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S - One of a geries of units on business issues for high
_school students, this packeﬂ uses the example of hamburger wars .
("price wars" between hamburger stands) to introduce students to the . -
"~ ways in which businesses operate in a competitive environment. A -
teaciner's guide and student materials are provided in two separate .
sections. Following an overview of activities and objectives, the
1teacher's guide outlines daily \lessons of reading, discussion, and . .
. .- activities. Alsoincluded are answer keys, recommendations for ' -
: supplemental activities, teacher background information and - e -
discussion guides, and suggestions for using business professionals h
as classroom resources. In the student- materials section, students
- are introduced to a variety, of business practices such -as ‘price
fixing, mergers, trusts, and monépolies, and their impact on'business
and the consumer. Business/decision-making, business organization,
and government regulation are also examined. A total of aine - ,
activities include fictional 'and real case studies of competition -
. (hamburger companies) and legal disputes (American Telephone and
Telegraph), readings on various types .of business organization, a
vocabulary -worksheet, and an applicition exercise in which students vl
choose actions that would violate anti-trust laws. (LP) ERE . -
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THE HAMBURGER WAR . ‘

OVERVIEW
-Business Issues in- the Classroom.(BlC) introduces students to exciting,

he .

difficult, an¢d complex dec-snons that face the busmess commumty togay. Case-
studies and’ activities .help students understand the settmg in whxch American

companies must function.  This business environment mcludes many groups with’
_confhcnng mtere?ts. stockholders, consumers, employees, special inferest groups,

business competztors and cred_nt_ors, ‘and government. These -groups affect
business and, in turn,/are affected by'business decisiohs. Each BIC lesson plan

focuses i a specific issue which highlight_s a particular relaticnship in the

business decision-making environment. -
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» THE BUSINESS DECISION-MAKING ENVIROYMMENT )

. N
1] .

M <
. This unit introduce$ students to various ways in which ‘business operates in

ra competitive envi:fment. Price fixing, mergers, trusts, and monopolies are

examined for their_gmpact on,business and the consumer. The Hamburger War
case stt!di?e's place the student in the role of the business owner struggling with
a decision,' énd help students see the economic and personal consequences of
those decxsnons. The role of éovernment in’ enforcmg antitrust laws s

highlighted in the AT&T case study.
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o ’ ’ Antitrust Laws

L Tl Federal Trade . Justice Department

Commission (FTC) T - ’

&

3 ‘ o BUSINESS

‘Competitors " Customers -«

Owners

THE BUSINESS COMPETITION ENVIRONMENT _ N

.

-

Activities include fictional- and actual case studies; readings on types of
business organization (sole proprietorship, partnership, corporation, conglomerate,
. holding company); readings on\monopoly and antitrust; an application activity in

which students choose those actions that would viclate antitrust laws; and a
vocabulary worksheet reviewing new terms used in the lesson,
1 «” {‘ .

ts

OBJECTIVES c . )
g " Students will be able to: . '
: 1. explain the benefits of comp;etiti‘?'an in the marketplace for business and
the constper. o ¢ '
» 2. describe ‘Kgr‘al different forms of ,business grganiiation (sole
‘ ~ proprietorship; partnership, conglomerate, holding company, trustj.

. 3. describe the purpose of antitrust laws ,and give examples of illsgal

o . ¥ .
business practices.

AN

¢

7 :..-TIME FRAME
‘ 5 or more class periods

.

'CLASSROOM APPLIGATIONS | '

- s

DAY | Readin\Land Discussion: Have students read aloud the introduction, p.

1, and the first case study, Hamburger War I, p. 2-3. Using the .

2

. -2-
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discussion guide provided on p. 8-10 in the Teacher Background section,
discuss the case rom the! students', economlc, and legal vtewpotnts.

Assigh. Hamburger War Il,’ p. 4-5, for homework. Have the students

» answer the discussion questions in preparation for tomorrow'.s class.
v . ’ 3 . - . .
DAY 2 DISCUSSIOH‘ Discuss students' answers to the questlons ‘about Hamburger_
" War ll, using the gunde on p. 1l One of the issues raised Jn this case
ns government assnstance to fanlmg businesses. You might pomt out that
there aré magy “cases in which govemment 6£fers assnstance such as
loans to vital industries (weapons manufacturers, atrcraft compames,

farmers, and automobxle companies). ,Sych 'assxstance\ is- oiten

. controversial because it conflncts with the ideals”of free entérprnsé.« in
‘Eddie's case theré would probably be little help available because,
. ' unlike a large corporatnon such.as Chrysler, His business lS not ,crucial
to our economy. - ) . .
Have students read aloud or silently "BusLness ‘Organization," *p.-
6-7, and the newpaper értncle on p. 8 which d'éscnbes a real hamburger

war., _ _— . . N ’

.
’ ' - )
’ .‘0 - - i 1

DAY 3 Reading and Small Group Discussion: Have Students read- ,"Monopohes and
Markets, p- 9-11. . . .-
Divide the- class into small groups and have them discuss each of

the cases on p. 12, "Business Practices: What's Fair and What Isn't?"
i Each small group should report their answers ‘on paper and turn them in
s " by the end of class.

LY

\

DAY & Discussion and Concept Building. Discuss the -five cases about antzi)t'rust

’ vnolatlons. On p. 4-5 of this guide are the answers to -each case.

