appealing, given how long the trip takes. 
 
The same applies to all of Southwest's routes. The company has worked to create and protect an exclusive lock on 
price-conscious travelers within its chosen market. This cheap-seat monopoly is the real key to Southwest's success.
All the specific strategies - rapid turnaround times, flexible work rules, the single aircraft style and bags of peanuts - 
are means used to exploit this monopoly. Without the monopoly, Southwest would just be a low-cost player in a 
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ruthlessly competitive industry. 

From Egg Beaters to CNN 
In industry after industry, there are highly successful companies with no sustainable competitive advantages (or 
none until after they became successful). Some of those are relatively small, even obscure: Standard Brands' Egg 
Beaters, Iams (pet food), Whole Foods Market (groceries) and Enterprise Rent-a-Car. Others are large and well 
known: CNN, Nokia, Wal-Mart, Federal Express, Vanguard mutual funds and Dell Computers.  
 
Wal-Mart is a fascinating example. Business gurus like to point to its unequaled logistical systems, its enormous 
scale and its ultra-low cost structure. But when Pankaj Ghemawat, a leading academic researcher on sustainable 
advantage, studied how Wal-Mart achieved its status as the world's leading retailer, he noticed that the chain 
originally focused on small-town locations. The key insight was that most of those small towns "could not support 
two discounters, so once Wal-Mart made a long-lived, largely unrecoverable investment to serve such a town, it 
gained a local monopoly." In other words, Wal-Mart's monopoly came first; its sustainable advantage came later. 
 
Most of the companies cited earlier have succeeded in mature, highly competitive industries. They aren't one-year 
wonders and they've thrived even as competitors with demonstrable sustainable competitive advantages have 
struggled or disappeared. 
 
That raises the question: does sustainable competitive advantage really matter, or is it the Anna Kournikova of 
strategy - lots of endorsements but no championships? The answer is that sustainable competitive advantage is 
neither necessary nor sufficient to ensure high profits. All it can guarantee is that your company will be superior to 
its competitors in one or more specific areas. That's it!  
 
It's possible that sustainable competitive advantage will translate into higher profits, either because you charge 
more, produce goods for less, make a better product, or do something else well. That's possible - but not 
guaranteed. The guarantee comes from owning a monopoly.  
 
You can make a lot of money even with no sustainable competitive advantage if you have a monopoly. But you can't 
consistently make a lot of money if you have sustainable competitive advantage without a monopoly. 

Different Flavors of Monopolies 
Monopolies come in different flavors. It's important to understand what kind of monopoly you have, to judge how 
valuable it is, how long it will last and how best to protect and exploit it. 
 
One way of classifying monopolies is by the size of their ownable space and the length of their monopoly period. At 
one extreme, the space may be small, with a limited number of customers and a duration of just a few days. At the 
other extreme, the ownable space could be huge, spanning continents, including millions of customers and lasting 
for years or decades.  
 
People who own a house or apartment near the summer Olympic Games every four years, and who want to rent it 
out, have a small monopoly with a short monopoly period. The News Banner in Bluffton, Ind., the only paper in a 
town of 9,536 residents, has a small ownable space but its monopoly period is 50 years and counting. Sporting 
events like the Super Bowl or soccer's World Cup own world-sized spaces for short periods of time. 
 
A second way of categorizing monopolies is by whether they're clear or fuzzy, which depends on whether their 
ownable spaces and periods are well defined or blurry, with gray areas and uncertainties about exactly when they 
begin and end. If your monopoly is based on a patent, trademark or copyright, your monopoly period is clearly 
defined by law. On the other hand, the size of your ownable space may be fuzzy.  
 
Conversely, the Bell System's ownable space was clearly defined for decades - if you lived virtually anywhere in the 
United States, you were part of its monopoly. But the monopoly period was fuzzy, since it was ultimately dependent 
on the goodwill of the Federal Communications Commission.  
 
Campbell's Soup's monopoly is similarly well defined - it dominates supermarket soup aisles in the Unites States. 
But its monopoly period is fuzzy, since we don't know when somebody might come along and grab a big chunk of 
Campbell's space. 
 
Finally, monopolies can be classified by their sources or root causes. First, there are asset monopolies, based on 
tangible assets - limited natural resources, unique products, breakthrough technologies, licenses, patents, 
trademarks, copyrights or other valuable goods controlled by a single company. De Beers had a monopoly from 
controlling the world's diamond supply. Honda has an asset monopoly for several years with its foldout third seat for 
the Odyssey minivan, appealing to those who wanted an easy way to get more into their van. Scholastic Books has 
an asset monopoly as the exclusive publisher of the Harry Potter series in the United States. 
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Some asset monopolies derive from brands. The company has developed such a powerful brand image that it can 
command a significant price premium. Absolut Vodka is an example. 
 
The second major category of monopoly is a situational monopoly, which exists when a company is the only supplier 
of a certain product or service to customers in a particular combination of markets, needs, times and positions. The 
monopoly comes not by virtue of a unique product or an especially appealing brand but by having the right product 
in the right place at the right time. If you want a cola in a movie theater, you run into a situational monopoly. In 
many major cities, to rent a car you often have to trek out to the airport - unless you use Enterprise.  

Conclusion 
Business never stands still. Today's monopoly can disappear tomorrow if you don't guard it and aren't willing to leap 
from one market, business design or strategic plan to the next, as required. In a world where change is the only 
constant, the worst mistake is to stand still. 
 
- End - 
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