. Review ~some of the vocabulary from .these readings by using the
N Reading Review questnons on p. l1. Answers to these questions are on

'{‘ p. 5 of this guide.,

4
»’;’) e

DAY 5 Discussion: Refer students to the AT&T case, p. 13-14. A new concept
is introduced in this case: holding company. You may wish to have a




busmess person *j6in the class to drscuss“ holdmg cor pames gnd other! .
" forms of business orgen?zatlon. ArSwers to -the d;scussu% qnestnons for
the AT&‘Eocase are on p. 6-7 of this gu:de. e 'Vocabulary Vlorksheet,. .
o -pe 15, vwill help you asses.. student understandnng of the new terms
.mqp@r' in this unit.” ~ - -

N R . P Lt \j. - - . .
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»Fo[lmmup Activities: Thns AUnit ‘raxsg many issues . that cah be pursued in more
de:Z if’ nme .pernuts. A parallel to the break-up of ‘A‘?&'( is the bréak-up of

A
St ar;d Oil “in l9§l as well as other trusts. Another topnev in hlstory' is the

transtormatnon of ess ar.d~ socxety during the Industrial Revolutnon. Films or
i _fovels - might help fuderits better underStand “the before and after" &f _this
* dramatié change. A controversy that. has ofteg surrounded anititrust cases is the g
T of bi _busmesssomethm}—te—be—:eared" The multinational NI

" corporation hasits crrtncs as, well;as its gdvoca;: students mtgh} explore thi§: ' :

*well as other fo

\ s of big busnness.‘ ..

-

type of busmess orgamzatnon

> o
) . 3 . . .

USING A RESOURCE PERSGN N THE: CLASSROOM ‘ ] )

The’ Busxness Issues in ghe Cldssroom Prog}am (BlC) has 2 tdlented group of ! 4
busmess professzonals who dre prepared to teach one day of this utwt. Pt least )
two weeks in 'a&v.ance, call the Constntutxonal R’ghts *Foundatien at (213) L —_

473-5091 and ask the BIC placement .coordmato' to arrange classroom visit. e
‘l'he business resource person could participate in the following way5° . ' \
Days 1, 2: leading & discussion.of the case stud'es Hamburger War I, Ii, ‘ B
. - CAT&T. S o . ° » B
Day 3: dxscussmg recent mergers and the reasons ‘business, grows in
. ' th{s way. . .
Day 5: ‘dlschssmg the AT&T case with an emphasis 'on_public utilities ~
. and how they are organized. =« Lo
\ . - T s ,-

Monopohes and Markets, Answers to Readlng Revxew, p. 1
- ’

1. A corporation xs chartéred by the state and may isspé.sha_res of stock. The
owners are often separate froi. the ‘'management of the corporation.,ln
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partnershxps ¢nd sole~ ptopq;torshlps, the “owners may keep “all of the ) f :

peofits, but are’ alsB résponsxble fof gll of the debts. Corporations have ‘ ;
limited lxablhty, s0 the stockholders can only lose their mvestment 1n ;
stock; they are’ not responsible for the debfs of the- campany. P ¥
2. A stockholder is an investor who is ldung to malce a profit. One of the :
advantages of owning stock rather than investing ‘in real .estate is it can - N
be quickly sold if the investor should Aeed the cash. In either case, the ,
investor wants ’o see a good return in the shortrun or the tong rum.
A conglorgerate is a combination of companies in dtfferent markets. For T
example, Mdbil Oil, besides being an oil producer, also ‘owns Montgomery :

Wards,, a department store chain. L ' . -

-

»
' v

4. " A trust is a monopoly in" which businesses in the same industry turn in
their shares of stock for shares ‘in the .t)yﬁt The market ‘is then divi ided
‘and prices fixed.so that each of the busmesses can make a profit. "he:*e is
N0 more competltlon. Trusts eliminate thelr c petltors by mcludlng them )
in. the trust or by duvmg them out of busin®ss by tempora.n_ly._cuttlng . e

¢ prices. . . .- Lo ' ‘

s

. 5. Antitrust laws seek to protect competltlon in the marketplace. It is- lllegal
. for companies to lntentlonally eliminate compc%mon by price flxmg',_ .

o dividing the market, or mergmg so that the new-company controls: a l:xrge»w - -
' portion of the market.

&. . "
- 4 . . L .. ¢
> 6. The Justice Department and the federal Trade Commission both enforce IR
‘ar}titmst- laws, * ' ’
3 . N LIRS .

.
- -

Answérs to Business Practicess” What's Fair and What Isn't?, p. 12

l. _The Federal Trade Commts’slon charged the three cereal compames wnth
"shared monopoly" because of 'these practices. An FTC administrative law
judge ruled that the agency- had no grounds for the case, saying that_ he
saw nothing illegal or unfair in the way they conducted their bus.nesses

2. This is an “innocent" monopoly -~ due to0 a good 1dea and good business

) knqw-how. The company temporarlly enjoys a monopoly before all of the

competltors rush_ in with their own.products. It is not illegal.™ =
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3. This would be- an illegal business practice because it creates ar honzontal
restraint of trade that would lessern competition. ) L A '
&, This case is becoming increasingly ‘important as companies' argue with t?{e -
-FTC and Justice Department about the detinition of market. In this case .
‘the. market is mternatnonal and even wnth the merger, foreign competitors %
keep the "dxngbat" competmon mgcrous. When forelgn companies are active A ' A
.An U. S, sales, they are- ccnsndered part of the market along with American 2
busxness., ’ : : d

.
- » r

Answers to Questidns on AT&T case, p. 13-14 ' ~

I. A 'holdin\g_ company is a corparation created for the purpose of buying \

* * stock uhcother, acorporations so that it can control the pohcnes of each of X
those comppanies. rd

2. Public utilities are government-created monopolies; thus regulation becomes \
necessary becausé there is no competition ‘to keep prices down and quality |
of service high. ‘{'hea chaos and confusion of competing telephone lines, .
.sewer systems, and electrical wires is ehmmatéd by having only one }
telephone company of power company serve a partlcular area, - - }

3. U. S. District Court Judge Harold Greene was involved in addition to AT&T -/

- and the Justice Department. . ) ’

4. It could invest the money in its other c,omp'anies for research or

manufacturing. It could use the money to Begin new companies in, data

processing, computers, or electronic publishfng. "

5. Sears is the holdmg company and the others are the subsndlarles.

6. A ho’ldmg compariy is formed S0 that the parent company c?n control the
policies of other compames. By owning 51% of the votmg stoqk the parent
"company can influence the subsndxams' dlrectors. . ‘ \- ’

7. There is no agreement on the answer to thns question, Some would say that, o
business combinations have benefited socnety because big busmess has more
“capital, more expertise, and with the economics 6f scale, can reduce costs.

Others argue that big corporations become burder d \vntn big bureaucracies

and stifle competition. They see the pacese,tter7 as’ the smaller cpmpanies
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in some of the newly-emergmg electromcs fields run -by aggressive,
nsk-takmg business people. ' - . '
Answers to Vocabularry Worksheet, p. 15 e s ‘e
[ — . .
1. MARKET =~ - 2. TRUST 3. STOCK
* 4. SUBSIDIARY 5. CONGLOMERATE * 6. MERGER = -
4
7. MONOPOLY 8. INVESTOR S 9. HOLDING COMPANY ! ;
antitrust laws:  Sherman Antitrust Act, Clayton °"Act, Federal Trade’
- Commnsslon Act, Antn-Merger Act of 1950 S ¢ .
] - . . - ‘.
monopolies: trusts; géwernmedt— regulated- monopolie/sé ——such—ias“the»_‘—util'ity. -
companies; a new company with a new idea S
" types of business organization: sole proprietorship, partﬁership, corporations, ¢
) conglomerates, holding companies ‘
Corporations: answers wil! vary ’
A ) ) v
. * \ O: ‘ -
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N DISCUSS.ON

S~~~

E F’OR n.wwacea WAR |

-
L}

~ ) '
l. }\y were Janet, would 4ou ‘go to- the mieeting? Why or why not? (Take a
tlys ‘point.) R .
’ . 8 o) 4- v
ZT‘How and why dlq tl'us mcé war" get started? “The pdrpose. “for thxs_ _
questxon s to clarify the sequence of . events and rase some underlyxng "
lssuesc ’ . i e [ I

’ ¢ ' t . ’ T \ LI .
~ ‘-’ ‘ ! . ¢
A. HOW\ the price war began:' . e
A new competitor began sellxng hamburgers at a- lower prxce. One
competiton, after - losmg gpstomers, met the new (compet;tor's prnt:e. :

i N
o

~
. M “ ~

‘~'£.' Why theJLce ar_began: ’ 1 '
rger store owner made assumptxons about t market for

%
-
&
R
=
]

R
§
3
-
Z
:‘é
3
5
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3
o
g
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« sell to.a group of consumers, who ace, mostly high school students.

: N Pred ed the' first burger-stand because he assu d that 'there
FRC . ¢ _ would bé a market for hamburgers. HE was.fight.-Janet followeéd suit,
AR " and she assumed that the mirket. was large enough-to sipport another
LT ° i -stand sefling"burgers at 89¢. What, did Eddie assume?™He. may have
e . felt- that -he- could "expand the .market by selling 79¢ hamburgers fo

people who -wouldn't pay:39¢ and ‘never ate at Janet's. or Fred's. Or,
he miy. have felt he could attract customers*away. from .Fred or
Janet with’a lower price. In either case, he appai'ently doubted that
- : - another ‘89¢ hamburger shop would succeed '

s Fred, Janet, and Eddxe“are Etin . What d\.s ccmpetmon mean? For
- what reasons do busmesses cqmpete"'How do they compete? .
. B eme e N - '
e Competition- usually ben&pts consumers by p?osxdmg ‘them” with a wide
’ . ‘range of choices; Consumers reward companies with desirable products
1 .- by purchasing those:’ | oducts, they punish compagnes that - make
. e inferior “goods and services at unreasonable prices. All three are
- ) concerned with supply 3pd demand. There. is Obvxously a .demand for
. hamburgers which’ they- wish to supply. Price is an xndxcator of the
» relationship of supply demand. If there is-a and and a .
small’ supply, say for digmonds and other gems, t ice is hxgh it
the supply is §:omng faster, than. the demand prices Tall. - “

3. How would Fred, Janet, and Eddie defend their' actions?




P

" of 3Janet and Fred? T

. . phat mtghg hfp%en if the _"prﬁce war' continues? ¥ -

« 9 . . e ’

m to compete. mth hun? ‘Would you be worried in. lus posmon?
dtd he Finally .cut his price to. 69¢ lnstead ::uwst meeting the
s price? "IMPORTANT: Is -Fred's -Burgers, ~eally. going to lose

'fnoney by selling' 69¢ burgers? *Whit, -other things does a burger place
. sell? Fred may hope to .compensate his- losses on hur,gers by Sselling -
other profituble  items like Shakes:and .fries. 'hen he lowered his .
© price, do you, thin Fred was trying to be .an effectxve competitor, or

was he ieekmg to "injure~vor posstbly destroy Janet and Eddie? Now
thitg the pric El‘zar has gotten “out of . coQtrol, 1is his destre to
compromise andable" .

,‘ L R . . . \l

.Janet: Did. she uuttally make" a good decision to enter the market?

She has gone along. tirst with Eddie's’ .and then Fred's{ price cuts! Has

3
4

.she*ldt control of the gituation or. has every liost controi?

Eddte. Did ﬁddxe “have3

e who support the free ‘entérprise” system
would surely agree that he had the right to try. Do you think Eddie

. Was & smarter. competrtor ‘than Janet or- Fred" Or ‘was his strategy

conditioned by ‘the“market as he'found it? Fred probablysfoind it

hadJo..cmpe_tALton.- Janet
realized the market’ was big enough for two drtvetfns _Eddie fourd a
more comphcated situation, v £

)“
a’

- . 4 N .

At some point, gither after prices have beéert lofered still or after a
considerable period - of time, one.or more of the burger st might
be driven out of business. s it fajr that one, of the competitors might
” be driven out - of" busindss, and jlose everyt g" An this case, the

‘4 competitors are more or less evenly matched; price reductions in this

instance probably would. not be |considered: unfair competition. Free
enterprise ‘'mians “the freedom tp sugceed or*to fail.- Because the

businesses in this case are small jand do not' opetafe over state lines, -

regulatory agencies such as ‘the Fedefal Trade Commission would not
~ become involved, but state agendies might, In a situation when large

. compames were mvolved, unfair competttton ‘could, take mary Zorms.

"For example, if Compgny A cut‘its prices in Nevada to destroy small,
* local Company B, but left the-pricés high elsewhere, either the FTC
or Company B might bring Comp:ny A to court. X N

rd
e - l v
L

Knowtng the risks' of a long price wary how would’ employees of all

three.burger stands feel about Eddte‘s suggestion to call off the price

cutting? ) _ ®

¥ o !

5.- As a customer of 'the three hamburger placer, you would still be paying °
less than the old price of 89¢ whether the three owners agree to sét a .
price or not. Are there any problems if they meet together? .

y The Hamburger War )

right to dome in and dtsruﬁt the busmesses‘v\

b4




.

t - - ‘

\
\ . : . . .\
Firsc, would you rather they ‘all- kept charging an even lower price? -
. How would you feel if suddenly one or two of the places .went out of
*  business because of the price war? What do you think would Happén-
.to the. price .of hamburgers if on' - one drive-in were left? (Remember
supply and demand.) Does this suggest that artificially low prices are
1. not in consymers' best interests? * . o
. ‘ s/ ~
The main’ purpose of Question 5 is .to encourage discussion of : the
. consequences of a collapse in competition not through the elimination of
competitoes but through the end of their desire to_compete. . -

’

)
~—

. - H
What are Jane})ﬁ\ddie, and Fred going to talk about at their -
_ meeting? Do you think it is-likely that they will raise jthe price to
v - 79¢? What- would at any subsequent meetings? "How likely -are
- they to keep the price at- 79¢? What would stop” th from raising .
\' the price even higher? Wduld the uitimate resuit ‘of their /collusion be

ey \ any different if only one drive-in had a monopoly? Do [you see some .
o \ simildrities in situztions yhere competitors fail to compete? F

- & . i a
A _— What Fred has proposed, and what Eddie had agreed to and. Janet is.
A ’ considering, is price-fixing. They are reacting not out of a dusire to
s . gouge the public, but to restore some economic order to the ruinously |
L, - chaotic hamburger market in their area. Nevertheless, once the .
: ‘ ' competitors meet, effective competition¥ends; it could be only a -
1 : . matter of time before they recognize the unscrupulous ‘advantage of

o prices at 89¢, 99¢, and higher. I

oo . What wvould. happen,:should a fourth competitor enter the market and
L0 ' refuse.lo meet, with"the other three? (a) .The price fixers might have -
——~— ===} - to start competing again; or (b) they might temporarily cut “prices sc .
- drastically as tb_drive 'him &or'her oit of business and then. return ta. .
" collusion. . \~ RN .t
I N N Ny .

X HYPOTHETICAL SITUATIONS: - \ o ~ .o~

- . S i, . [y

"\ . 5

£ ES o . . .

S I. Suppose that instead of small burger stands, the profiqsed meeting took
place betwean two giant national chains of drive-ins What do you think *° .
the. effect of their megtings would be on consumers? _ ) . ,?

2. Suppose that Fred, Janet, and Eddie wé;:t. to compete with each other, i:qt
don't want to cut prices — what @lse can they do? .

Py
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‘DISCUSSION GUIDE FOR HA&&BURGER WAR 1
Y

» .
‘

o/

/. - . .
"1, What are some reusons-Eddie may have gone out of business? ¢.-
' M ' » ’ . A

/'

_ Eddié . made -choices thit his consumers did not .support - higher
prices: and a cheaper grade of beef. He may have started with less
"« -Afinanc¢ial backing than either Janet or Fred. Thus, when he was faced -
. mth_nioze_and_moze_debtrhe_had_no_ehotce%ut—toapa&sepnes

-

".¢. How would you feel‘about this situation if you were Janet? Fred? Eddie? a
student? - o

t \ . * ¢ ! <

3.- Does 'ariyone- have responsibility, for Eddie's busi;_\ess failire? Should <
someone have helped out or is it best that his". hamburger stand should
-close?” Sl oy s , .. C -

° -

In a free market system, it is assumed.that .the consumers ‘ar_é_ better S
off when those businesses that offer what the consumers desire stay ,

" in business. [rdefficient or \unresponsive businesses will then be
€liminated. Does this apply in Eddie's case? -
- - \ ’1

.
y R \ - . b d

4. Whose business decision do you prefer -- Janet!s or Fred's? What are the
" consequences of their decision?

él °
N - < I
Discussion should “include the fa\ct that the comsequences of their
. decisions were imgort’ant to ;heiY\ .hamburger business, and also tc )
their families and customers. - | .
€ .

AN

5. "It is unlikely that Janet-and Fred will Ty to fix prices now. What do you .
think, will happen to the building that used to be the home of Eddie's B
" Burgerland? o . T -

]

-
.

', The fast-food market may'be saturated in this Idcation and a new ' ;
* ttype\of ".business could open -~ a record store, a gas station, a
"Y:sporting goods store, etc. What power ido the students (consumefs)

. ihave to control price fixing by Janet 'and Fred? What could -students \

do if the two hamburger stands raised prices to $1.50 a burger? On ‘

_the other hand, students ‘may be tired of hamburgers. A taco stand,

pizza parlor, or er type' of fast-food business could  move in. There

will: still be competition between Janet and Fred, Dut less competition

than, before. ’ <

-
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THE HMIBURGER WAR

Busmsss share some thmgs in common with us. They are born, they grow,
they marry, they divorce, and they die. Trying to avoid dying, some companies
run into trouble. They try to avoid the rigors of competition in the
marketplace, and in so doing, may engage in unfair practices. Companies try to y
survive by lessening the tisks of doing business. Many of these practices, such
as product diversification, are legal. They can resuit in stronger “companies and
more stable markets,

In this unit, we will look at business practices, starting  with three
owner-operated hamburger stands and endmg with the break-up of a giant
corporation. You will learn what actions are xllegal and why, how business is

organized so that | produce and grow, and what role government plays in ‘
encouraging compétition\among businéss. Readings and activities inciude: ,/f/

l.  CASE STUDY: Hamburger War 1

2. CASE STUDY: Hamburger War i

3. - READING:- Business Orgamzatnon .

4. NEWSPAPER ARTICLE: "Hamburger War Heating Up"
5. READING: Monopolies and Markets

6. READING REVIEW: Questions to Answer" ) \
7. ACTIVITY: Business Practices — What's Fair and What Isn't? = .
8. CASE STUDY: AT&T Settles Antitrust Suit

9. VOCABULARY WORKSHEET -
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, . 'y CASESTUDY i

HAMBURGER WAR I

'.
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®

Fred's Burgers had always done much business near. a local high sc L.
Seeing this, a smart competitor opened Janet's Drxve-ln.! Both Fred and Janet
sold hamburgers at 89¢ and were doing well. Then one day a third competitor,
Eddie's Burgerland, moved in and sold hamburgers for only 79¢. oL

Soon everyone was going ‘to Eddie's. Then Janet dropped her price to 79¢.
Fred was so worried, he lowered his price to 69¢. _Aftger both Janet-and Eddie
lost customers, they finally matched Fred's pnce. One day Janet got a
telephone call from Fred. "Look," he said, "at 69¢ 'we' are all losing money on
every burger we sell. I suggest we all meet somewpere and see if we can't
agree to raise the pric2 to 79¢ Eddie is willing to qome if you are.”"
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CASE STUDY

*»

DISCUSSION QUESTIONS:

'az..-w—

s,
o

. 7

\

lf you were Janet, ‘would you go to the meeting? Why or why not?
How and why did this "price war" get started?
How would Fred, Janet, and Eddne defend their actions?

‘_l,)_nd Eddie have a right to conie in and disrupt the businesses of Janet and’

Fred?
\Vhat might happen if the price.war continues?

If they were to have the meeting and decide to hx the pnces at 79¢, - ;j )

> .

what would prevent them from raising the price even higher?
What would happen if a fourth combetitor‘entsred'the Jnatket?
Suppose that Janet, Fred, and Eddie want to compete. with each other, but
don't want to cut.prices. What else could they do? ’

Suppose the meeting took place between two giant national chains of
driveins rather than the small haﬁlburger stands. What do you think the

effect of theit meeting Wwould be on the consumers?
N
. )’)

$7

Vi
*
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CASE STUDY

HAMBURGER WAR 1I
DR
The meetmg with Fred, Janet, and. Eddle never happened. They were afraid K
of giving away too much mformatnon abo(lt their “business operations and they
didn't trust the other people. Janet decnded to raise her’ Pprice back to 79¢..
. She tried to win back customers by’ offering something - extra“——'a—ho‘t*fudge or ’ &
* butterscotch sundae - for dessert. She was sure the others could not keep
that low pnce of 69¢ for long. Fred decnded to- fire his manager and work by
himself, 12 hours a day. YHe used the monay ,he had paid for his manager's
salaty to keep the price of the hamburgers at 69¢. Eddne had many bills to
pay-and Could not afford to keep selling hamburgers at a loss. He raised the
price to 79¢; used a cheaper grade of beef, and hoped he could survive the
price wat, °
4 MONTHS LATER . .. Janet's strategy seemed to be working. Janet was
afraid they would go to one place for hamburgers .and then cc/>me for iimdas,
but the high schook. 3tuden;s only had a half hour for lunch. By the tlme they
went to their lockers and-walked across the street, they had 20 mmuts left
and went to only one place. Her business was doing very well selling both
hamburgers and sundaes. . ) W
Fred's Burgers was doing the best business, with 69¢ ?\amburgers, but his
home life was becoming a major proble;h. His wife- was angry about the loné
hours, When she did see him-he was tired and grouchy. His children were in
bed by the time he came home, and his “wife was left with all of the®
responsi!-:ilint‘y, for their care. He didn't know if he could keep up with this
pace or if his family would put up with it long: gnodgh for him to make some
money. )
On Friday a sign went up outside Eddie's Burgeriand, "CLOSED -- Out of
Business."

P

ﬁ»-ﬁ.}‘:, e
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DISCUSSION QUESTIONS:

V(hat are some reasons why Eddie may have gone out of, business?

H&w would you feel about this situation if you were Janet? Fred? Eddie?- a
student at the high school? ’

D anyone have responslbnhty for Eddie's business failure?, Should
someone have helped out or is it best that his hamburger stand closed’ ‘.
-Whose business decision do you prefu - Janet'Q or Fred's" Why" What
weré the consequences of each of those- decmons? R

Is it likely that Fred and Janet will Iry to fix pric -po&? What do>'you
think will happen to-the building that Used to be the home of Eddie's-
Burgerland? -~ . . v
Are the consumers better off now. after Hamburger War ll?\

Are the business people better off now? _ "

\Vhat should happen to the "losers" like Eddxe in' competitive business

situations? . N




" -~and gets to keep all the profits. Fred, Eddie,-

s .- . _ -The Hamburger War
: READING

M L]

~

: BUSINESS 'ORGANIZAT!ON

° - f.

-

PARTNERSH!PS AND SOLE PROPRIETORS \
Each hamburger stand in the Hamburger War’ case ls owned by one-
individual — it is a sole proprietorship. The owner.is reop_qsd;le. for all debts

d)cmons, they are theu' own bosses.

if Janet and Eddie decided to" combine their busmesses, thei cauld form a
partnership, They would share the risks, the profits, -and the: management of the.
busmess. Janet- could help Eddxe by : providing additional capntai ard sharmg her
skills. - They could also run into problems — dlsagfee about what products to
sell, how .fast to expand their business, who should do what work. They would
most - likely draw ‘up an agreement when they create their. partnership that

spells out the duﬁes of each partner and how profits will be divided. Although .

thns will settle some. issues, they may still have management conflicts. @
A cor &atnon is the type of business organization that -conducts most oi
the business in our economy.' It developed because of the need to raxse large

amounts -of capital, more than most mdnvndoals could do alone or as partners. A

corporation is chartered by a state and given a certificate of incorporation. It

_ is a-legal person — it can sue and be sued; it has freédom of speech rights; it

Gan "marcy” by merging with another corporation.

A corpor‘ation's owners .are called shareholderss or stockholders. The—

corporatlon sells shares .of stock -to ' investors who want to see that stock.

. increase in value, Investors buy stock in compamé that look as if they will

make a good profit. If any stockholder is not pleased with the company's
performance, he or she can sell the stock. If the company should fail, each
stockholder .loses the worth of the stock, - ﬁut nothing more. ‘l'ms is called

' hmnted hablhty and is one of the advantages of corporate orgamzatxons over

partnershxps and proprietorships.

The stockholders elect a board of dwect;ors who set the pohcy for the
company. The company is operated ‘by a chief executive and' other . nagers.
These actions are reviewed. by the board of directors. A large corpofation will,
have various divisions, such as marketing, finance, production, and \personnel..

and. Jdnet ina_k'e their own’\j
I A '

-]

~—
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. . READING

T e

Mamgers, supervisors, and department heads are responsible for du'ectmg the
work: ot employees in’ the various departments. . l .

In 1981 there - were 587,000 new corporattons formed in the U. S. $l 3
billion was spent on' "Venture Funds" - money invested in . new, untned
businesses. A businéss is started by someone with a good xdea and some
resources to try out that idea. One or two people started these new "and very
successful companies: Nike Athlettc Shoes, Federal. Express, Atan, Apple
Computer. When the founders of the business decide to incorporate and expand, .
they sell shares of stock to the public. They may become millionaires or
multi-millionaiéet from the sale of stock, as investors seek ‘to share in the
profits of a new, successful enterprise. .

The newspaper chppmg on the= next. page tells the story of two large
corporations who began their own hamburger war. McDonald's\ ‘Corporation and
Marriott Corporation took advantage of a drop™in the cost Of beef ‘to cut
prtces on hamburg&s and _hopefully attract more customers; Nottc'e that:
Marriott Lorporatlon is a type of busmess called a congl_omei'ate, a combmatton'
of cornpamet in different markets. It owns ‘Roy Rogers restaugants, Btg Boy'
restaurants, and Hot_Shoppes, as well as hotels and leisure-time busmesses.

.
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\ The Hamburger War
o .

. _ . MONOPOLIES AND MARKETS )
- It may be hard for us to imagine, but Americans have not always been
surrounded by -millions of consumer products produced and marketed by national
corporations. Small busmess used to -be the typical type of business o:gamzatxon

‘READING

in the early \'..ars of our nation. Markets for products-were local or. regional
because there were no natxonal highways or railroads, no refngeratxon processes .
_for long-distance shxppmg, no factories capable of mass producmg «enough for
the whole country. \; - ‘
small government, savmg (rather than spendmg) one's earmngs, ard mvesttng in
one's own business, With the lndustnal Revolution and mass production, new
types of business organizations and new worlgng conditions developed Ve were
no longer a nation of small producers, but a nation of consumers buymg many
products advertised and manufactured by big busxnpsses. The rmdwesterp farm
family chopped for- the latest fashions and apphances through the Sears
, Catalogue rather than bemg restricted to the snall shops in nearby towns.
Immigrants and ‘farm famuxes were rmg into the cities, creating a big labor
supply for the expanding industries, but weakening workers' bargaining power to°
improve wages and working ‘conditions.: T, }
) TRUSTS - o . , ) ' '
One type of business organization that developed during the 1830's was the
trust. In order to'survive in the fxercely competmve atmosphere of the txmes,
mp.o{\gatnom that were normally competitors ‘would join together so

that ‘all could wmsmesserﬂcha&ged_jheu r_voting shgres of stock

financial managers from some of the individual companies in the trust. The
industry's market was divided so that _each could earn a profit. Siall companies

S + either ]omed the trust or were driven out of business. With xts great financial
':‘—‘—}wer, the trust could temporarily lower prices so that a small business could
not possxbry compete. Once the uncooperatwe competitor was ehmmated the

" trust could then raise prices. It had a .monopoly. ",

-

vt From these begmmngs came Jthe Ameﬂcan values of mdmduahsm, freedom,

for the nonvotulg shares of istock in a trust. The trust was run by a group “of -




Student Materials | ". . The Hamburger War
. - N - READING _

ANTITRUST LAWS . S

A monopoly occurs when competmon is intentionally stopped thus allovnng
one fiem or a small group of firms to control a market and set: prnces. Such
monopoly power is now illegal. Beginnmg with .the’ Sherman Antltrust Mct ot
1390, liws: were passed to »proteCchompetntnon. The Clayton Act outlawed
specmc practices that - lessen competmon, such as tymg contracts requiring a
customer 'to buy one product in order to get another product from the same
suppher. The Federal Trade Comm:ssnon Act ofo.l9l# created a govemment :
regulatory agency, the Federal  Trade Commissiol (FT G), to enforce antntrgst
laws. , L . l -
) therger is the combination of two or more. bosmesses inta. one. The
- dominaat company or survmng company 1ssues its stock tou.shereholders of the
other business which is no longer in ex:stence. A consohdatnon is a'merger in,
which a new third company is created out of otwo or more businesses. - The
merger is a way for companies to grow, but it can also be a way to reduce
competntlon. In 1950 the Anti-Merger Act was passed whu:h made it 1llegal for
companies to merge.if by domg S0, they ‘would control 30% or more of the
market, R Ty

In addmon to the Federal Trade Commnssxon, another government agency
also “enforces antitrust laws.. The Justice Department's Antntrust Division
,rosecutes busmesses involved in antlcompetntwe mergers. and other dlegai
practices. We will look at a recent case in which AT&T settled an ,anti-trust
suit filed by the, Justice Department in 1974, o

’ +

THE MARKET SYSTEM
Competition is a

AN

ital force in a market system.’ When businesses compete A

.-

ve a powciul motivation for oIfermg a_fair price, a
good product, and quality, servnce. Otherwise they lose business to thenr
competition. New /processes that. are more efflcnent and economical evolve-
.through this competition. New products are: developed to better meet,,\consumer
demand, thus ing our- chonce of goods and'services. A desire to preserve'
thls competlt/on xs the reason for the creation of antitrust laws.
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0y . . L ian' oY a’o .

l.- How, does a corporatwn dlttg from a sole propnetorsh;p and a partnersh;p" ) s

! )

2. Why would a pérson want to.biy a corporation's stock? ' y

-~ 1] ’ -

| ¥ Syhat is a congiomerate? Cin yois . name any corporatxons_th?t———""—‘q -
conglomerata" ‘ | . ™ . ..

48, Vlhat a trust" How dxd trusts ehmmate theu' ;ompetntors"* e _ -
3. What are antltnm 1aws’ oo \' ) v ’

6. What are the two government agencies that knforce antitrust laws" - N
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- T ) [+] N * ‘

BUSINESS PRA?TICES"WHAT‘S FAIR AMD WHAT ISN"I“’°

-~ ] )

>

L * .
Here are examples of four. different_ business pracnces. Decxde lf you think
each | 1ce vnolates, umfrust lavs by cestrnctmg competmon. - g

- L2
. . By -~
. o - <

'I. ‘Kellogg, General ~Mllls, and .General Foods hold aox ot the mdy.to.m—
cerleal tharket. They. share several business: practnces. heavy advernsmg

* constant, introduction of new products, “and dominant : shélf space in
superrﬁcrkets. Is: this an ‘illegal ;nonopoly because it makes it dnffu:ult for>
other compames to enter the cereal *bushiess?

- . . <
. B , .

1] . rl f’
2 Apple Computer' w«s the hrs{ compahy to devel'op the personal comp‘uter‘

-'/'

an illegal mcqopoly" ' :

3, What if due to depressed car sales, Ford, .Chrysler, and General- Motars

) decide :o dmde up the market for cars? Ford will’ emphasize subcompacts,
Chrysler \vxu emphasize luxury full-sized cars, and General Motors wul
concentrate on compact family cars. Would thxs gractice be 1llega1" ,

" business. In its first four years' lt had’ the .1eld practxcally to 1tself. Is this -

4. Tfe U. S. has three giant "dipgbat" -makers. Two of the dmgbat makers,

Companies A and B, want to merge into one bng smpany. The' ‘market .
would then look like thxs\)\mencan Companies A and B who have merged
" have 20% of the dmgbat sales; Company C has 30%; Japanese Company D
has 40%; German Company E has 10%. Is the merger a viglation of
antitrust laws" p . -

. '.

. . ’

~r »

o

-
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AT&T SETTLES ANTITRUST SUIT .

-

* American Telep‘hone and Telegraph (AI"&T) was the largest holding company
in America. But- it has just beceme, smaller due to a settlement ‘worked out
between e Justice Department, ATAT, and a federal judge. A holding
- company is a corporatlon created “for the }purpose of buying stock in other
corporations. A controlllng mterest m another company s stock is usually 51%.:
of the voting stock. The c0ntrollmg company is called the parent company and

the companies it controls are subsidiaries:
. » R N

Ly

—r Q

)

' . . 2 r "‘J‘i_':'i . i
Long Lines /22 Bell System  Western Electric Bell Laboratories
Department ) Compames U ' .o .

,r ’.- . .
/ L3 s

i.[m

- Thls giant company controlled 97% of hé'fnatlon s telephone servnce, employed
one millicn people, and had. a net income m y98l. of $6.9 billion. s

_In 1974 the U.S. Government's Justlce ﬁ tment brought an antitrust: law

suit against the company, charging AT&T w:th monopolizing telephone servnce

R in the US. by keeping c”ompetltqs out of ' he industry. Because of the

agreement worked out between the governmen ;and the company, the Justice
Department asked Judge Harold Greene to dlsmnss the case. At that .point,
AT&T- had spent $360 million ‘6n its defense and the gov-rnmen;s case tost
$15 mllllon_. But the judge .refused tp drop the case until some further

"pro-competltxve" changes were made in the agreement. AT&T agreed to the

1udge's changes.

1 ;
»

D»' o
: L,

The antltrust settlement breaks up the glant corp“oratton in the followmg_’

ways. - : oi SN
l. Within one year, the company will sell its 22.&&11 System Compames,

. either individually or as* one unit. .
2., The company ,will keep Bell Laboratories (researéh), ,Western ‘Electric
(manufacturing) and Long Lines Department (long ‘distance telephone -

service). - .
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3. AT&T wul let the local companies keep the $3 billion from Yellow
Pages directories. ’ !

4. The company is barred from entenng the new ﬁeld of electronic
publtshmg for at least 7 years. ' )

2 5. AT&T 1s free to move 'into the . unregulated fields of data processmg

and comp(lter equnpment.

BISCUSSION QUESTIONS
. /
1. What is a holdmg company? .
2. Telephdne companies are public utilities regulated by the government. Why
is this government regulatlon necessary?
3. Who was ‘involved in the antitrust settlemEnt besides\the\gorporation and

the Justice Department?

4, The 22 Bell System _companies brought ir half of AT&T's mcomes. When
the parent’ company sells’ these subsndlanes,\ what could it do with the
money? . ]

5. In the example below, who is the holdlng company? Who are the subsidaries?

“ e

SEII\RS' :
Whirlpool Corp. Fieldcrest Mills Armstrong Rubber
1 Roper Corp. . Warwick Corp.

f) -
[ 4

6.  What is the purpose of forming a holding company?
7. Do holding compames increase or decrease competition in the marketplace”

2

~el
Bbes i 2 B L P L 4
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VOCABULARY WORKSHEET
*  Place the corrict word next to its definition:
' oCK o MARKET HOLDING COMPANY
CONGLOMERATE TRUST : SUBSIDIARY
NOPOLY MERGER INVESTOR
f ‘ ‘ . ‘ . N\
- 1. a place where goods can be sold, or a particular group of
“buyers. ’
2. an illegal monopoly o
' 3. shares of ownership in a corporation . ,
_ 4. ,a company controlled by a holding company
: 5. . a combination of companies in different markets
6. a combination of two or more businesses irto one .
7. the result of intentionally stopping competition .
8. one who buys stock or- land to make a profit
. 9. A corporation created for the ‘purpose of buying stock in
. other corporations  ° :
Give a few exan;ples of each of the following:
’ : rd

antitrust laws‘:

monopolies: ’ ,

A

types of business organization: " -

*

corporations (name 5°corporations that y.ou know of):




